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Israel’s prime minister,
Binyamin Netanyahu,
confounded the pollsters by
winning a resounding election
victory. His Likud party won
30 seats against 24 for the rival
Zionist Union, led by Yitzhak
Herzog, in the 120-seat Knesset.
Mr Netanyahu’s fourth
coalition government will take
weeks to build. The question is
whether he will try to
construct a cabinet only with
right-wing and religious
parties, or seeka more centrist
one by inviting Mr Herzog to
join a unity government. 

Gunmen attacked a museum
close to the parliament build-
ing in Tunis, the capital of
Tunisia, killing19 people, 17 of
them foreign tourists. The
attackers are believed to be
jihadists. Around 3,000 Tuni-
sians are thought to be fighting
for Islamic State in Syria. 

A UN investigation concluded
that IS may have committed
war crimes and crimes against
humanity in Iraq, and “may
have perpetrated genocide”
against the Yazidi minority. 

The Pentagon said that a leader
of the Shabab Islamists in
Somalia had been killed by a
drone strike. Adan Garar was
suspected ofplanning the
attackon a shopping mall in
Nairobi, the Kenyan capital, in
2013 that killed 67 people. 

Rousseff rattled
Millions ofpeople participated
in rallies across Brazil against
the government ofDilma
Rousseff, the biggest protests
the country has seen since the
era ofmilitary rule. They were
angered by a political scandal
centred on Petrobras, the state-

controlled oil giant, as well as
high inflation and a weak
economy. Many protesters
demanded the president’s
impeachment, although she
has not been charged with
wrongdoing.

Venezuela’s National Assem-
bly passed a law allowing the
president, Nicolás Maduro, to
rule by decree until the end of
2015. He asked for the powers
after America froze the assets
ofseven leading members of
Venezuela’s regime. Mr Madu-
ro accused BarackObama of
“intervening in Venezuela in
order to control it”. 

Dates were set for long-over-
due elections in Haiti. Their
delay had caused months of
protests and a stand-offthat
resulted in the shutdown of
parliament in January. The
president, Michel Martelly, will
not be allowed to stand for
re-election on October 25th.
Parliamentary elections are
scheduled for August 9th.

Devastated

Aid agencies struggled to reach
the more remote areas of
Vanuatu after a cyclone tore
through the island chain in the
South Pacific. The president,
Baldwin Lonsdale, said the
disaster had destroyed all the
progress from development in
recent years. Tens of thousands
have been left homeless.

The Pakistani Taliban claimed
responsibility for suicide-
bomb attacks on two churches
in Lahore, killing17 people.
Christians make up less than
2% ofPakistan’s population
and have been increasingly
targeted by Islamic militants,
who have destroyed hundreds
of their homes. Riots broke out
in Lahore’s Christian areas
after this week’s attacks.

Thailand’s Supreme court
ordered YingluckShinawatra,
the prime minister deposed
shortly before a military coup
last year, to stand trial for
malfeasance in office. Her
hearing begins on May19th. 

In Malaysia the eldest daugh-
ter ofAnwar Ibrahim, the
leader of the opposition who
has been jailed on charges of
sodomy, was arrested for
sedition after she read out in
parliament remarks criticising
his conviction. Critics of the
government contend that it is
using archaic sedition laws to
silence the opposition. 

China and Japan held their
first significant talks on securi-
ty since 2011, another devel-
opment in their attempt to
ease tensions over rival territo-
rial claims to islands in the East
China Sea.

China protested to Myanmar
over the deaths of four people
on its side of their border. They
were allegedly killed by a
bomb dropped by a Burmese
fighter jet. Myanmar has de-
nied involvement. The in-
cident appears to relate to a
flare-up offighting between
Burmese government forces
and ethnic Kokang rebels. 

Putin in an appearance
VladimirPutin reappeared in
public after a ten-day absence
that had fuelled speculation
about a power struggle in the
Kremlin. On the anniversary
ofRussia’s annexation of
Crimea, he admitted that
Western sanctions have dam-
aged Russia’s economy.

Serbia arrested seven men
accused of taking part in a
massacre near Srebrenica,
where about 8,000 Muslim
men and boys were killed in
1995. If the case comes to trial it
will be the first time that peo-
ple have been held to account
in Serbia for Europe’s biggest
mass slaughter since 1945.

The Conservative-led govern-
ment in Britain produced its
last budget before an election
in May and provided sweeten-
ers to housebuyers, pensioners
and motorists, groups that the

Tories hope to woo at the polls.
Meanwhile, the leader of the
opposition Labour Party, Ed
Miliband, ruled out a formal
coalition with the Scottish
National Party ifLabour
emerges as the biggest party in
a hung Parliament.

Happy anniversary
The Obama administration
reported that16.4m people had
obtained health insurance
since Obamacare came into
effect, reducing the proportion
ofAmericans who are unin-
sured from 20.3% to 13.2%. The
figures come ahead of the fifth
anniversary of the act being
signed into law. 

Republicans in the House and
Senate put forward two sep-
arate alternative budgets to the
one proposed by the White
House. Both call for cuts to
social programmes and the
repeal ofObamacare, but the
Senate version calls for limits
on military spending to be kept
in place, whereas the House
document envisages it rising. 

Oregon became the first state
in America to register people
to vote automatically. In future
ballot papers will be sent out
to eligible voters on the state’s
car-registration database.
Oregonians without a car can
still register by post or online. 

Aaron Schock decided to
resign from Congress follow-
ing reports about alleged
irregular spending, including
the lavish redecoration ofhis
Washington office in a “Down-
ton Abbey” style. Mr Schock,
who was elected in 2008, was
the first “millennial” to win a
seat in the House, but was
known more for his flashy
travel, workout routines and
washboard abs than his legis-
lative record. 

Politics

The world this week
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Other economic data and news
can be found on pages 80-81

In its latest policy statement
the Federal Reserve removed
a promise to be “patient”
before raising interest rates,
giving itselfmore flexibility to
lift rates for the first time since
2006. But it also lowered its
forecasts for growth and in-
flation, suggesting that an
increase may not come until
the latter part of the year. 

Sweden’s central bank
surprised markets with an
unscheduled interest-rate
move, cutting its main rate to
-0.25% from -0.1%. The Riks-
bank, which is trying to stave
offdeflation, also increased
the size of its quantitative-
easing programme. Norway’s
central bankunexpectedly left
interest rates unchanged.
Many economists thought it
would reduce rates to guard
the economy against plunging
oil prices. 

The DAX stockmarket index
in Frankfurt closed above
12,000 for the first time.
Investors have piled into
German equities in search of
better returns as yields on
euro-zone bonds have fallen to
record lows thanks to the start
of the European Central Bank’s
QE programme. German ex-
porters are also benefiting
from a weaker euro. 

A rival to the IMF
JackLew warned that Ameri-
ca’s “international credibility
and influence are being threat-
ened” by Congress’s reluctance
to approve reforms to the IMF

that would give China a great-
er role. The Treasury secretary
spoke after Britain, France,
Germany and Italy signed up
to the new Asian Infrastruc-
ture Investment Bank that
has been proposed by China.
Although it is not opposed to
the AIIB, America has mis-
givings about its transparency
and creditworthiness, and
worries that China will use it
to push its regional interests. 

The average price ofa new
home in China fell by 5.7% in
February, year on year, the
steepest decline since a nation-

wide survey began in 2011.
Prices fell by 3.6% in Beijing
and 4.7% in Shanghai. Banks
extended a $16 billion line of
credit to Evergrande, a big and
heavily indebted property
developer. The government
promised that it has “more
tools in its toolbox” to help the
economy if things get much
worse, fuelling speculation of
another stimulus package. 

Stirring things up
The boards ofHolcim and
Lafarge, two big European
cement-makers, met separate-
ly as their planned $44 billion
merger began to look less
concrete. The terms of the deal
were supposedly set in stone
last year. But Holcim is report-
edly not happy about Bruno
Lafont, the chiefexecutive of
Lafarge, becoming boss of the
combined group. 

Valeant clinched a $15.8 billion
deal to buy Salix after raising
its offer to fend offa rival bid.
Securing the deal will be a
relief to Valeant, which was
thwarted in its pursuit ofAl-
lergan, the maker ofBotox.
Actavis was the winner of that
bidding war and completed its
takeover this week. It has been
a bumper start to the year for
deals in the drug industry, with
around $70 billion in an-
nounced acquisitions so far. 

In a potentially huge breach
ofmedical records, Premera
Blue Cross, a health insurer,
said that clinical data about its
11m customers may have been
hacked in May last year, which
it discovered only in January.
There have been bigger cyber-
attacks on health-insurance
firms, though the information
obtained in those cases is not
thought to include medical
particulars, which are highly
prized by online fraudsters. 

Uber, an app-based taxi ser-
vice that faces many legal
challenges to its business
model, had more setbacks this
week. A court in Germany
banned its informal ride-
sharing operations in the
country; police raided its of-
fices in Paris; its executives
were charged in Seoul with
defying South Korea’s tran-
sport laws; and taxi companies
in California sued Uber in San
Francisco, its home city. 

Liked by needy friends
Facebook launched a
payments service through
which users can send money
to one another via its instant-
messaging app. Its foray into
mobile payments is not a
surprise. Last year Facebook
hired David Marcus, who
headed PayPal at the time, to
run its Messenger app. 

Nintendo said that it would
develop games to play on
mobile devices. For years the
Japanese firm has resisted
mobile gaming, instead dis-
tributing games such as “Super
Mario Brothers” and “The
Legend ofZelda” through its
consoles. Nintendo’s volte-face
scored highly with investors;
its share price rose by 21%.

Getting a coffee at Starbucks
got a little more complicated
when it launched a campaign
to encourage its staffto discuss
race issues with customers. To
judge by the reaction on social
media, however, not everyone
wants to talkabout the rights
and wrongs ofFerguson when
ordering an Americano. How-
ard Schultz, the firm’s boss,
said it was no mere PR exercise
but an attempt to do good. 

Business
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WHEN the jihadists of Is-
lamic State (IS) seized Mo-

sul and the Iraqi army fled last
June, they became the world’s
most dangerous terrorist organi-
sation. Sweeping out of Syria
and north-western Iraq, they
stormed southward, and came

close to taking Baghdad. They murdered male prisoners in
gory videos and enslaved female ones. Groups from Nigeria to
Libya and Afghanistan pledged allegiance to them. Devotees
attacked innocent civilians in Western cities; this week at least
19 people were killed in an assault on tourists in Tunisia
(though the culprits are unknown). The IS threat has pushed
togetherunlikelyallies: in Iraq America provides the airpower
while Iran musters the ground forces.

As our briefing explains (see page 17-20), IS differs from jiha-
dist groups that have gone before, including its parent, al-
Qaeda. It isuniquelybrutal in its treatmentoffoes and unique-
ly competent as a propagandist. But what most sets it apart is
its claim to have restored the Islamic caliphate. The revival of a
single state to rule over all Muslims, dating to Islam’s earliest
days and abolished in 1924 by modern Turkey after the fall of
the Ottoman empire, was meant to eradicate decades of sup-
posed humiliation by outsiders and Arab rulers who presided
over the decline offlourishing Arab societies.

To Western ears, the pretence that IS is a government in of-
fice is absurd, a bit of jihadist braggadocio; to many Muslim
clerics (and even al-Qaeda) it is heresy. Yet it has stirred a form
ofmessianism. “Rush, O Muslims, to your state,” declared Abu
Bakr al-Baghdadi, IS’s leader. And thousands have indeed
rushed to fight for and build the Islamic Utopia: even school-
girls have abandoned families and friends in Europe.

The call of the caliphate has galvanised zealots. Yet, even as
IS launches terrorist attacks, the good news is that cracks in the
caliphate are becoming increasingly apparent. IS is losing
ground, money and the consent of the people it rules.

The state of Islamic State
The caliphate has been pushed out of the Syrian town of Ko-
bane by Kurdish fighters, backed by American air power. It is
being squeezed in Tikrit (the tribal base of the former dictator,
Saddam Hussein) by the Iraqi army and Shia militias co-ordi-
nated by Iran. Compared with the peak, when it was at the
gates ofBaghdad, its territory has shrunkby about 25%.

IS’s funds are dwindling, too. America and its allies have
bombed lucrative oil facilities. Most of the hostages have been
sold or murdered in video-recorded beheadings. Now that IS’s
forces are retreating, the loot of conquest has dried up. Some
analysts reckon it may have lost up to 75% of its revenues. That
makes itharderfor IS to keep fightingand to provide services to
the roughly 8m people living under its rule.

That may help explain signs of internal tension. The move-
ment has started to kill its own followers, sometimes for flee-
ing before the enemy and on at least one occasion supposedly
for zealously beheading too many people. Residents complain

of extortion, violent repression and declining public services.
There are reports of tensions between local and foreign mem-
bers over disparities in pay.

Judged by its own standard, then, the caliphate is failing as
an all-conquering state and model for society. That matters be-
cause a proto-state with a large territory and population to de-
fend is also more vulnerable to setbacks than terrorist groups
that are not rooted to a patch of land. Precisely because IS
claims to be runninga model Islamic state, its visible failure ex-
poses the bankruptcy of its ideology and the hollowness of its
claims to would-be recruits. If, as some say, the secret of IS’s
success is success itself; then failure will gain momentum, too.

Even so, the hardestpartofdefeating IS still liesahead, start-
ing with the military campaign in Iraq. In recent days the oper-
ation to oust it from Tikrit has been hampered by hidden
bombs and snipers. And after Tikrit falls, there is Mosul—big-
ger and more important, with a population closely associated
with IS. The recapture ofMosul is vital to puncturing IS’s claim
to be a caliphate. The nature of the campaign matters, too. The
Iranian-sponsored Shia militias at the forefront of the fighting
in Tikrit are known for having victimised Sunni civilians in
earlier fighting nearer Baghdad. The fear is growing that, by de-
pendingso heavily on Iran, Iraq is being turned into an Iranian
satrapy. Ifso, Iraq’s disenchanted Sunni population will cleave
even more tightly to the IS jihadists as their best and only pro-
tectors. It is important, therefore, that the attackon Mosul is led
by a professional, non-sectarian Iraqi army. The trouble is that
the Iraqi army is demoralised and far from ready.

Hardest of all is the insoluble problem of Syria. Even if Mo-
sul can be retaken, IS orsomething like it will survive, certainly
for as long as it enjoys an unchallenged haven in Syria. For the
time being, nobody is even thinking of trying to eject IS from
the Syrian city of Raqqa: not the regime in Damascus, which
wants to prove that the only alternative to IS is Bashar Assad;
not the Kurds, who will not fight far beyond their enclaves; not
Jabhatal-Nusra, the most effective rebel force, which remainsa
franchise of al-Qaeda; and not the rebels being trained by
America, who are too few to make a difference.

Syria will not be pacified soon—possibly not for many
years. Until thatmoment, IS can lurkthere, controllingswathes
in the east, destabilising Sunni areas of Iraq and biding its time
until it has another chance to rise up. Defeat in Mosul could re-
duce the caliphate to a rump entity, or could lead it to disinte-
grate into a patchwork of warring fiefs, like much of the rest of
the country. It would still pose a grave threat to the outside
world and would need constant watching. But degradation
would make it easier to contain than it is today. 

Always with us
Destruction is much further off. As much as Islamic State is a
cause of chaos in the Middle East, it is also a symptom. Its ide-
ology feeds off Sunnis’ sense of victimhood. The group has
taken root across the region, and especially where the state has
collapsed. Defeating it is ultimately a matter of rebuilding gov-
ernments in the Arab world—a taskthat will take decades. Cut-
ting back the caliphate is just the vital first step.7

The caliphate cracks

Though Islamic State is still spreading terror, its weaknesses are becoming apparent

Leaders
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AMERICA says it welcomes
China’s ascent to great-

power status, so long as the Chi-
nese respect international
norms and play a proper part in
the multilateral system. China
suspects that, in practice, Ameri-
ca tries to hem it in whenever it

does anything on the world stage. In the case of the Asian In-
frastructure Investment Bank (AIIB), America seems to be con-
firming China’s darkest fears: it has adopted a policy of con-
tainment that is wrong in principle and has failed in practice. 

Flush with the world’s largest foreign-exchange reserves,
China plans a new bankto help match Asia’s vast savings with
its even vaster need for new bridges, roads and other necessi-
ties of development. America dislikes the idea because it
thinks the bank will not abide by high standards of credit-
worthiness and transparency; it also fears the institution will
be a vehicle for Chinese influence. Though the Americans say
they have not lobbied against the bank, they have put pressure
on allies not to join it. When Britain became the first country
outside Asia to apply for membership, an American official
harrumphed about its trend towards “constant accommoda-
tion” ofChina. That admonition did not stop Germany, France
and Italy declaring this weekthat they too wanted to be found-
ing members. Others may follow (see page 32).

America is not wrong to be suspicious of China’s motives.
The AIIB isdesigned to projectChinese power in the region. In-
stitutions already exist to match capital with projects, most ob-
viously the Asian Development Bank (ADB). Rather than set-
ting up a new lender, China could have put more money into
an old one. Nor is America wrong to warn against a supine ap-
proach to China: Britain’s limp response to the protests that
rocked Hong Kong last year did it no credit. America’s doubts

over the bank’s lending policies cannot just be wished away,
either. As Sri Lanka’s largest infrastructure project shows, Chi-
nese-financed development plans can be opaque, careless of
environmental concerns and shot through with dodgy politi-
cal dealings (see page 33). 

A missed opportunity
But there are three reasons why America should be more re-
ceptive toward the AIIB and its allies’ potential membership.
The first is that Asia’s need for infrastructure is vast and press-
ing. The continent’s relentless urbanisation requires at least $8
trillion of infrastructure spending in this decade, according to
the ADB. The AIIB will not finance this splurge on its own: it
looks likely to end up with a capital base of between $50 bil-
lion and $100 billion. But it will help.

Second, the best way to deal with concerns about Chinese
lending standards is to join the bank and improve it from in-
side, not to throw brickbats from outside. Chinese leaders
knowperfectlywell that the newinstitution will come undera
lot ofscrutiny. They have an incentive to be open and transpar-
ent, at least at first. Having more nations outside its orbit on
board should help keep things more honest. 

Third, although it might have been better to expand and re-
form existing institutions (the ADB, World Bank and so on),
America itself has made that impossible. Even a modest pro-
posal to increase the resources of the IMF (giving slightly more
votes to China and other big emerging markets) has been sty-
mied for years in Congress. America has frustrated efforts to
boost China’s clout in the World Bank. Nor is China included
in its planned Trans-Pacific Partnership free-trade deal.

Rather than try to thwart the AIIB, America ought to em-
brace it. China should invite it to join, and America should ac-
cept. That would be the best way to accommodate Asia’s mas-
sive infrastructure plans—to say nothing ofa rising China.7

China on the world stage

A bridge not far enough

America is wrong to obstruct China’s Asian-infrastructure bank

THE Greek crisis is not just an
economic mess. Increasing-

ly, it is becoming a geopolitical
mess too. Alexis Tsipras, the
country’s prime minister,
whose radical-left Syriza party
swept into government after
January’s general election, has

taken to tugging at crude political levers—from cosying up to
Vladimir Putin to demanding war reparations from Ger-
many—in the belief that this will somehow prompt conces-
sions from the rest of the euro zone. 

The whiff of blackmail has incensed Europe’s politicians.

Mr Tsipras has a chance to calm things down in two meetings
with Angela Merkel, Germany’s chancellor—the first this week
on the fringes of a European summit in Brussels, and the sec-
ond in Berlin on March 23rd forwhatshould be some hard talk-
ing between the European Union’s most powerful leader and
its biggest troublemaker. Instead of stirring up resentment, Mr
Tsipras should focus on the urgent taskat hand: forging a deal.

Just now the Greek government seems to prefer lobbing in-
cendiary political gibes instead. The defence minister has
threatened to flood Europe with migrants, including jihadists.
The justice minister has demanded that Germany pay €160
billion ($170 billion) in war reparations and warned Greece
might seize the buildings of the Goethe Institute and even Ger-

Greece v Germany

Dangerous liaisons

References to reparations and threats to seize German assets will not solve Greece’s economicwoes
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2 man holiday homes if the money is not handed over (see page
43). And Mr Tsipras has brought forward to early April a trip to
Moscow to see Russia’s president, Vladimir Putin. His hoped-
for message is as clear as it is crude: Mr Putin might be only too
happy to help a fellow Orthodox country that dislikes sanc-
tions on Russia. 

Clearly, Greece believes that it can use threats like Russia to
his advantage. History provides a precedent: it was to fend off
Soviet encroachment that America, under President Truman,
provided aid to Greece in the aftermath of the second world
war. Today, too, for Greece to fall under Russia’s spell is the last
thing that NATO and the EU wants. 

Mr Tsipras is playing a dangerous game. By feeding Greeks’
well-developed sense ofvictimhood (and the historical claims
against Germany have some legitimacy), he is fanning flames
that could soon burn out of control. Although opinion polls
consistently show that a majority of Greeks want to remain in
the euro, there is no better way to change their minds than to
tell them that their EU partners treat them with injustice and
contempt.

Likewise, by taking on Germany, the Greeks are alienating
their biggest creditor—and the very country whose backing
they most need to win a reprieve from the euro zone. Already,
according to a poll published last week, most Germans want
Greece to leave the euro. Even if Mrs Merkel wants to save
Greece, she will not be able to resist the overriding wishes of
her voters.

Under Mr Tsipras, Greece has had a knack for alienating
countries such as France and Italy, which would naturally lean

against Teutonic austerity. That hardly inspires confidence that
he knows what he is doing today. By far the best outcome, for
both sides, would still be to keep Greece in the euro. And, for
mostofthe past fewweeks, thathasseemed the most likely. Al-
though Mr Tsipras came to power promising to end austerity,
he backed down last month, as money poured out of Greek
banks at a weekly rate of some €2 billion and the prospect of
capital controls loomed. The fieryrhetoricwasbriefly replaced
with pragmatism—a reform programme in exchange fora four-
month extension ofGreece’s bail-out. 

Don’t make a drachma out ofa crisis
With Greece in imminent danger ofrunning out ofcash, a sim-
ilar shift must urgently occur once again. The meetings in Brus-
sels and Berlin will be crucial. The Greek leader has charm,
and could get along fine with Mrs Merkel—provided he is pre-
pared to eschew the blackmail and shows that his European
partners can trust him.

He could make a good start by replacing his loquacious fi-
nance minister, Yanis Varoufakis, with somebody more prag-
matic. He would be well advised also to dump his nationalist
coalition partner, the right-wing Independent Greeks, for the
more moderate To Potami. At home, rather than allowing his
ministers to rail about reparations, he needs to get behind re-
form, and explain to his voters why Syriza’s extravagant elec-
tion promises cannot be kept. 

Under Mr Tsipras Greece has been squandering opportuni-
ties to make a deal with the rest of the euro zone. If he does not
yield soon, he may discover that his chances have run out.7

IN THE three months following
the collapse of Lehman Broth-

ers, as the world economycrum-
bled and investors scrambled
for shelter, the dollar rose by 5%
against a basket of other widely
used currencies. In the past
three months it has jumped by

11%; over the pastyear, by22%—its fastest ascent in decades. The
dollar is not yet in uncharted waters: one euro was worth one
dollar in the early 2000s, for example. Its rise will help export-
ers in less vibrant parts of the world, notably Europe. But
moves of this magnitude usually catch someone out, and the
likeliest candidates this time are in emerging markets.

The principal reasons for the greenback’s rapid strengthen-
ingare simple to grasp. With Europe and Japan stuckin the dol-
drums, and China and otheremergingmarketsslowing, Amer-
ica’s economy looks relatively strong. The IMF expects it to
grow by 3.6% this year. The Federal Reserve has already begun
to tighten monetary policy, by stopping its programme ofasset
purchases, and is now preparing the ground to go further. This
week the Fed altered the wording it uses to describe its plans
(see page 63), giving itself room to raise interest rates later this
year—the first rise since 2006. With American monetarypolicy
tightening, and other central banks still loosening, investors

can make higher returns from dollar-denominated assets. In
capital floods, and up the dollar goes.

The mechanics ofdollar strength may be simple, the effects
anything but. American firms that sell abroad are hit: around a
quarter of the profits of firms in the S&P 500 are earned in for-
eign currencies. The greenback’s ascent also mutes inflation,
complicating the Fed’s judgment about when to raise rates. 

But the chance of a shock is highest outside America. Com-
panies around the world, and especially in emerging markets,
have been bingeing on dollar-denominated debt, seduced by
the lower interest rates on offer compared with local-currency
debt. The stock of dollar debts owed by non-financial borrow-
ers outside America has grown by 50% since the financial cri-
sis, according to the Bank for International Settlements. It now
stands at $9 trillion. Emerging markets account for half of that
amount, up from a third before the crisis. In China alone, dol-
lar-denominated loans have vaulted from around $200 billion
in 2008 to more than $1 trillion now (see page 65). 

As the dollarrises, thisdebtbecomesmore expensive to ser-
vice in local currency. And as the Fed starts to tighten, the inter-
est rates charged on dollar debts—whether in bond markets or
via banks—will rise in tandem. As a result, borrowers are at
risk of a double whammy: a strengthening dollar and a rising
cost of borrowing and refinancing. That does not necessarily
portend a wave of bankruptcies. But it does mean another 

The strong dollar
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The rise of the dollarwill punish borrowers in emerging markets
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2 drag on growth at a time when swathes of the emerging world
are already struggling. Brazil and Russia are heading for deep
recessions; China’s property market, for years the economy’s
biggest engine of growth, is slowing. Outside the BRICS, in the
last quarter of2014 emerging markets made their smallest con-
tribution to global growth for more than five years. 

Tantrum 2.0
Optimists make several soothing arguments. First, plenty of
corporate borrowers have income as well as liabilities in dol-
lars, meaning that currency mismatches are not a concern. But
many of the firms that do have matched debts and revenues
are oil or mining firms, which have seen their income in dol-
lars plunge because of falling commodity prices. And that still
leaves lots of other firms which are exposed to currency
moves. A quarter of China’s corporate debts are dollar-de-
nominated; only 9% ofcompanies’ earnings are. That the yuan
has barely depreciated against the dollar, and that China
shows little inclination to let it do so, is a comfort. But the peg is
not guaranteed to hold; if corporate borrowers have not both-
ered to hedge, they will be hard hit.

The second argument is that, as much as borrowers in

emerging markets may come under pressure to service their
debts, emerging-market exporters will benefit from a falling
currency. Unfortunately, things are not so neat. Although most
emerging-market firms that borrow in foreign currency do so
in dollars, exportersmaytrade notwith America, but with oth-
ercountries whose currencies are also depreciatingagainst the
dollar. Thus the strengthening dollar can add to emerging
economies’ debt burden without helping their exports. 

The third source of reassurance is that emerging markets
have ample foreign-exchange reserves, which they can use to
prop up firms, as Russia and Brazil have done. But countries
like South Africa and Turkey have less firepower, and large
short-term government debts that will gobble up dollars. 

Emerging markets have been put under pressure by the Fed
before—most recently in 2013, when the announcement that it
would start tapering the pace of its quantitative-easing pro-
gramme caused money to stampede for safety. If the system
could weather that storm, optimists say, it can survive this. But
firms have continued to load up on dollar-denominated debt
since the “taper tantrum”. And emerging markets are weaker
now than they were. The surge of the greenback is one more
worry in a world already drowning in them. 7

ITWOULD be unwise to expect
the last budget before a gen-

eral election to be anything oth-
er than a political event. The oc-
casion is for tax cuts (which tend
to be followed by tax rises
promptly after the election) and
other crowd-pleasing give-

aways. Roy Jenkins, a Labour chancellor of the exchequer,
bravely tried to break the mould in 1970 with a sober, “non-
election” budget. The voters rewarded him by booting his
party out of office. By contrast, George Osborne, today’s chan-
cellor, has excelled in this ignoble tradition. 

MrOsborne’s sixth budget, delivered on March 18th, is a po-
litical masterstroke. Its most important shift is a drastic tweak
to spending plans, which appears designed purely to head off
a Labour Party attack (see page 50). Mr Osborne is actually
moving in the right direction, but so sneakily as to cast doubt
on what he would really do if the Conservatives remain in
power after the election on May 7th.

The budget contained some good measures. Mr Osborne
pencilled in further rises to the minimum income-tax thresh-
old, which will have the effect ofcuttingalmost everyone’s tax
bills. He pulled a sensible U-turn by trimming the extortionate
levies he had imposed on North Sea oil-and-gas production in
2011—taxes that have helped drive investors away. There was
some bold liberal stuff on pensions. In a commendable bit of
decentralisation, some English citiesare to be allowed to retain
a bigger share of local business taxes. 

But the most telling detail was hidden deep in the budget.
Mr Osborne plans to cut government spending savagely in the
first fewyearsofthe nextparliament, in order to keep an earlier

promise to close the current budget deficit in the 2017-18 fiscal
year. But then, bizarrely, departmental spending would zoom
up again, by more than £24 billion in just one year. 

The explanation for this fiscal rollercoaster is entirely politi-
cal. In December the Office for Budget Responsibility, Britain’s
fiscal watchdog, pointed out that Mr Osborne’s plans entailed
cutting public spending as a share of GDP to levels not seen
since the 1930s. The Labour Party seized on that, shrieking that
the chancellor was on the road back to Wigan pier. By pencil-
ling in a big increase in spending, Mr Osborne takes spending
to 2000 levels—when Labour was in power. 

The acrobat
Let’s hope that the chancellor is not being entirely sincere.
Spending cuts have not been too painful so far (see Bagehot)
but they will become more so. Eventually you cut through the
fat and reach the muscle. So Mr Osborne might opt to go easy
over the next few years and still end up in roughly the same
place in 2020—in effect, turning a down-and-up rollercoaster
into a gentle slope. He has form on this: his apparently firm
plans to cut the budget deficit, announced with a flourish in
2010, were rewritten as the euro zone caught fire. And more
moderate spending cuts would be wise. Britain needs to close
the deficit, but it also needs to invest more in roads, broadband
and the like to make the economy more productive.

Yet, if the best case that can be made forMrOsborne’s plans
is that he would not stick to them, the plans are bad. By reduc-
ing planning to politicking, they stop departments from think-
ing ahead. They also short-change voters. With a general elec-
tion looming and money tight, Britain deserves a proper
debate about how big the state should be and what it should
do. It did not have one this week.7

Britain’s budget 

But seriously

We hope that George Osborne’s final budget does not mean what it says  
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Bring the party to an end

Why fiddle with Britain’s
electoral system (“The break-
ing point”, February 21st) when
we could do away with politi-
cal parties? Reduce the size ofa
constituency to, say, 20,000
voters so that most can get to
know prospective candidates.
Instead ofbringing the MPs to
London, let them sit in their
regional offices and participate
in proceedings via laptop or
smartphone. Pay them enough
so that they workfull-time at
being an MP without having
financial worries. 

Parliament would remain
in session for a whole year,
sitting for several hours each
day. Any MP may introduce
legislation and let the majority
decide its fate. As for the prime
minister, elect him directly and
allow him to take ministers
from outside Parliament.
Similarly, elect the Speaker
directly. The great advantage
would be the accountability of
government to voters without
any party considerations. 
MUHAMMAD ABD AL-HAMEED

Lahore, Pakistan

Proportional representation is
not the panacea you think it to
be. The Australian Senate is
elected under PR. Senator
Ricky Muir, of the Motoring
Enthusiast Party and famous
for participating in a kangaroo-
poo fight in a YouTube video,
was elected with just 0.51% of
primary first-preference votes. 

Hardly proportional and
certainly not representative.
ANTON PETROV

Melbourne

It is wrongheaded to think that
Britain’s electoral system is
unfair because it disadvan-
tages smaller parties. Electoral
systems should serve people,
not parties. Small parties can
change government policy
before they have won a single
MP, as the influence of the UK

Independence Party demon-
strates. Moreover, in all democ-
racies parties are merely con-
venient chimeras, evolved
under the specific selection
pressures of their respective
electoral ecosystems. It makes
no sense to say that ifBritain
had PR, the Greens would have

more seats, because if the
Green Party had more seats it
would be a different party. 
NEAL HOCKLEY

Lecturer in economics and policy
Bangor University
Bangor, Gwynedd

Britain’s House ofCommons
does not meet in a “Victorian
chamber”. The current cham-
ber dates from after the second
world war, the previous cham-
ber having been destroyed by
German bombers in 1941. It
leaks at the joints where other
bomb damage was repaired
around it. This austerity-era
rebuilding job is part of the
problem with the fabric of
Westminster.
NICK SUTCLIFFE

Ash, Surrey

The Olympics are still gold

The latest in a number of
negative articles you have
written about the Olympics
over the years lumped the
event together with the new
European Games in Azerbai-
jan and the World Cup in Brazil
(“Games that must stop”,
February 28th). The compari-
son is wrong. The World Cup,
for example, is awarded to a
country and is a single-sport
tournament; the Olympics are
awarded to a city, where 10,500
athletes compete in many
different sports that require
many different venues.

Nor did you mention the
reforms introduced by Thomas
Bach, the president of the
International Olympic Com-
mittee, to tackle excessive
budgets and “white-elephant
projects” through Agenda
2020, which was unanimously
approved by the IOC last
December. One immediate
effect was that the organisers
of the Tokyo games in 2020 cut
$1billion from their budget.

We cannot change the
political problems in various
countries, though the IOC did
get Russia to guarantee no
discrimination against any of
the participants in the Olym-
pic winter games in Sochi. We
have made great progress in
modifying the rules and needs
of the athletes, media and
spectators. It saddens me that
you ignored all this. 

You expect us to work in a
perfect world. That is beyond
our power. What is within our
power is to do our best. 
ALEX GILADY

Member of the International
Olympic Committee
Tel Aviv

Valuing Berkshire Hathaway

You criticised Warren Buffett
for moving the goalposts by
now giving more weight to
Berkshire Hathaway’s share
price than its bookvalue
(“Corresponderous”, March
7th). But the goalposts should
have been moved long ago.
The previous practice ofusing
bookvalue per share versus
the total return of the S&P 500

was an apples-to-oranges
comparison ofan accounting
measure with a market-
valuation measure. 

Naturally, Berkshire Hatha-
way’s bookvalue per share
would underperform when
the S&P’s price-to-bookratio
was soaring, as it did by 21% in
2013. Likewise it would out-
perform in years like 2008,
when valuations were plung-
ing. Comparing the change in
Berkshire’s market value to the
S&P’s total return is the best
way ofmeasuring how the
market judges Berkshire’s
strategy.
A.B. CAMPBELL

Minneapolis

In pursuit of the politicians

In his dismissal of the absurdi-
ty of the ban on fox hunting
Bagehot (March 7th) was a
little lenient in his treatment of
those who tried to stir up class
hatred (ineptly as he points
out) for political ends. He
might have asked why there is
never any attempt to ban the
sinking ofbarbed hooks into
the mouths offish, often only
for those fish to be returned to
the water so that other “sports-
men” might have the same fun. 

The answer lies in the
electoral damage a ban on
fishing would do to the politi-
cal interests of the anti-hunting
lobby and other proponents of
a class war. Perhaps if the
debate on field sports were to
be resurrected a case might be
argued, in the interest ofsub-

sidiarity and democratic fair-
ness, for making such bans
local issues, thereby maintain-
ing a ban on hunting in north
London and probably allow-
ing it in the countryside. After
all we country people did not
expect to prohibit the 700
hours ofpointless parliamen-
tary debate on hunting that
Bagehot mentioned, while
being without adequate tran-
sport and other services that
are considered the right of
town dwellers, and which
should be considered much
more fully by our lawmakers
and the executive.
RUPERT RIDGE

Brockley, Somerset

Although it is useful to specify
the incongruities of the fox-
hunting ban, the definitive
word on the hunt is Oscar
Wilde’s: “the unspeakable in
full pursuit of the uneatable”. 
PAGE NELSON

Charlottesville, Virginia

A natural clause

If, as mentioned in “Bobby
Jindal’s parsimonious pitch”
(March 7th), Governor Jindal
ofLouisiana came to the Un-
ited States in utero, and with
many conservatives believing
that life begins at conception
and the constitution stating
that a president has to be a
natural-born citizen, would he
be eligible for the Oval Office?

It would be an interesting
issue for the Supreme Court to
consider.
ALANN LIPOWITZ

Loveland, Colorado7
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THE coffin contains the body of the lat-
est young fighter killed on the front

lines of the war with Islamic State (IS). But
few worshippers at Najaf’s Imam Ali
mosque pay it heed. On one side women
weep and wail at the shrine ofAli, the son-
in-lawofthe ProphetMuhammad who be-
came Islam’s fourth caliph, and whose
murder can be seen as the beginning of the
divide between Sunni and Shia. On the
other a group of pilgrims from Iran sits in
quiet prayer. The sermon booming from
the loudspeakers is discussing marriage,
not war. The ground around the building is
packed with families and scattered with
the leftovers from picnics.

Last summer the residents of Najaf, in
Iraq’s Shia heartland, were in mortal fear
of IS. Its fighters had swarmed out of their
redoubts in Syria and north-west Iraq to
take control of much of the Sunni part of
the country. They were little more than a
dozen kilometres from taking Baghdad
and also threatened Erbil, the capital of the
autonomous Kurdish region in the north.
In June IS declared the re-establishment of
the caliphate—the single state held to rule
over all Muslims. But unlike the caliphate
ofAli, this would be one which had highly
exclusive definitions of what a Muslim is:
Shias need not apply, and a lot of Sunnis
would not make the grade, either. 

The declaration of the caliphate on ter-
ritory straddling Iraq and Syria is central to
the specific threat posed by IS. While al-
Qaeda, too, has a vision of a caliphate, it
sees it as the end result of winning Mus-
lims to its cause; IS sees it as something
that, imposed by force, will draw good
Muslims to it. The difference ofopinion ex-
plains, in part, the split between the two
movements two years ago.

Bringing the caliphate into the realm of
action, not words, by making it a real state
is one of the things that has made IS partic-
ularly successful at recruiting fighters from
overseas. Its location helps; Bilad al-Sham,
as the Levant is known, has a special place
in the imaginations of the ideologically
committed. Prophecies about the last days
involve Dabiq, an area in northern Syria IS
now controls, and after which its English-
language magazine is named. 

The claims of territory
Insurgencies often run services in territo-
ries they control, but few claim statehood,
and certainly not on the scale IS does. The
population currently under its control
numbers about 8m. 

The caliphate brings grandeur and a
certain authority, even though the vast ma-
jority of Muslims repudiate it. Territory
provides resources. But the needs of a

statehood that has to be expansionist
make continued success harder. IS needs to
go on growing both to raise money and be-
cause the caliphate has to become univer-
sal. At the same time it must govern what it
holds in order to prove it is not just another
bunch of terrorists.

It looks as if it has set expectations too
high. Since last August its expansion has
stalled, and it has been beaten back across
much of Iraq (see map on next page). That
is why, in Najaf and to an extent Baghdad,
the fight against IS no longer feels like a
struggle for survival, more like yet another
war. The revenues IS depends on have
been reduced. And there is some evidence
of increased unhappiness within the terri-
tory it holds, and among its own members. 

The coalition against IS that was put to-
gether by America after Iraqi prime minis-
ter Nuri-al Maliki left office in August 2014
now numbers some 60 countries; it typi-
cally carries out a dozen air strikes a day.
America has given weapons to the Iraqi
army and the Kurdish Peshmerga; it is
training Iraqi soldiers and says it is gearing
up to do the same for a small force of
anti-IS rebel fighters in Syria. 

In most of Iraq, though, the bulk of the
fighting is being carried out by Iranian-
backed Shia militias. When the IS on-
slaught was at its height Grand Ayatollah
Ali al-Sistani, one of Shia Islam’s leading
clerics, issued a fatwa calling on Shia men
to join the Hashid al-Shabi, an umbrella or-
ganisation of mainly Shia volunteer mili-
tias. At least100,000 have signed up. 

Iran has given cash and weapons to the
Hashid al-Shabi; though the militia group
nominally answers to the Iraqi govern-
ment it is to a great extent an Iranian con-

The pushback

BAGHDAD, KARBALA AND NAJAF

Sustaining a caliphate turns out to be much harder than declaring one. But Islamic
State is not dead yet
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2 cern. Iran also has a lot of influence on the
American-trained army, grossly run down
and rendered sectarian under Mr Maliki,
and has sent it advisers including Qassem
Suleimani, the head of its elite Revolution-
ary Guard. Thanks to General Suleimani’s
handiwork, Baghdad is now well fortified,
and aircraft can fly in and out in safety. A12-
year curfew has been lifted, allowing Ira-
qis to linger on the banks of the Tigris
smoking shisha pipes into the early hours.
Malls and cafés are buzzing. The atmo-
sphere is more relaxed than at any time
since the American-led invasion of2003.

The Iraqi army and various Shia mili-
tiasare fightingon five fronts in Salaheddin
province north-west of the capital and
seem close to capturingTikrit, its capital, al-
though the advance into the city appeared
to stall on March 13th. The army says it has
since asked for American air strikes.

The Kurds have taken back everything
they consider Kurdistan. Their front line is
supported by air power and well fortified:
“It’s like world war one along that
1,000km-long border,” says one diplomat.
Sorties by IS sometimes penetrate the
line—there was a ferocious attack on Kir-
kuk in January—but they rarely get more
than five kilometres into Kurdish territory. 

All told, IS has been stripped of some
13,000 square kilometres of land, reducing
by a quarter what it held at its peak. Ameri-
can officials reckon some 1,000 fighters
were killed in just the battle for Kobane, a
Kurdish town on the Syrian-Turkish border
that IS tried to take for months without
quite managing it. Seventeen of its top 43
commanders have been felled, according
to Hisham al-Hashimi, an Iraqi analyst of
IS in Baghdad. But for all the losses fighters
on the front line say there is no sign that IS

is running short of men. Recruitment
seems to be keeping up.

If the military pressure is not yet reduc-
ing the number of IS fighters much, it is

havingothereffects. Hussam Naji Sheneen
Thaher al-Lami, a former member of IS

nowin prison in Baghdad, says that IS fears
the air strikes. They have stopped it from
movingsupplies in convoy. And the way IS
fights is changing. “Before, they would win
or die,” says Saad Maan of Iraq’s interior
ministry. Now they sometimes withdraw.
“They don’t fight us on the ground,” says
Naim al-Obeid ofAsaib Ahl al-Haq, one of
Iraq’s most notorious Shia militias. “In-
stead they plant IEDs [improvised explo-
sive devices] and use suicide-bombers.”
Mr Maan says that Iraqi forces have “bro-
ken IS’s will”; others see a tactical response
to the new situation.

The devils you know
The leading role played by Shia militias is a
problem when it comes to regaining
ground from IS. The people living in its core
territories are mainly Sunnis turned
against their national governments by the
repression ofBasharAssad in Syria and the
pro-Shia bias of Mr Maliki in Iraq. They are
not keen on armed Shias. The problem has
not been insurmountable so far; but so far
operations have largely been in places
with mixed Shia and Sunni populations.

Although the Hashid al-Shabi is careful
to portray itself as nationalist—the coffins
in Najafare draped in Iraq’s red, white and
black standard rather than the black flag
covering other caskets in the mosque—it is
almost entirely Shia. To many militiamen
the fight is clearly sectarian. 

The Americans are loth to take part in
operations with the Shia militias, some of
which fought against them—gruesomely,
in the case ofAsaib Ahl al-Haq—during the
post-2003 occupation. The militias and the
Iranians are for their part less eager to be
helped by American air power than is the
Iraqi army. This explains the absence of air
strikes in Tikrit.

This is all made worse by the militias’

reputation for brutality and summary exe-
cutions. Such behaviour in Tikrit would
have implications foran eventual move on
to Mosul, the much bigger city that was the
original stamping-ground of the once al-
Qaeda-supporting jihadi clique which
runs IS. Some see Mosul, not Raqqa, the
city in eastern Syria to which IS decamped,
as the caliphate’s true capital. Many of its
citizens, who were glad to see the back of
Mr Maliki’s army when IS arrived, look on
the advancing Shia militias as a form of re-
venge, according to a woman living there. 

Because the Hashid al-Shabi is not
trusted by Sunnis, a new force of local
fighters and police is being trained for Mo-
sul, says Osama al-Nujaifi, one of Iraq’s
vice-presidents, who is a Sunni from the
city. Some doubt this force will ever be
ready, or that it will be able to co-ordinate
with other forces. This adds to the uncer-
tainty over how far and fast the attacks on
IS can continue. Although some American
officials have suggested that an assault on
Mosul may begin this spring, such a claim
is clearly premature when it is not yet cer-
tain which groups will do the fighting. 

In Syria, where it has few enemies on
the ground, IS retains most of the territory
it has taken. Although it has been pushed
southward by Syrian Kurdish forces in the
north-east, it is slowly creeping westward
into the desert abutting Hama and Homs,
where there are oilfields currently held by
Mr Assad’s regime. 

Whether getting hold of more oil will
help IS, though, is hard to say. The co-
alition’s aircraft are good at hitting oil in-
stallations; on March 8th they destroyed
an IS refinery near Tel Abyad in northern
Syria. Mr Hashimi reckons IS has lost al-
most three-quarters of its oil income since
such strikes started, and that leaves it hard
up. It has no prospect of further ransom
money from Western hostages. The coffers
of the banks in Mosul have already been
looted. It can make money selling cultural
artefacts that it has not destroyed as idola-
trous (destruction which, as it happens,
may add to the value of what remains in-
tact); but, other than that, it is left with
money brought in by new fighters, extor-
tion and taxes levied in the name of zakat,
Islamic alms.

A shortage of cash is one reason why IS
is faltering as a state. Initially it offered full
services, including schools (albeit with al-
tered curriculums: no English, more Koran-
ic study), hospitals and electricity. Recently
things have got patchier; they might be
patchier still were the Iraqi and Syrian gov-
ernments to stop paying civil-service sala-
ries to workers in IS-controlled areas. Syri-
ans fleeing Raqqa complain of rubbish in
the streets and a lack of electricity. Fighters
still get pay, ranging from $90 to $500 a
month, with extra for wives and children,
but Mr Hashimi says they now get less
money for rent and transport. 
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2 The woman living in Mosul says ser-
vices are still running. That may change.
Chlorine, used to provide safe drinking
water, has run out. Such things undermine
IS’s claims to govern and alienate those
Iraqi Sunnis who initially welcomed it.
They are not the only source of dissatisfac-
tion. “When IS came in, people in Mosul
were happy,” says the woman. “But now
many see they aren’t any better [than Mr
Maliki’s army]—arresting our men for no
reason, asking people for money and forc-
ing people to shut down their shops and
pay to reopen.” 

Life is still tolerable for those who ac-
cept IS’s version of Islamic rule or see it as a
bulwarkagainst persecution byMrAssad’s
brutal regime or the Shia-led government
in Iraq. But as things get harder IS is becom-
ingmore repressive. It is spyingon civilians
and its own fighters and brutally punish-
ing transgressions: an IS fighter was recent-
ly reported to have been beheaded for hav-
ing been too keen on beheading others.
Everyone must follow its draconian social
rules, including no smoking and manda-
tory niqabs. 

Unsurprisingly there is increasing evi-
dence ofpeople chafing at IS rule, especial-
ly in its Syrian territory. The Iraqi origin of
most of the top leadership means that IS is
seen bymanythere asan occupier. Some IS
men in Syria have been assassinated, and
IS has been rotating its emirs—princes, as
local rulers are known—because of wor-
ries about a coup arising from disputes be-
tween foreign and local fighters (the for-
eign fightersare paid more). Newmeasures
to make it harder to abscond are said to be
in place, which suggests that more fighters
have been trying to do so. 

In the light of this, IS’s ever more shock-
ing propaganda tactics, such as burning a
captured Jordanian pilotalive and bulldoz-

ing the ancient Iraqi city ofNimrud, can be
read as the sort of lashing out that masks
weakness. But it does not seem to be turn-
ing off the narrow base of potential re-
cruits excited by IS’s promise of a new
state. Fighters continue to flow in from
abroad, with most from the Arab world,
led by Tunisians and Saudis, but many
from the West. 

As well as providing fighters, other
parts of the world also provide ideological
support. Abu Bakr al-Baghdadi, the head
of IS, has recognised pledges of allegiance
from groups in Libya and Egypt’s Sinai
peninsula as well as Boko Haram in Nige-
ria. This adds to the lustre of the caliphate,
but the IS leadership seems to have little
operational command over the groups
that have taken the oath.

Dead sharks still stink

If unable to move forward, the caliphate
may well collapse, which would put paid
to IS’spretensions to historical, even escha-
tological, importance. In places that it has
been kicked out of IS is already looking
much like the run-of-the-mill terrorist orga-
nisation it was before its land-grab started
(see timeline). Since Yusufieh, a town
south ofBaghdad, was freed from IS rule, it
has been hit by several bombings. “The Sa-
favids” and “the Crusaders”, as IS terms
Iran and the West, are secondary concerns;
killing local enemies matters most. 

That said, some of IS’s international al-
lure might outlast its caliphate, and its vet-
erans would surely disperse around the
world. Attacks in the name of IS have taken
place from Sydney to Paris. “We have never
seen a terrorist threat like this,” says Brett
McGurk, an American official. “And the
fighters are extremely young, so the threat
will be here for the rest ofour lives.” 

Meanwhile the political factors that al-

lowed IS to aspire to statehood looksure to
outlive it. In Syria no end to the war is in
sight. Irony, though, abounds. Iran, which
fears IS, continues to shore up Mr Assad.
Mr Assad, for his part, finds IS a useful
prop; while it persists as a force he can por-
tray himself as fighting an Islamist insur-
gency that America, too, sees as heinous
but has no way offighting on the ground. 

In Baghdad, Iraq’s Shias continue to
dominate politics. This is not to say there is
no change. Iraqis of most persuasions
agree that politics are better under Haider
al-Abadi, who became prime minister last
year, than they were under Mr Maliki. Mr
Abadi has formed a more inclusive cabi-
net, sharing ministries between Sunnis,
Shias and Kurds, and has passed a budget,
though it is one rife with problems (see
page 67). Partly thanks to the threat from IS
there is a new spirit ofco-operation. 

But there is more talk than action, says
Ayad Allawi, a vice-president. Sunni de-
mands for such things as the release of
prisoners taken in Mr Maliki’s time have
mostly not been met. Much hinges on the
fate ofthe National Guard, a new force pro-
posed to balance out the Shia dominance
of the army. Many Iraqis fret that it will
simply be a Sunni-sprinkled rebadging of
the Hashid al-Shabi, giving new status to
essentially Iranian forces and thus extend-
ing Iran’s influence over the security state
still further. In a deeply distrustful country,
many think IS is in fact a front designed to
justify an Iranian takeover of the security
apparatus; significantly more, though,
think it is an American plot. 

Anti-IS Sunnis think they should be
armed again, as theywere when the Amer-
icans fought al-Qaeda in Iraq, IS’s prede-
cessor. But nobody is willing to give them
weapons. “We wanted a national army,”
says Ghazi Faisal al-Kuaud, a tribesman
fighting alongside the government in Ra-
madi. “Instead they formed the Shia equiv-
alent of IS.” 

And Shia distrustofthe Sunnisgrows at
a pace that matches that of the losses from
its militias. Overlooking Najaf’s sprawling
tombs, gravediggers talk of the brisk busi-
ness they are doing burying militiamen.
“I’ve never had it so busy,” says one. “Not
even after2003 or2006 [the heightofIraq’s
civil war].” The Sunnis “never accepted
losing power from the time of Imam Ali, so
why would they now?” asks Haider, a Shia
shop owner. “Wherever you find Sunnis
and you give them weapons, you will find
IS,” says Bashar, a militiaman. Many Shias
feel that the fight against IS justifies them in
excluding Sunnis from government and
the security apparatus.

The state that IS wanted to build looks
more unlikely than ever to become a last-
ing reality, and that is good. The ruined ter-
ritory on which it hoped to build, though,
may end up even more damaged than it
was at the outset.7
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IN THE hills around Paintsville, a small
town in eastern Kentucky’s Appalachian

region, some of the nicer houses have
paths that wind from the front porch up to
a gate. Through these gates family cemeter-
ies with headstones and brightly coloured
imitation flowers can be glimpsed. These
hallowed patches of ground help to ex-
plain one of the things that puzzles outsid-
ersaboutAppalachia: whythe people who
live there remain so attached to a place that
has been a byword for rural poverty for at
least halfa century.

Cynthia Duncan, a sociologist who re-
cently returned to Appalachia to update
“WorldsApart”, an influential bookon per-
sistent poverty first published in 1999, says
that though poorschoolingand a fondness
fora familiar landscape do tetherpeople to
the mountains, Appalachia’s poorest resi-
dents also have a remarkable capacity for
resilience when faced with hardship, of
which they have seen plenty. Mrs Duncan
found that over the past 15 years some of
the most troubled counties—in central Ap-
palachia, which spreads across West Vir-
ginia and Kentucky, and in the southern-
most part of the region, which stretches
into northern Mississippi—have gone
backwards, as new problems have piled
on top ofold ones.

Just as in poor urban America (see page

velopment. It is possible that both sides are
wrong.

Since the mid-1960s the income gap be-
tween Appalachia and the rest of the coun-
try has closed (see upper maps on next
page), in large part thanks to transfers from
the federal government in the form of food
stamps, income-tax credits and Temporary
Assistance for Needy Families. Spending
on federal highways, which have a high
cost per mile on account of the twisting,
undulating terrain, have helped too. With-
out these initiatives there would probably
be fewer people in central Appalachia, and
those that remained would be even
poorer.

Waiting for the next boom
This, then, looks like a victory for the
Democrats. Yet the economic develop-
ment that they hoped would follow gov-
ernment investment has not materialised.
Perry County, which contains Hazard, has
an employment rate of 42.5%; in Johnson
County, which contains Paintsville, it is 41%
(the national rate is 57.6%). In both Paints-
ville and Hazard the Mountain Associa-
tion for Community Economic Develop-
ment, an NGO, provides loans for new
businesses. Yet the firms that appear liveli-
est are the storefront lawyers dealing in
child support, car accidents and personal-
injury cases. Roadside billboards advertise
lawyers’ services to injured coalminers
(“Working days over? Meet Grover”, reads
one), who will take a cut ofany payout.

Even as Appalachia has grown richer, it
has become sicker. The combination of di-
abetes and the outflow of young people
has led to a wideningofthe difference with
the rest of the country in mortality rates,
which measure the number of deaths as a 

73), family structures in poor rural places
have been upended. Appalachia once had
lots of large two-parent families, where
children dropped out of high school to
help scratch a living, often in the informal
economy. Now it has lots of small families
with one parent or, in some cases, none at
all. Where parents have become addicted
to crystal meth, prescription painkillers or
heroin, grandparents have stepped in and
are taking a second pass at raising children.
Mrs Duncan tells one story of a mother
who sold her children to their grandpar-
ents, who subsequently sued their daugh-
ter in order to secure government benefits.
This is not a typical tale, but it is the sort of
anecdote that fuels hostility to welfare.

The 50th anniversaries of the War on
Poverty, which fell last year, and of the Ap-
palachian Regional Development Act,
passed in 1965, have prompted a debate
about why some places cannot shake pov-
erty. Both sides have taken up familiar po-
sitions. Republicans claim that Lyndon
Johnson’sotherwarhasbeen a failure: that
the well-meaning programmes it spawned
have trapped people in poverty rather
than liberating them. Democrats, mean-
while, have leapt to the defence of federal
transfer payments, and continue to put
their hopes for the poorest bits of rural
America in government-led economic de-

Appalachia

The Fifty Years War

HAZARD AND PAINTSVILLE, KENTUCKY 

What has changed since the federal government went to war in the hollows

United States
Also in this section

22 Detroit reopens for business

23 Executions, old-style

24 Farewell to Congress’s fittest member

24 Curbing government waste

26 Georgia’s electric cars

28 Lexington: A national-security
election? 

  



22 United States The Economist March 21st 2015

1

2 share of the population (see lower maps).
Male life expectancy at birth in Perry
County is just 66.5 years, about the same as
in Mongolia. Female life expectancy is bet-
ter, but it has declined by two-and-a-half
years since 1985.

Though the region has experienced
many economic boomlets in the past—tim-
ber, salt, copper and gold all attracted op-
portunists before the coal boom of the be-
ginning of the 20th century—Appalachia
has been waiting for the next growth in-
dustry for a long time. The decline of coal
jobs was well under way by the time the
War on Poverty was launched. Mining en-
joyed a mini-revival in the 1970s, during
the oil shocks, but then resumed its down-
ward trajectory. Natural gas and more
abundant coal farther west have left Appa-
lachia’s mines uncompetitive, a situation
which locals are quick to blame on the
Obama administration for waging a war
on coal, with the Environmental Protec-
tion Agency as its infantry force.

Kentucky used some of the money it re-
ceived from a settlement with tobacco
companies in 1998 to encourage otherbusi-
nesses, from ostrich and llama farming to
vineyards, says Ann Kingsolver of the Uni-
versity of Kentucky, but they did not take
off. Hopes for the region’s economic future
now revolve around tourism, call centres
and sellingenvironmental services such as
carbon credits. Yet all these things require a
more educated workforce, and at the mo-
ment people who study beyond high
school tend to move away. For that reason,
Mrs Duncan is not optimistic about Appa-

lachia’s economic future. 
The wrenching changes to mining and

to families, combined with the absence of
something better on the horizon, helps to
explain something else that outsiders find
baffling about Appalachia. Though the av-
erage voters of West Virginia and eastern
Kentucky benefit greatly from federal
transfers, they are increasingly hostile to
the federal government. Since the intro-
duction of the Affordable Care Act, better
known as Obamacare, Kentucky has cut
the proportion of people in the state with
no medical coverage from 20.4% to 9.8%.
Yet Obamacare is roundly denounced.

The statewide elections due this year
are likely to see Republicans take control of
the governor’s mansion on a government-
shrinking platform. Democrats tend to in-
terpret this realignment as a Republican
plot to bamboozle poorvotersoutofacting
in their best interests by pretending to be
on their side. Mitch McConnell, the Senate
majority leader and a senator from Ken-
tucky for 30 years, seemed to perfect this
artwith a bumpersticker lastyear that sim-
ply read, “Coal. Guns. Freedom.”

But there is another way of interpreting
the political shift, which is also under way
on the other side of the hills in West Virgin-
ia, long a stronghold of white Democrats.
Central Appalachia has borne painful
changes for decades and yet there is still no
end to them in sight. In these circum-
stances, it is not surprising that a party that
is offering to make it all go away seems
more appealing than one that can offer
only more of the same. 7

Source: Centre for Regional Economic Competitiveness and West Virginia University
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UNDER Diego Rivera’s murals of “In-
dustry”, at a dinner for supporters of

the Detroit Institute of Arts, Anne Parsons,
who runs the Detroit Symphony Orches-
tra, remarks how much the mood in the
city has changed. “A few years ago, every-
one would have been pessimistic at a simi-
lar gathering,” says Ms Parsons. Today the
happily chatting visitors seem to feel the
worst is behind them.

Signs suggest that Michigan’s biggest
city, havingendured America’sbiggestmu-
nicipal bankruptcy, is getting on the right
track. In his first state-of-the-city address
last month, Mike Duggan, the mayor, an-
nounced that the city will balance its bud-
get this year for the first time since 2002.
City services are improving: the number of
ambulances has doubled and their re-
sponse time has dropped from 18 minutes
to an average of11 (the national target time
is eight). More than 220 parks have re-
opened with the help of churches and
community groups. The rates of murders,
robberies and carjackings are falling
(though last year’s 300 murders still make
Detroit one of America’s most dangerous
cities). More than 35,000 broken street-
lights have been replaced. The city is de-
molishing 200 derelict houses every week. 

It is a good start forMrDuggan, a former
turnaround expert, but he knows that
much more needs to be done. So far the re-
covery is mainly confined to “greater
downtown”, an area of 7.2 square miles in
a city almost 20 times that size. Public
schools are in even poorer shape than in
other big cities. The patchy public-tran-
sport system is a joke. Most alarmingly,
people continue to leave a city that has
shrunk from 1.8m inhabitants in 1950 to
680,000 today. 

To reverse this trend, Detroit and the
state of Michigan are pinning their hopes
on entrepreneurs. In his address the mayor
announced the creation of “Motor City
Match”, a new programme funded by
foundations and the federal government
that will provide $500,000 every quarter
for the next five years as seed money for
people wanting to start a business. He re-
cently appointed Jill Ford as special advis-
er for entrepreneurship, a new job. One of
her tasks is to oversee the “innovation dis-
trict” in midtown and downtown, an area
modelled on similarprojects in Boston and
Atlanta, which encourage budding entre-
preneurs by providing workspace and
money. 

After the bankruptcy

Green shoots

DETROIT

Can entrepreneurs revive MotorCity?
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2 Ms Ford says she decided to move to
Detroit, after nine years in Silicon Valley,
because the city offers such opportunities
for go-getters. Property is cheap; talent is
abundant, with the University of Michi-
gan, Lawrence Technological University
and Michigan State Universityon the door-
step; and it is conveniently close to Canada
and big waterways. 

Ted Serbinski is the sort of person De-
troit would like more of. He moved there
three years ago from San Francisco, think-
ing the city might become a midwestern
Silicon Valley and wondering how it could
use its special position so close to the three
big carmakers. He is now the managing di-
rector of Techstars Mobility, which
launched in December in partnership with
Ford, Verizon, a telecoms company, and
Magna International, a car-parts supplier.
The new company is an incubator: it will
invest in ten startup companies each year
that link up technology and cars. The first
ten companies will be announced in June.
The hope is that one of them may prove as
successful (though maybe not as contro-
versial) as Uber, which links taxi passen-
gers to drivers through a smartphone app. 

The Madison building, one of many in
downtown Detroit owned by Dan Gilbert,
a billionaire businessman and fervent ad-
vocate of the city’s renaissance, is one of
the epicentres of the budding technology
scene. There very new tech companies
(some of them short-lived) rent space and
work side by side in a bright, open-plan
area with a red popcorn maker and a
gleaming coffee machine. This is also the
home of Detroit Venture Partners (DVP),
Mr Gilbert’s technology-investment fund.
“At first it was the wild-eyed risk-takers
who came here, but now we have more se-
date and even some foreign investors,”
says Gabe Karp, one of the partners at DVP,
who sits on the board of six startup tech
firms that DVP invests in. 

The big question is whether the energy
and enthusiasm that is palpable in down-
town and midtown can trickle through to
the rest of the city. Property developers are
still mainly focused on the centre of the
city, where prices have tripled and even
quadrupled in the past few years. In 2012
Jordan Wolfe and a partner bought Cla-
ridge House, an apartment buildingdown-
town, for $750,000 and renovated it. To-
day, he says, itwould cost$2m-3m. All its45
apartments are rented out, and there is de-
mand for more. For the first time ever, De-
troit has waiting lists for residential space
downtown.

Property investors are slowly branch-
ing out into districts such as Eastern Mar-
ket, an area bordering on midtown with a
huge outdoor flower-and-food market,
and Corktown, just west of the centre. Yet
large parts of the city remain a wasteland.
That is why Mr Duggan is so keen to re-
move the more than 80,000 derelict build-
ings which the Blight Removal TaskForce, a
public-private partnership, wants to de-
molish. “Though stable neighbourhoods
still exist, they are overshadowed by the
city’s blighted areas. This negative percep-
tion…has been a factor in hindering the
city’s growth,” said the Federal Reserve
BankofChicago in a recent report. 

What to do with the land once the
abandoned houses have gone is challeng-
ing everyone’s creativity. Hantz Wood-
lands, which bills itself as the world’s larg-
est planned urban farm, wants to plant at
least 15,000 trees in eastern Detroit. Others
say the city should create big fruit and veg-
etable farms and become a gastronomic
hub such as Traverse City in Michigan,
which successfully markets itself as farm-
to-table foodie heaven. Detroit is frequent-
ly described as a “food desert” where peo-
ple cannot shop for fresh, wholesome
food. Urban farms could change that with-
in a couple ofyears. 7

From cars to bikes, but it’s a start

IN 1996 the state of Utah put John Albert
Taylor, a man who had raped and mur-

dered an 11-year-old girl, to death by firing
squad. Chris Zimmerman, a retired police
officer who investigated the murder, wit-
nessed the execution. “Off to our left was
Mr Taylor, off to the right, behind a wall,
was the firing squad,” he remembers.
“There was a countdown, and the firing
squad were ordered to aim and fire. I heard
a simultaneous explosion—you couldn’t
tell the guns apart. He clenched his fists, his
chest rose a little, like it was suddenly filled
with gas. Then he unclenched his fists, the
doctor walked out with a stethoscope and
checked his pulse, and it was over.”

Since 1976, when capital punishment
wasbroughtbackin the United States, only
three people have been executed by firing
squad in America—all in Utah. The state
banned the method in 2004 (though since
the lawdid notapply to past cases, another
man was shot in 2010). But on March 10th
its legislature passed a law to bring back
the guns. Utah is one of several states try-
ing to ensure it can kill people if lethal in-
jection, the preferred modern way, is not
available. To the relief of abolitionists, not
many are succeeding.

Lethal injection has been becoming
more controversial, and trickier, since 2011,
when the European Commission banned
the sale ofeight drugs if the purpose was to
use them in executions. Many manufactur-
ers, including American ones, fearing bad
publicity as well as regulatory problems,
stopped making or supplying drugs too.
The result has been an acute shortage of
the chemicalswith which it is legally possi-
ble to execute people in most of the 32
states that still have the death penalty. Last
year 35 people were executed in America
(see chart), the fewest since 1994.
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The drugs don’t
work

WASHINGTON, DC

When lethal injection gets tricky, try
guns orgas

In limbo

Source: Death Penalty Information Centre

0

25

50

75

100

0

1

2

3

4

1976 80 90 2000 10 14

Executions Death row inmates,’000

  



24 United States The Economist March 21st 2015

1

2 Several states have tried to acquire
drugs in other ways—typically from crude
“compoundingpharmacies”. But since this
has not always worked, they must find al-
ternatives. In Oklahoma, where a botched
lethal injection took 43 awful minutes to
kill a prisoner last year, the state House on
March 3rd overwhelmingly approved a
bill to allow the state to execute people by
gassing them with nitrogen. On March 12th
the Alabama House voted to reintroduce
the electric chair. In Wyoming, the state
House has passed a bill to bring back firing
squads. Several states now also keep the
namesoftheir lethal-drug-suppliers secret,
to protect them from protests.

So far, however, few alternatives have
passed into law. Several states retain the

option of the electric chair, and a few the
use of hanging, but such executions are
now extremely rare, and almost only be-
cause the prisoner requests it (the last man
to die by the electric chairwas in Virginia in
2013). Wyoming’s bill on firing squads was
held up by a debate about whether prison-
ers should be sedated, and ultimately
failed; Utah’s barely made it to a vote, and
mayyetbe vetoed by the governor. Only in
Tennessee has a law reintroducing the
electric chair made it on to the books.

While executions are held up, some
3,000 condemned prisoners are left un-
sure of their fate. While waiting, they are in
effect serving life sentences ofsolitary con-
finement, with few visitors allowed. Their
number, however, is gently declining. In

2013, the latest year for which figures are
available, more prisoners were removed
from death row than were executed, most-
ly because their sentences had been com-
muted to life.

The problem with resurrecting older
methods of execution, says Robert Dun-
ham, the head of the Death Penalty Infor-
mation Centre, an NGO, is that they will in-
stantly be challenged as unconstitutional
“cruel and unusual punishment”—creating
asmuch delayas the drugs shortage. This is
why many states moved away from the
electric chair in the first place. In addition,
polls suggest that even death-penalty sup-
porters are squeamish about most alterna-
tives to lethal injection. “Don’t we care
about how Utah is perceived in the coun-
try and in this world?”, asked one Utah
state representative in the firing-squad de-
bate. Notoriously, the state was the first to
seize its chance to execute a criminal after
1976. The case of Gary Gilmore caused a
media sensation; and so did the state’s lat-
est use of the firing squad in 2010.

In reality, insists Mr Zimmerman,
shooting is hardly more barbaric than poi-
soning with drugs. “There was no blood.
He died so quicklyhe didn’tbleed,” he says
of Taylor’s execution. But whatever the al-
ternatives, free-flowing drugs are not re-
turning. On April 9th Texas is expected to
use its last dose of pentobarbital, its pre-
ferred drug; earlier this month Georgia de-
layed an execution to check the quality of
its supply. Death’s proponents are not giv-
ing up, but life is getting harder. 7

Aaron Schock

At play in Peoria

MANYand baroque have been the
scandals that have toppled Illinois

politicians. Rod Blagojevich, the most
recent governor to be sent to prison, is
behind bars for trying to sell the remain-
ing years ofBarackObama’s Senate term.
But Aaron Schock, who announced his
resignation on March 17th as Republican
congressman for the state’s18th district, is
the first to be felled by an over-talkative
interior designer.

Mr Schock, who is 33, was for a while
the youngest member ofCongress and
remains the only one to appear semi-
shirtless on the cover ofMen’s Health
magazine, revealing what the journal
called “ripped” abs. His Instagram ac-
count showed him dancing the tango in
Buenos Aires and surfing in Hawaii.

This whirl ofpolitics, jet-set travel and
donor-stroking (he was one of the top
five House Republican fundraisers in
2013) began to unravel in February, after
his interior designer gave the Washington
Post a chatty tour ofMr Schock’s offices
on Capitol Hill, revealing deep-red walls,
gilded sconces with blackcandles and an
arrangement ofpheasant feathers—all
inspired by the TV drama “Downton
Abbey”. Reporters began to dig and the
Associated Press, ingeniously, matched
location data from his Instagram images
with flight records and expense claims.

Mr Schocksoon faced questions
about $90,000 in campaign funds spent
on private air charters, a taxpayer-funded
private flight to a football match and
unreported foreign travel. He repaid over
$41,000 to the government in office and
travel costs. Asked ifhe had broken the
law, he replied: “I certainly hope not.”

The end was rather prosaic. Reporters

from Politico asked Mr Schockwhy he
had billed the government and his cam-
paign for 90,000 miles of travel by priv-
ate car that did not appear to have taken
place. Less than 12 hours later he an-
nounced his resignation, calling all the
attention too great a distraction from his
public duties, and repaid all his expenses
for official mileage as a congressman.

The 18th district includes Peoria, a city
so all-American that it was long used to
test new products, from burgers to vaude-
ville acts. After gerrymandering by state
Democrats (who wanted to packRepub-
licans into one district), it twists across19
counties, and in 2014 returned Mr Schock
with 75% of the vote. A less flamboyant
Republican should hold it easily.

WASHINGTON, DC

A young Republican starburns out

Now available for “Downton Abbey”

NO ONE wants to pay taxes, and collect-
ing them is not the easiest thing in the

world. So it stands to reason that a gap will
yawn between the amount of money
Americans owe and the amount the gov-
ernment gets. What is remarkable, how-
ever, is the size of that gap, which reached a
whopping $450 billion in 2006, the most
recent year for which data are available
from the Internal Revenue Service (IRS).
That is quite a chunk of change to go miss-
ing from the national till. The IRS reckons it
can recover about $65 billion of that. The
remaining $385 billion will simply line the
pockets of tax dodgers. 

The IRS is hardly alone in its ineptitude.
Plenty more egregious examples have
been chronicled by the Government Ac-
countability Office (GAO) in its annual
“Government Efficiency and Effective-

Government spending

Frugality for
dummies

WASHINGTON, DC

The federal government gets a lecture
on saving money
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Tax incentives

Sparks fly

OLIVIA PEDERSEN thought the Nis-
san Leafparked outside her favour-

ite lunch spot near Emory University,
must be hers. But she could not open the
door. Nor could she open the door of the
identical Leafbehind it. Cautiously, she
tried the third Leaf in line and happily
drove away. More than 14,000 electric
vehicles are now registered in Georgia;
California is the only state with more. But
the juicy state incentives for buying them
are coming under attack. 

Residents can claim an income-tax
credit for 20% of the cost of leasing or
purchasing an electric vehicle, up to
$5,000. Combined with a possible feder-
al tax incentive worth $7,500, savvy
Georgians are driving all the way to the
bank in nearly-free electric cars. Nissan
sells more of its Leafmodels in Atlanta
than in any other city, according to Don
Francis from Clean Cities-Georgia, which
promotes the use ofcars like these. 

Such trends motivated ChuckMartin,
a representative in Georgia’s House, to
sponsor a bill to end state incentives for
electric vehicles. He argues that the in-
come-tax credit costs too much—about
$13.6m in 2013—and that only urban types
benefit from these sorts ofcars. Mr Mar-

tin’s bill was voted down in committee in
February, but seems to be still breathing.
Another House bill, mostly to finance
transport projects, would reduce the
credits; it is now before the Senate. 

Fans ofelectric vehicles say Georgia
now leads the country in clean transport.
Local power companies have helped by
offering off-peakprices of1.3 cents per
kilowatt hour for charging the cars at
night. And the sales tax levied on this
power stays in the state, whereas cash
spent on petrol largely goes elsewhere,
says JeffCohen, founder of the Atlanta
Electric Vehicle Development Coalition. 

Cutting the credits altogether might
also harm Georgia in other ways. A study
by Keybridge Public Policy Economics, a
consultancy, says the state could lose
$252m by 2030 if they disappear and
people buy gas-guzzlers instead. That is
because drivers will spend $714m on
petrol to get around (in contrast with the
$261m they would have paid in electricity
bills), and will no longer fritter away their
savings from the federal electric-vehicle
tax credit in Georgia’s shops. But the
state’s incentives may be safe in the
legislature after all; the president of the
Senate drives an electric car himself. 

ATLANTA

Georgia’s breaks forelectric vehicles maybe too good to last

ness” report, presented to the Senate earli-
er this month. Though lawmakers tussle
over how to reduce spending and increase
revenues, simply trimming some govern-
ment fat “could lead to tens of billions of
dollars of additional savings”, says the
GAO. 

The report makes distressing reading,
not leastbecause it seemsaddressed to per-
sons of Very Little Brain. For example, the
GAO suggests that if the IRS spent less time
examining “less productive groups of tax
returns” and more on “more productive
groups” it might recoup more than $1 bil-
lion in extra tax revenue every year. 

Another striking idea is for Congress to
prevent taxdodgers from gettingnew pass-
ports. The government issued about 16m
passports to people in 2008, 1% of whom
collectively owed more than $5.8 billion in
back taxes. But really (the GAO helpfully
notes) anything the IRS can do to improve
its collection efforts would make a differ-
ence, as even a 1% improvement in the net
taxgap would generate almost$4 billion in
revenue collections each year.

Another problem area involves entitle-
ments. Critics have long complained that
these programmes are financially unsus-
tainable, particularly as spendingon Medi-
care, the government’s health-care scheme
for the elderly, tends to grow faster than the
economy. But what few seem to notice is
that the government’s generosity also ex-
ceeds its mandate. The GAO found that
“improper payment estimates” reached
nearly $125 billion during the last fiscal
year—a $19 billion rise from the year be-
fore—mostly because of misplaced gener-
osity to recipients of Medicare, Medicaid
and the Earned Income Tax Credit.

Here, too, the report’s authors offer
some handy penny-saving tips. Besides
suggesting more audits and better systems
for reviewing and approving some of this
spending, the GAO points out that Medi-
care cards still come stamped with the So-
cial Security numbers of their beneficia-
ries, which makes them easy targets for

fraud. The agency mentioned this years
ago, the report’s authors add. One can al-
most hear the sigh.

The GAO has few kind things to say
about the government’s approach to infor-
mation technology (IT), on which it plans
to spend $79 billion in this fiscal year. Frag-
mented data storage and needless duplica-
tion have wasted billions ofdollars. For ex-
ample the Department of Defence—which

accounts for around half of federal discre-
tionary spending, and so may well not no-
tice when billions of it vanish like loose
change between sofa cushions—and the
Department of Veterans Affairs are both
now developing, from scratch, two sepa-
rate electronic health-record systems, even
though they will basically serve the same
people. But the most common problem
with the government’s IT ventures is a mix
of grand ambitions and incompetence, as
the launch ofHealthcare.gov in 2013 handi-
ly showed. One of the most elaborate IT
schemes involved a tri-agency weather-
satellite programme, which after 16 years
and almost $5 billion was at last put out of
its misery in 2010. Among the GAO’s rec-
ommendations for better IT decision-mak-
ing, included in a report in February, is the
employment of workers who have “the
necessary knowledge and skills”.

Federal agencies take the GAO’s advice
seriously. Past suggestions have already
saved the government roughly $20 billion
between 2011 and 2014, according to GAO

estimates. Yet of the 440 improvements
recommended between 2011 and 2014,
fewer than a third have been acted on.
Meanwhile, Uncle Sam’s profligacy goes
cascading on.7
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THE idea is taking hold that the next presidential contest will
revolve around national security. Republicans are especially

keen to make this case, and to argue that this is terrific news for
their party. Half the 2016 field seem to have sought out Henry Kis-
singer for a chat or studied with the John Hay Initiative—a net-
workofforeign-policy typessetup bymembersofMittRomney’s
presidential transition team in 2012 (and named after Teddy Roo-
sevelt’s chief diplomat). Public opinion helps to explain that
swotting. Republicans have regained their traditional advantage
over Democrats as the party most trusted to handle foreign poli-
cy. Pollsters also report that terrorism and national security are
among the issues that most concern voters, after years in which
the economy dominated. That surge in anxiety is notably linked
to last year’s beheadings of Americans by Islamic State jihadists,
which shocked opinion in a way that years of slaughter in Syria
or the wider Middle East have not.

It would be wonderful if all this led to a genuine national-se-
curity election, involving a detailed, candid debate about Ameri-
ca’s global role. Alas, elections, candour and detail rarely mix. In-
stead, the temptation is to claim that the world feels scary and
dangerous because Barack Obama has been a feckless, blame-
America-first naïf. Already some candidates make just that case,
suggesting that as soon as the country has a patriotic president
who shows “strength”, backs Israel’s government uncritically
and talks tough to foes, the world will magically fall into line.

Such Obama-bashing will feel like sweet revenge to some Re-
publicans. The president used mirror-image tactics during the
campaign of 2008, suggesting—in essence—that the world was a
dangerous and frightening place because George W. Bush was a
reckless, lawless naïf, who squandered America’s blood, treasure
and good name on a “dumb” Iraq war. The task facing Republi-
cans is harder, though. In 2008 Mr Obama told unhappy Ameri-
cans what many wanted to hear: that by doing less overseas their
country would be safer. Republicans with ambitions for 2016 are
pitching a more bracing message: that America must do more to
be safe.

In 2008, moreover, Mr Obama could point to his hawkish Re-
publican opponent, Senator John McCain, and paint him as Mr
Bush’s heir. Assuming that Democrats nominate Hillary Clinton,

the former secretary of state, it will be a challenge to portray her
as an Obama clone, for she is likely to run to Mr Obama’s right on
foreign policy. She has already said that the failure to arm Syrian
rebels early on led to a “vacuum” filled by IS and other jihadists.
She has taken a harder line on nuclear talks with Iran than the
president, saying that a good deal would leave the Iranians with
so little capacity to enrich uranium that they could not “break
out” and sprint for a bomb. Though Republicans call her soft on
Vladimir Putin, mocking her for giving her Russian counterpart a
“reset button” as a symbol of re-engagement, she has toughened
her language on Russia and urged the arming ofUkraine.

Elliott Abrams, a Middle East expert who served in the admin-
istrations of both Ronald Reagan and George W. Bush, has talked
policy with such likely contenders as Governor Scott Walker of
Wisconsin, Rick Perry, a former governor of Texas, and Senators
Ted Cruz and Marco Rubio. Mr Abrams says that Mrs Clinton
lacks tangible achievements as secretary of state, with one of her
proudest boasts—her workto nudge Myanmar towards democra-
cy— “going in the wrong direction”. But he concedes that she “is
not some sort of bizarre leftist”. Republicans will also have to
avoid being caricatured as warmongers, Mr Abrams adds: candi-
dates will have to talk carefully about such tools as drone strikes
and covert action.

Kurt Volker, a former ambassador to NATO who now heads a
think-tankfounded byMrMcCain, predicts thatboth Mrs Clinton
and Republicans will run “against Obama”. Ultimately policy de-
tails matter less than character, he suspects. For voters, “foreign
policy is really a metaphor for leadership. Does this person make
me proud for America, or make me upset?” he says.

If 2008 is an imperfect model, some Republicans dream of an
earlier election: 1980, when the Iran hostage crisis left President
Jimmy Cartera symbol ofweakness next to tough-talking Ronald
Reagan. Both Mr Rubio and Mr Cruz have called Mr Obama a
newJimmyCarter. MrWalker, a governorbestknown forcurbing
trade unions in Wisconsin, says that the success of Reagan, a for-
mer governor of California, shows that those who run states
make splendid foreign-policy leaders, especially those with ex-
perience ofbiffingunions. (Indeed, MrWalkerventured in Febru-
ary that Reagan’s busting of an air-traffic controllers’ strike in 1981
was “the most significant foreign-policy decision ofmy lifetime”,
because it sent the world a message about his toughness.)

That costly weaponry
Republicans are more united than in the past. Of the 2016 pack
only Senator Rand Paul of Kentucky, who has libertarian tenden-
cies, breaks with a fairly traditional form of muscular interven-
tionism. Nowadays there is little neoconservative talkof creating
Western-style democracies in far-off places. But one big subject
divides the party. Defence spending pits security hawks against
conservatives averse to all forms ofbiggovernment. This was vis-
ible this week, as House Republicans proposed a budget for the
Pentagon of a similar size to the one suggested by Mr Obama—
coming in way below spending levels urged by some Republican
senators. Eric Edelman, a co-founder of the John Hay Initiative
who was the Pentagon’s policy chief from 2005 to 2009, says de-
fence budgets are about more than buyingstuff: they are a “surro-
gate for national will”. Calling Mr Obama weak “has huge reso-
nance with the public,” says Mr Edelman. But that will be hard to
sustain if Republicans cannot agree on a defence budget larger
than his.7

Defending America

Republicans are dreaming ofa national-securityelection. It maynot play out as they expect

Lexington
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DILMA ROUSSEFF, Brazil’s president,
expected the anti-government prot-

ests on March 15th to be big. She convened
a meetingofa crisis group atherofficial res-
idence to monitor them. But nobody, in-
cluding the organisers, imagined they
would be as massive as they turned out to
be. Police in São Paulo put the size of the
crowd on Avenida Paulista, the preferred
venue for such gatherings, at more than
1m; Datafolha, a pollster, counted 210,000.
Either way, it was the biggest political de-
monstration in the country’s biggest city
since the diretas já (“elections now”) move-
ment that helped end military rule in 1985.
Overall, police estimated that 2.2m people
turned out in dozens of cities across all 27
states. That dwarfs the number who took
to the streets on any single day in June 2013,
the most recent occasion when Brazilians
vented their anger at politicians en masse.

Trade unions, which had organised
(much smaller) pro-Dilma demonstrations
two days earlier, dismissed the protesters
as privileged white people. Many were
not. “I am black, poor and want Dilma
out,” declared a demonstrator from one of
the nine mobile stages alongAvenida Paul-
ista. Many wore the national football
team’s yellow-and-green jerseys. Opposi-
tion politicians wisely stayed away. They
realised that their presence would obscure
the bottom-up message and reinforce the
government’s claim that behind the prot-

in entitlements and condemned her fi-
nance minister, Joaquim Levy, as a “liberal
infiltrator”. In February lorry drivers
blocked roads in protest against rising fuel
prices and other costs. The government
caved in to many of their demands. 

Pro-government parties command ma-
jorities in both houses of Congress. But
many of Ms Rousseff’s allies are opportu-
nistic at the best of times. The Petrobras
scandal and the president’s plummeting
popularity—just 13% of voters think she is
doing a good job—make them even more
prone to defect. The Supreme Court has
approved criminal investigations of 34 sit-
ting congressmen, all but one of whom be-
long to the ruling coalition. They include
the speakers of the lower house and Sen-
ate, both members of the Party of the Bra-
zilian Democratic Movement (PMDB). All
deny wrongdoing. 

The more they worry about clearing
their names, the less likely they are to vote
for unpopular economic measures. Renan
Calheiros, the Senate president, formerly a
loyal backer ofMs Rousseff, recently threw
out of the chamber a presidential decree
that would have ended some payroll-tax
breaks. That forced her to resubmit it as a
fast-track bill. Last week Congress came
close to overturning presidential vetoes of
two potentially budget-busting bills. One
concerned adjustments to income-tax
brackets, the other social-security charges
for domestic workers. Majorities voted
against the president, but they were not
large enough to force the bills through.

After a long delay, Congress approved
this year’s budget on March 17th. This will
help Mr Levy to keep his promise to
achieve a primary surplus (before interest
payments) of1.2% of GDP. But the string of
near-defeats means he will need to tread
carefully. He will have to consult the legis-

ests were sore losers of last October’s elec-
tions, won by Ms Rousseff and her left-
wing Workers’ Party (PT).

The grievances of 2013 were diffuse. To-
day’s are directed squarely at Ms Rousseff
and the PT. Some protesters—about a quar-
ter on Avenida Paulista, according to one
poll—want her to be impeached over a
multi-billion-dollar bribery scandal at Pe-
trobras, the state-controlled oil giant. Most
others simply want to show that they are
fed up with sleaze and economic misman-
agement, which has pushed up inflation
and is likely to trigger a recession this year.
A vocal fringe called for military interven-
tion—but was shouted down.

Impeachment is unlikely. A serving
president can be removed only for mis-
deeds committed during his or her current
term ofoffice. The focus of the Petrobras in-
vestigations is alleged bribery that took
place well before Ms Rousseff began her
second term, on January 1st. Besides, she
has not been personally implicated. 

The president’s real worry is that public
anger plus parliamentary obstruction will
thwart her plans for her second term, the
most important of which is a correction of
the economic course that she set in her
first. Herworking-class supporters hate the
austerity needed to trim the budget defi-
cit—a scary 6.75% of GDP—and avoid a
downgrade of Brazil’s credit rating. Pro-
Rousseff demonstrators railed against cuts

Protests in Brazil

The wisdom of crowds

SÃO PAULO

Aftermassive demonstrations against her, Dilma Rousseffwill struggle to relaunch
herpresidency
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2 lature extensively on economic decisions.
As a result, the fiscal adjustment will take
longer than he hopes. With luck, that will
not trigger a downgrade.

Ms Rousseff is trying hard to relaunch
her presidency. In a press conference on
March 16th she promised “humility” (nine
times) and “dialogue” (12 times). She an-
nounced tougheranti-corruption laws and
pledged political reforms. Less than three
months after the latest ministerial reshuf-
fle there is talk of another one. To win over
the recalcitrantPMDB, MsRousseffisbring-
ing her vice-president, Michel Temer, who
is the PMDB’s national boss, into the poli-
cy-setting clique that surrounds her, which
is currently dominated by the PT.

None of this is likely to impress the peo-
ple who thronged Avenida Paulista. Rogé-
rio Chequer, the spokesman of Vem Pra

Rua (“take to the streets”), the biggest of the
protests’ grass-roots conveners, says his
outfit is planning more. The liberal Free
Brazil Movement has called one on April
12th. This “will be bigger”, the group prom-
ises. Ms Rousseff must find good reasons
for protesters to stay home.7

“NO POLICE state”, demanded one
placard. “Freedom not feardom”,

read another. Thousands of Canadians
brandished such signs on March 14th in
protests against Bill C-51, new anti-terro-
rism legislation proposed bythe Conserva-
tive government. Stephen Harper, the
prime minister, is betting that the demon-
strators represent a vocal minority, and
that a tougher stance on security will help
him win October’s general election. He is
probably right. But C-51, though not com-
pletely misguided, is flawed.

Since taking office in 2006 the Conser-
vatives have given the security services
more power, lengthened sentences for ex-
isting terrorism offences and introduced
new ones, such as leaving Canada to com-
mit acts of terrorism. C-51 continues this
approach. It would make it a crime know-
ingly to advocate or promote terrorism “in
general”. The Canadian Security Intelli-
gence Service (CSIS), which until now has
merely collected intelligence, would gain
the power to act on it to disrupt potential
terrorist activity. Government agencies
would be able to share information about
individuals more easily. 

All this is fine with most Canadians,
still traumatised by two “lone wolf” as-

saults last October in which two soldiers
were killed and parliament was attacked.
Mr Harper is eager to talkabout something
other than the economy, which has been
hurt by low oil prices. The Liberal Party,
which hopes to unseat him in the election,
backs the bill with reservations. Only the
left-leaning New Democratic Party, the
largest opposition party in parliament, is
opposed to it outright. 

But Edward Snowden’s revelations of
mass surveillance by the United States’ Na-
tional Security Agency (NSA) have
alarmed some Canadians. The proposed
law seems to bring the peril home. All Ca-
nadians, not just terrorists, could be moni-
tored by intelligence agencies, and the gov-
ernment could keep the information they
collect forever, complains the privacy com-
missioner, an agent ofparliament. 

Civil-liberties watchdogs warn that the
vague phrase “in general” invites restric-
tions on speech—unnecessarily. Already it
is an offence to incite, threaten or counsel
the commission of terrorist acts. CSIS

would gain the power to apply for special
warrants that would allow it to contravene
Canada’s charter of rights and freedoms.
That would put judges in the position of
sanctioning unconstitutional behaviour,
civil libertarians fret.

The loudest objections are to what is
not in the bill: parliamentary oversight of
the security services. Unlike security agen-
cies in the United States, Britain and Aus-
tralia, Canada’s are not subject to scrutiny
by the legislature. A committee composed
of five part-timers, appointed by the prime
minister, hears complaints about CSIS. It is
not widely respected; a former chairman
has been jailed on suspicion of fraud. Of
the 17 agencies that will now share infor-
mation on ordinary Canadians, 14 are not
subject to independent oversight, says the
privacy commissioner.

Some parts ofC-51make sense. It would
bring Canada’s standards on preventive
detention into line with those of Britain,
France and Germany, says Christian Leu-

precht of the Royal Military College. But
even backers concede that the bill is badly
worded and that it is a mistake to expand
security agencies’ powers without better
monitoring.

Stronger supervision by parliament
would placate many of the bill’s critics. Mr
Leuprecht suggests a sunset clause forcing
parliament to review the legislation after a
setperiod. But the Conservatives, with ma-
jorities in both houses of parliament, rare-
ly accept amendments. Fearful Canadians
will be a little less free.7

Canada’s anti-terrorism bill

Let feardom ring

OTTAWA

The government gets tougheron
terrorists, and tramples liberties

Read her lipstick

NEWS junkies in Mexico have woken
up feeling bereft and baffled since

March 16th. The feisty, staccato voice of
Carmen Aristegui, a radio anchorwoman
with almost cult status, especially among
left-leaning listeners, has gone off the air-
waves after a public row with her employ-
er, MVS Radio. The radio group fired her de-
spite acknowledging that she was one of
Mexico’s most popular morning-show
hosts, drew in advertisers and delivered
scoops that scandalised the country. Even
MVS Radio sounds remorseful. “It’s a situa-
tion in which everyone loses,” a spokes-
man admits. 

Behind this falling out are problems
that systematically undermine journalism
in Mexico, where the media have long
been dominated by political power. Many
outlets, including MVS Radio, rely on the
government for advertising and other
perks. The biggest television networks, Te-
levisa and TV Azteca, are a pliant duopoly. 

Ms Aristegui, though an MVS Radio em-
ployee, cast herself as the antithesis of that
system, picking fights—often backed by im-
pressive research—with the most power-
ful. In November her team of investigative
reporters broke a story that President En-
rique Peña Nieto’s wife was buying a $7m
mansion mortgaged to her by one of the
government’spreferred contractors, which
has damaged the president’s credibility.
Last year one of her reporters revealed an
alleged prostitution ring set up by the head
of the ruling Institutional Revolutionary
Party (PRI) in Mexico City. In 2011 she sug-
gested on air that the then-president, Felipe
Calderón, was an alcoholic (for which she
was temporarily fired).

Such stories, plus opinions delivered so
passionately that she often talked through
commercial breaks, have won her fans.
“People adore her,” says Enrique Krauze, a 

Journalism in Mexico

Radio silenced

MEXICO CITY

A crusading anchorwoman is pushed
offthe air
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IT WAS the kind of diplomatic clumsi-
ness for which the United States has a

unique capacity. On March 9th Barack
Obama issued an executive order declar-
ing “a national emergency” because of
the “extraordinary threat to the national
security” of the United States posed by
Venezuela. Really? Is Uncle Sam scared of
a country with a government that is inca-
pable of organising a reliable supply of
toilet paper, an army whose best-known
capabilities are coups, petrol smuggling
and drug trafficking, and a president who
spent most of January touring the world
to beg for cash?

The explanation is that American law
requires the administration to use such
language if it wants to impose sanctions
on individuals in another country. Con-
gress has voted to do this in the case of
Venezuela. Critics of this initiative argued
that its only practical effect would be to
give Nicolás Maduro, Venezuela’s embat-
tled president, a propaganda tool. That is
what it has done.

For the opposition, the timing of Mr
Obama’s order could hardly have been
worse. The arrest on February19th ofAnt-
onio Ledezma, the opposition mayor of
Caracas, on trumped-up charges, had pro-
voked unusually wide criticism across
Latin America ofMr Maduro’s authoritar-
ian government. It prompted the South
American Union (Unasur) to reactivate a
mission by the foreign ministers of Brazil,
Colombia and Ecuador, who last year
tried and failed to broker a dialogue be-
tween government and opposition to end
protests that left 43 people dead.

According to one source, the ministers
left Caracas reassured that the authorities
will soon set a date for a parliamentary
election, which polls suggest the govern-
ment will lose. Mr Obama’s order, which
goes beyond the sanctions passed by

Congress, allowed Mr Maduro to change
the subject. In a pantomime of “anti-impe-
rialism”, he staged military manoeuvres
involving 80,000 troops and Russian ob-
servers and called for an emergency meet-
ing of Unasur, which grumbled about “an
interventionist threat” to Venezuela’s
sovereignty. He used the American “emer-
gency” as a pretext to obtain wide-ranging
powers to rule by decree for the rest of the
year. The opposition fears these will be
used to impede it in the election.

The sanctions order targets just seven
senior officials involved in repressing last
year’s protests or harassing the opposition.
It is not directed at the government, nor
does it seek regime change, American offi-
cials insist. It ishard to disagree that the Un-
ited States has the right to bar undesirables
from visiting its territory or doing business
with its citizens and even to freeze their as-
sets. But far from provokingcracks in the re-
gime, as the administration hopes, the
sanctions are likely to solidify it. 

Polls suggest that Mr Maduro, whose
approval rating has sunk to 20%, has twice
as much backing when he poses as a de-
fender of national sovereignty. He will do

so at next month’s Summit of the Ameri-
cas. Rather than a celebration of the thaw
between Cuba and the United States, this
now risks degenerating into a clash over
Venezuela. Cuba’s president, Raúl Castro,
delivered an old-fashioned tirade against
the sanctions on March 17th, a day after
his diplomats held a third round of talks
with the United States.

Unasur has murmured its support for
the parliamentary election. But ifVenezu-
ela’s slide to dictatorship is to be reversed,
the region needs to shout for the release
of political prisoners and fair conditions
for the election, on pain of the country’s
suspension from regional bodies. 

On paper all of Unasur’s members are
pledged to democracy and human rights.
In practice, many of the region’s left-wing
governmentsputmore store by the atavis-
tic principles of anti-imperialism and
non-intervention. Why? The appeal to
nationalism is always powerful in Latin
America. There is also a generational is-
sue: the formative years of several presi-
dents were spent fighting right-wing dic-
tatorships backed by the United States.

Other factorsmaybe atwork. With the
end of the commodity boom and easy
economic growth, several left-wing in-
cumbents are no longer popular. They
fear the street—an irony, since four left-
wingpresidentscame to powerasan indi-
rect result ofmass protests against centrist
governments. There is a tension between
self-proclaimed “revolutions” and the al-
ternation of power that is inherent in de-
mocracy. Inability to contemplate elector-
al defeat is magnified when the
consequence may be jail for corruption.

Leftist leaders are being short-sighted.
The left has much to gain by insisting that
the rules of democracy should be the
same for all. And this is the only way to
ensure peace in Venezuela.

Whose emergency in Venezuela?Bello

The region should ignore ill-advised American sanctions and hold Nicolás Maduro to account

Mexican historian. Her indignation is se-
lective. Guests on her show who rail
against Mr Peña’s energy reforms or praise
Venezuela’s left-wing president, Nicolás
Maduro, are rarely challenged. “This is a
country where individuals have too much
weight and institutions too little. She is a
journalist caudillo,” Mr Krauze says.

Now MVS Radio has made her a martyr
for press freedom. It insists that Ms Ariste-
gui lost her job because she twice broke
company rules. First, she pledged MVS Ra-
dio’s support for a citizen-journalism pro-
ject called Méxicoleaks without consulting
the company. Then she publicly threat-

ened to go off air if two of her colleagues
fired over the Méxicoleaks kerfuffle were
not rehired. Saying it does not accept ulti-
matums, MVS Radio sacked her instead.

Few believe that is the whole story. De-
spite its fury over the alleged insubordina-
tion, MVS’s logo remained on the México-
leaks website for nearly a week. Two days
before it fired Ms Aristegui, the company
issued guidelines restricting anchors’ edi-
torial autonomy and their ability to under-
take investigative projects. That appeared
to have little to do with Méxicoleaks.

The timing raises the suspicion that the
government—which is struggling to regain

popularity less than three months before
mid-term elections—has put pressure on
MVS Radio. Her sacking came a few weeks
after Mr Peña promoted Eduardo Sánchez,
a former lawyer for the parent company, to
be head of the government’s communica-
tions. MVS Radio emphatically denies any
link. The government says it hopes both
sides will resolve their differences. But no
Mexican government has resisted the
temptation to use advertising and other
forms of leverage over the press, whatever
the toll on freedom of expression. If Ms
Aristegui wants to avoid that, she may
have to become a media baron herself.7
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STRATEGIC rivalry between America
and China takes many forms. Rarely

does a clear winner emerge. An exception,
however, is the tussle over China’s efforts
to found a newAsian Infrastructure Invest-
ment Bank (AIIB). China has won, gaining
the support of American allies not just in
Asia but in Europe, and leaving America
looking churlish and ineffectual.

This month first Britain and then
France, Germanyand Italysaid theyhoped
to join the bank as founding shareholders.
China said other European countries such
as Luxembourg and Switzerland are think-
ing of joining the queue. Yet America has
been sceptical about the AIIB. Its officials
claim they have not “lobbied against” it,
but merely stressed how important it is
that it abide by international standards of
transparency, creditworthiness, environ-
mental sustainability, and so on.

America’s reservations were certainly
taken by officials in the region, however, as
admonitions to steer clear of the AIIB.
They were enough, at first, to discourage
some ofits closestAsian allies from joining
the initial 21 founding members. Australia,
Japan and South Korea all stayed out—
though other staunch American friends
such as New Zealand, Singapore and Thai-
land signed up. The joiners argue that Chi-
na was going to launch the AIIB anyway;
better to be on the inside influencing its go-
vernance. The Europeans’ accession is like-
ly to encourage changes of heart among

be for new capacity. As for how it is spent,
51% would be for electricity, 29% for roads
and 13% for telecommunications. Among
this are many projects that China sees as in
its own national interest, and certainly
those of its contractors: high-speed rail-
ways linking Yunnan province to South-
East Asia; ports in Indonesia, Pakistan and
Sri Lanka (see next article); a new Silk Road
across Central Asia to Europe.

Despite the obvious need, America has,
either by design or ineptitude, turned the
AIIB into a test ofdiplomatic strength. That
has proved a disaster. Its officials have,
anonymously, rebuked Britain for its “con-
stant accommodation” of China—and
many observers would agree that they
have a point. But that its closest allies have
proved so keen to court China’s favour and
so willing to flout American views sug-
gests America picked the wrong fight.

China’s triumph is not unalloyed, how-
ever. The accession of so many financially
strongshareholders to the AIIB will indeed
make it more likely that the bank will ad-
here to the same sorts of standards that
govern the World Bank and other interna-
tional financial institutions. That is good
forChina’s hopes ofgettinga decent return
on its investment in the AIIB, but less so for
any residual ambitions its leaders may
have that the bank might become an arm
ofChinese foreign policy.

The affairalso raises the stakes in Amer-
ica’s increasingly frantic efforts to conclude
a trade agreement, the Trans-Pacific Part-
nership, with Japan and ten other coun-
tries. In his state of the union speech in Jan-
uary, Barack Obama advertised this
explicitly as an attempt to counter China’s
attempt “to write the rules for the world’s
fastest-growing region”. “We should write
those rules,” he declared. The AIIB fiasco
suggests many in the world’s fastest-grow-
ing region are not so sure.7

the refuseniks. Australia has already indi-
cated it is reconsidering; South Korea
seems almost certain to join. 

The AIIB is but one of a number of new
institutions launched by China, apparent-
ly in frustration at the failure of the existing
international order to accommodate its as-
tonishingrise. Efforts to reform the Interna-
tional Monetary Fund are stalled in the
American Congress. America retains its
traditional grip on the management of the
World Bank. The Manila-based Asian De-
velopment Bank (ADB) is always directed
by a Japanese official. Partly for that rea-
son—that the AIIB would amount to a di-
minution of Japanese influence in favour
of China at a time when their relations are
fraught—Japan is sniffy about the new
bank. Its cabinet secretary, Yoshihide Suga,
this weekrepeated that Japan will “careful-
ly study” the AIIB’s governance standards.

China, flush with the world’s biggest
foreign-exchange reserves and anxious to
convert them into “soft power”, is building
an alternative architecture. It has proposed
not just the AIIB, but a New Development
Bankwith its “BRICS” partners—Brazil, Rus-
sia, India and South Africa—and a Silk
Road development fund to boost “connec-
tivity” with its Central Asian neighbours. 

Nobody questions Asia’s almost inex-
haustible appetite for investment in infra-
structure. An oft-cited study by the ADB in
2009 put a number on it: $8 trillion be-
tween 2010 and 2020, ofwhich 68% would

The Asian Infrastructure Investment Bank

The infrastructure gap

SINGAPORE

Development finance helps China win friends and influence American allies
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AT A cost of $1.4 billion, Colombo port
city is Sri Lanka’s biggest foreign-fi-

nanced project. The idea is to reclaim land
from the sea and build fancy houses on it.
The state-owned China Communications
Construction Company won the contract
from the ports ministry, run by the then
president, Mahinda Rajapaksa. 

The megaproject fits neatly into China’s
plans for what it calls a new maritime Silk
Road to increase trade across the Indian
Ocean. But in Sri Lanka, the deal is hugely
controversial. It has become a test of how
far the new government can turn its back
on the Rajapaksa era and how skilfully it
can steer its foreign policy between Asia’s
two giants, China and India.

During the election campaign, Maithri-
pala Sirisena, who is now president, prom-
ised to review the plan and investigate all
foreign-funded projects for corruption and
other problems. On March 5th workon the
port city was suspended after an initial
study found various planning and other
permits had not been obtained.

The trouble is that the project has
opened up divisions within the new gov-
ernment, a fragile alliance between parts
of the old opposition United National
Party, defectors from Mr Rajapaksa’s ranks
(including Mr Sirisena himself), and small-
er groups. In February a senior minister
said the project would continue. A day lat-
er the prime minister, Ranil Wickremes-
inghe, said two parliamentary committees
would have to investigate “serious suspi-
cion regarding this transaction” before a
decision was made. The onus for securing
the missing contracts rests on Sri Lanka’s
ports authority, a state-owned body. Piling
on the pressure, the Chinese—who are fi-
nancing the port city—have said they can-
not afford any more delays.

The project is a headache partly be-
cause geopolitics is at play. India dislikes
China holding land nearColombo’s port, a
trans-shipment hub for Indian cargo. Last
year, it objected strongly to a Chinese mil-
itary submarine docking at the port’s Chi-
nese-run commercial harbour. It was no
coincidence that workon the port was sus-
pended just before India’s prime minister,
Narendra Modi, arrived in Sri Lanka, the
first bilateral visit for 28 years. It would
have been inconceivable for construction
to be in progresswhen he arrived, said a se-
nior diplomat. 

Mr Sirisena is keen to repair relations
with India. There have been four high-lev-

el bilateral visits between the countries
since January, plus a slew of agreements,
includingSri Lanka’sfirst civil nuclear part-
nership with any foreign government. 

The president is also rebuilding ties
with the West, which have been damaged
by Mr Rajapaksa’s refusal to investigate al-
leged war crimes committed at the end of
Sri Lanka’s decades-long military conflict
with Tamil Tiger rebels. Eschewing his pre-
decessor’s intransigence, Mr Sirisena has

promised to set up a domestic inquiry
within a month. 

Buthe doesnotwant to turn hisback on
China, which is not only offering easy
terms for the project, but also contributed
an abundance of weaponry to the war on
the Tigers at a time when other countries
hesitated or were critical. “India is a good
neighbour,” says Mr Sirisena. “China is a
good ally.” Keeping both countries happy
is proving a tricky task.7

Investment in Sri Lanka

Storm in a port

COLOMBO

The island’s largest infrastructure
project is the government’s first big test

Cyclone Pam

No enchanted evening

TROPICAL cyclones are frequent in the
south-west Pacific between Novem-

ber and April, with an average of ten a
year. They are born near the equator and
scythe southward. Rivers burst their
banks and crops are destroyed, but the
loss of life is usually small. People stock
up on tinned food and bottled water.
Householders who own a fridge stuff
newspaper around their food as insula-
tion for when the electricity blacks out.

But Cyclone Pam, which ripped
through the Pacific archipelago ofVan-
uatu on the night ofMarch 13th, was quite
out of the ordinary. With sustained
winds of145 knots (268km per hour), it
was the worst storm to hit the South
Pacific since at least Cyclone Zoe in 2002.
It brushed the east coast ofEfate, the
island on which the capital, Port Vila, sits.

Eleven people were reported to have
died, but the number is likely to rise.

Vanuatu has a population ofaround
267,000, spread across 65 islands. The
more remote southern islands ofErro-
mango, Tanna and Aneityum tookdirect
hits from Cyclone Pam. Tanna, home to
around 28,000 people, bore the brunt.
Most of the islanders are subsistence
farmers, many living in traditional
thatched houses which were flattened.
Reports from the stricken outer islands
will take weeks to arrive. 

These days Pacific islanders usually
get early notice ofapproaching big
storms. Meteorological agencies have
improved their warning systems over the
past decade and are better linked to local
radio stations. On remoter islands, the
threatening signs ofan approaching
hurricane tend to be obvious: a high
swell and darkening skies. In 2002, when
Cyclone Zoe hit the Solomon Islands’
Tikopia, just west ofVanuatu, coastal
villages were washed away and many
islanders were feared dead. But the in-
habitants had moved inland to shelter in
caves, a traditional defence.

Vanuatu’s president, Baldwin Lons-
dale, was attending a UN conference on
disaster risk in Japan when his country
was devastated. Responding to his plea
for “a helping hand in this disaster”,
Australia, New Zealand and France sent
flights to survey the damage and provide
relief. Britain promised £2m ($3m). The
immediate threat is that contaminated
water may spread infectious diseases and
diarrhoea. Food prices may rise as a
result ofcrop damage. Reconstruction
will take years.

In 2006 Vanuatu briefly made the
headlines for coming top of the world’s
“Happy Planet Index”, an alternative to
GDP that combines estimates ofwell-
being with a country’s ecological foot-
print. Account would now need to be
taken of the huge damage left by the
catastrophe ofCyclone Pam.

WELLINGTON

The South Pacificsuffers its worst tropical cyclone since 2002 
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OVER the past five years, Filipino police
and armed forces have tried and

failed nine times to capture Zulkifli Abdhir,
a Malaysian bomb-maker better known as
Marwan, who was reportedly involved in
the Bali bombings in 2002 that left hun-
dreds dead. These repeated failures made
Getulio Napeñas, a formerhead ofthe Spe-
cial Action Force (SAF), an elite police
squad, suspicious that members of the
armed forces were leaking information
about operations in advance.

So he organised a raid without them.
On January 25th 392 SAF troops assembled
at Mamasapano, a town in the Muslim-
majority province of Mindanao, in the
southern Philippines, to capture Marwan
and two othermen, Usman and Baco, who
are suspected of involvement in various

bombings and kidnappings. The trio were
protected by fighters from the Bangsamoro
Islamic Freedom Fighters (BIFF), a small se-
cessionist group that split away from the
larger Moro Islamic Liberation Front
(MILF), which signed a peace agreement
with the government in 2014. What was
supposed to be a simple snatch and grab
turned into a disaster: after a daylong fire-
fight, 44 SAF troops were dead, along with
18 MILF fighters, at least five civilians and
an unknown number of BIFF rebels. Mar-
wan was killed; Usman and Baco escaped.

Benigno Aquino, the Philippines’ presi-
dent, has not been quite so lucky. Since the
raid he has endured the toughest stretch of
his presidency. Ever since taking office in
2010, Mr Aquino had been unusually and
durablypopular. But since the botched raid
he has gone from honeymoon to lame
duck without the usual intervening period
of normal government. Mr Aquino has
consistently blamed Mr Napeñas for the
carnage; Walden Bello, a former congress-
ional ally of Mr Aquino’s, called that strat-
egy “the latest development in the shrink-
ing of the man from a credible president to
a small-minded bureaucrat trying desper-
ately to erase his fingerprints from a failed
project to save his own ass.”

Two new reports pile on the agony. The
first, released on March 13th by a board of
inquiry commissioned by the police,
found that the president had violated the
chain of command. It said he had ap-
proved the raid, allowed Alan Purisima—
who had been suspended as head of the
Philippine National Police more than a
month earlier—to participate in its plan-
ning and execution and “deliberately

fail[ed] to inform” both Mr Purisima’s re-
placement and Mar Roxas, the interior sec-
retary, ofhis actions.

The second report, released on March
17th by a senate committee, reached a simi-
lar conclusion. It said Mr Aquino “is ulti-
mately responsible for the outcome of the
mission” and urged him to “admit the mis-
takes he made.” 

Mr Aquino will not do that. Nor is he
likely to resign. Instead, he faces two linger-
ing political threats. The immediate one is
to peace in Mindanao. A campaign against
BIFF has, according to the army, killed more
than 120 rebels but displaced more than
90,000 civilians. A law aimed at ending
the long insurgency by creating an autono-
mous political entity in Mindanao (see
map)was meant to come up for congres-
sional approval this spring. But in the wake
ofthe Mamasapano raid, progress has halt-
ed: it has lost at least two sponsors, and
membersofCongresshave been calling for
more hearings. 

The longer-term threat is to MrAquino’s
legacy. Not only has his signature achieve-
ment—lasting peace in Mindanao, which
no previous president had achieved—been
imperilled. But if he continues to lose al-
lies, popularity and credibility, potential
candidates in next year’s presidential elec-
tion will distance themselves from him.
Not long ago Mr Aquino’s supporters con-
sidered changing the constitution to let
him serve a second six-year term. Now it
looks as though finishing one would be
achievement enough.7

Benigno Aquino’s troubles

Victims of the raid
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The political repercussions ofa botched operation rumble on
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IN THE gay bars and clubs of Shinjuku, a
lively part of Japan’s capital, the talk is all

about what the neighbouring district of
Shibuya is up to. The local mayor, Toshi-
take Kuwahara, is on the verge of introduc-
ing certificates which would recognise
same-sex relationships as equivalent to
marriages. Lots of couples are preparing to
gethitched, sayclubbers. Some are moving
to Shibuya. Assuming the ordinance is
passed, the first certificates could be issued
in the summer.

Tokyo’s gay activists hope that this will
eventually lead to the full national adop-
tion of gay-marriage laws. Japan is one of
only a handful of rich countries not to give
legal rights to same-sex partnerships. But
Shibuya’s move is already sparking a back-
lash, says a bar-owner in Shinjuku who
goes by the name of Masaya. He says he 

Same-sex unions in Japan

Summer of love

TOKYO

Japan takes its first step towards
marriage equality
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2 wishes that Mr Kuwahara had left gays
alone to live their lives discreetly.

Japan’s brand of homophobia is under-
stated but powerful. The country’s attitude
is akin to the American military’s former
rule of “don’t ask, don’t tell”, says Wataru
Ishizaka, an assembly member in Nakano
ward, who is one of only two openly gay
elected politicians in the capital. The pros-
pect of recognising gay partnerships is
shocking to conservatives. There have
been demonstrations against the idea in
the capital, and much ranting online.

In fact, the proposed changes would fall
far short of the full recognition of gay mar-
riage. The certificates would apply only in
Shibuya. They would not be legally bind-
ing, though they would ask (for example)
hospitals to grant gay people access to their
partners, and give protection for transgen-
der people sometimes turned away from
voting booths. Yet the proportion of Ja-
pan’s gay people who have come out is
small, so the numberofpeople likely to ap-
ply for the certificates may not even reach a
thousand. 

Over time, Shibuya’s move is likely to
be copied elsewhere. In Tokyo, Setagaya
and Toshima wards are considering simi-
lar measures; so is Yokohama, Japan’s sec-
ond-largest city. Local governments have
often shown themselves to be more pro-
gressive on social matters than the nation-
al legislature, which later follows suit. 

But it’s odd people that we really loathe
Few Japanese frown on gays on religious
or moral grounds. Rather, the objection is
that they depart from the norm—which is
something that new laws might change.
Conservatives also oppose gay marriage
out of a general sense of panic over tradi-
tional marriage. Japanese couples are get-
ting married either later or not at all, result-
ing in a low birth rate (since few children
are born out ofwedlock). 

Marriage as an institution in Japan is
fragile, says Masakatsu Kondo, the head of
a conservative group which opposes Shi-
buya’s initiative. He says it would be weak-
ened further if same-sex partnerships
were to acquire quasi-legal standing. Yet it
is hard to believe that a few certificates for
gay couples could have a greater deterrent
effect than the strictures and costs of tradi-
tional marriage—the result of deep-seated
factors, ranging from long working hours
to old-fashioned sexual stereotyping. 

At the moment, politicians of the Liber-
al Democratic Party are criticising Shi-
buya’s initiative. Shinzo Abe, the prime
minister, has pointed out that Article 24 of
Japan’s (American-written) constitution
refers to marriage as based on the mutual
consent of “both sexes”. But as many peo-
ple in the bars of Shinjuku wryly note, in
other areas of policy, Mr Abe’s dearest
wish is to rewrite the bits of the constitu-
tion that he finds archaic. 7

IT IS hard to imagine what more could go
wrong for Congress, which has domin-

ated Indian politics for much of the coun-
try’s independent life. Last year’s parlia-
mentary elections were disastrous: the
party took just 44 seats (out of 543) in May,
too few to count as the official opposition.
In five state assemblypolls since then ithas
been crushed. In February’s election in
Delhi, a territory it ran for 15 years up to
2013, Congress won no seats. 

Awful electoral losses might be ex-
plained as part of a political cycle. Failed
leadership and division are graver threats.
The biggest problem is Rahul Gandhi, the
44-year-old scion of the Nehru-Gandhi dy-
nasty, who expects to become Congress’s
“working president” this year. Mr Gandhi
led the party to its worst-ever national de-
feat last year, but tells colleagues that all
blame rests on the previous, unpopular,
Congress-led government. 

He has a habit of shirking responsibil-
ity. He spurned offers from Manmohan
Singh, who was prime minister from 2004
to 2014, to enter the government. An MP

who knowshim well suggestshe thought a
mere ministership beneath him. He rarely
speaks in parliament and has declined to
lead Congress’s MPs in the lower house.
After guiding Congress to a thumping de-
feat in state elections in Uttar Pradesh in
2012, he disappeared from public view for
months. He is missing again: since Febru-
ary 23rd he has taken an unspecified per-

iod of leave in a secret location. The timing
is terrible: parliament’s budget session is
under way. Last week Narendra Modi’s
government passed its biggest reform yet,
to let more foreign investment into the in-
surance industry.

With Mr Gandhi away, his mother, So-
nia, is trying to rally the demoralised
troops. Thanks to the electoral timetable,
Congress will retain a strong presence in
the upper house ofparliament for a couple
more years, and has been busy opposing
government bills there. This week Mrs
Gandhi led a march in Delhi against pro-
posals to weaken farmers’ property rights
to make it easier for investors to buy land.
Last week she took around 100 Congress
politicians to the home of Mr Singh, sup-
porting him after a special court ruled that
he must appearnext month, as an accused,
over a massive coal scandal.

The prosecution of the former prime
minister (if it happens) could be a slim op-
portunity for Congress as well as a threat.
Mr Singh took personal charge of a notori-
ously crooked coal ministry, so he needs to
explain how favoured companies—donors
to political parties—won control of valu-
able coal deposits. A trial could confirm
Congress’s reputation for shady deals, but
abandoningMrSingh to take the rap on his
own could backfire on the party, since he
wasknown to do the biddingofthe power-
ful Gandhi family. Congress is reluctant to
repeat the shabby treatment ofits only oth-
er prime minister in the past quarter of a
century, Narasimha Rao. He was seen as a
rival to Mrs Gandhi, so the great reformer
of the 1990s was hounded by his party,
then abandoned to face trials for corrup-
tion, until just before his death in 2004.

Being seen to rally around Mr Singh
makes better sense, especially if Congress
can somehow accuse the government of
trying to win unfair political advantage
from a trial. For the moment, Mr Modi and
the ruling Bharatiya Janata Party have
mostly stayed sensibly silent about it. Con-
gress is speaking up, though, especially its
younger leaders. Jyotiraditya Scindia, an
MP and friend of Mr Gandhi who is rising
in the party, saysCongress is “300% behind
Mr Singh”.

Congress is still stuck in the doldrums,
however. Its fate now probably depends
on how far other parties fill the space it has
lost. In Delhi that means the Aam Aadmi
Party (AAP) led by Arvind Kejriwal, a for-
mer anti-corruption campaigner, who is
secular, populist and a vocal critic of Mr
Modi. The chief minister of the national
capital territory wants AAP to expand to
other states, including Punjab. To do that,
he needs first to address divisions in his
own party, as rival leaders accuse him of
being autocratic and “unilateral”. But at
least Mr Kejriwal, despite ill health, shows
he has energy and ambition. Few would
say the same ofMr Gandhi.7

India’s troubled opposition

The son also
disappears
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Congress, the party that long defined
Indian politics, is in free fall

Rahul is away, working on his beard
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LATE last year thousands ofpro-democra-
cy demonstrators poured onto the

streets of Hong Kong calling for the right to
elect the city’s leader in 2017, free of inter-
ference by the central government in Bei-
jing. In recent weeks protests have flared
again; far smaller this time, but more viol-
ent and similarly fuelled by resentment of
the mainland’s encroachment. At issue has
been the hordes ofmainland Chinese who
visit Hong Kong to buy goods for black-
market resale at home, a racket described
locally as “parallel trading”. These new
and nastier outbursts are about far more
than shopping; they suggest that antago-
nism towards the mainland is deepening
and spreading beyond the territory’s ur-
ban core. This is causing anxiety among of-
ficials on both sides of the border. 

In 2002, five years after the end of Brit-
ish colonial rule, the Hong Kong govern-
ment abolished a quota on Chinese tour-
ists. Since 2009 residents of Shenzhen, a
city adjoining Hong Kong, have been able
to cross the borderas often as they like. The
loosening of restrictions has been credited
by Hong Kong officials with reviving the
city’s flagging economy. But many Hong
Kongers feel they are being swamped. Chi-
nese visitors have increased tenfold since
2000; last year there were 47m, an increase
of 16.5% over 2013, in a city of 7m people.
Some reckon there will be 100m a year by
2020. The visitors, however, are spending
less on average per person than they were
in 2009. China’s anti-corruption campaign
has quashed demand for luxury items. In

tations have been nasty. Scenes caught on
camera in February showed a crowd yell-
ing and heckling a mainland woman and
her crying daughter. Mainlanders have
been verbally abused and jostled by
masked protesters. “People are angry and
bitter,” says Emily Lau of the Democratic
Party and a member of Hong Kong’s Legis-
lative Council. She notes the spread of
such sentiment into areas near the border
where identity with the mainland used to
be stronger than in the more denselypopu-
lated city, the usual site of protests relating
to mainland China. 

Hong Kong’s government is in a bind.
The shoppers may be irritating, but few are
doing anything illegal in Hong Kong. Main-
land regulations allow visitors to bring
backgoods worth up to 5,000 yuan ($800).
Many shoppers, even black-market trad-
ers, keep to this. Enforcementofthe limit is,
in any case, weak. Hong Kong’s govern-
ment does not want to pander to anti-
mainland sentiment by siding with the
protesters. But it also does not want to fuel
the pro-democracy movement by ignoring
public grievances. Income inequality in
Hong Kong is gaping, the population is age-
ing rapidly and property prices are steep.
Many blame mainlanders for exacerbating
these woes. Around 40,000 Shenzhen resi-
dents work in Hong Kong and 20,000
Shenzhen children attend school there. All
of this contributes to a growing feeling,
particularly among young people, that
Hong Kong’s government has sold out to
the one in Beijing.

The central government is sensitive to
Hong Kong’s predicament. This month a
senior mainland official responsible for
Hong Kong affairs, Zhou Bo, was quoted as
saying that Hong Kong’s tourist capacity
had “by and large reached saturation”. But
altering the visa system would be unpopu-
lar with mainlanders, especially residents
of Shenzhen. Chinese officials have given
no hint that they are considering any 

December sales of such goods fell by 16.3%
year-on-year.

To the annoyance of Hong Kongers, a
new type of shopper has appeared: those
who come to buy household staples, tak-
ing advantage of Hong Kong’s 0% sales tax
(mainland China’s is 17%). Some join or-
ganised teams, each person taking back a
suitcase-full ofgoods forcollection by mid-
dlemen on the other side. They buy not
just forprice, but forquality. Many Chinese
do not trust home-made goods. In 2008
Hong Kong suffered shortages of infant for-
mula after mainland supplies were con-
taminated. The city responded by impos-
ing strict limits on formula exports. 

The demand is changing the territory’s
shopping environment. In San Hong Street
in Sheung Shui, an area near the border,
shop after shop is piled high with nappies,
milk powder, toothpaste and washing-up
liquid. Store-owners are happy with the
frenzied custom, but many locals are not.
Rents have risen and many older outlets
have closed. Shops catering to mainland
visitors “lock out Sheung Shui culture”,
says Leung Kim Shing of the North District
Parallel Imports Concern Group. 

Most Hong Kongers moved from the
mainland in the past century, but the gap
between the two sides is growing. A poll
last year found that ever fewer Hong Kon-
gers identify themselves as “Chinese”.
Many complain about what they see as the
boorish behaviour of their mainland com-
patriots and brand them as “locusts” for
stripping shelves. Some ensuing confron-

Hong Kong-mainland relations
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2 changes on their side. 
Even if a way is found to stem the on-

rush of shoppers, Hong Kong faces a diffi-
cult year. Discussions in the legislature
about arrangements for the election in 2017
are due to be finalised by the summer, and
could be a catalyst for more unrest (China
hasshown no sign ofcompromise on its re-
strictive plans for the polls). Other flash-
points include a review due in June of how
Chinese history is taught in schools; some
students fret that this will involve renewed
efforts to introduce “patriotic” education.
On June 4th Hong Kongers will hold their
annual rally to mark the crushing of the
Tiananmen Square protests in 1989. July1st,
the anniversary of Hong Kong’s handover
to China, is often an occasion for big de-
monstrations as well. The government
will have little respite.7

Smoking

Clearing the air

AT LAST year’s ten-day annual session
of the National People’s Congress

(NPC), China’s rubber-stamp parliament,
the prime minister, Li Keqiang, declared
“war” on pollution. On March 15th, at the
end of this year’s meeting, he admitted
that government efforts were falling far
short ofpublic expectations. He failed to
mention that on controlling one source
offoul air—smoking—the government’s
record has been worse. 

About 300m Chinese, or one in four,
smoke every day. This proportion has
remained steady in recent years; efforts to
publicise the dangers have been half-
hearted. This year, however, may see
improvements. On June 1st stricter rules
will be enforced on smoking in public
places in Beijing, including bars, offices,
stadiums and some outdoor areas such
as those ofhospitals and schools. Fines
for failing to keep such places smoke-free
could be as high as10,000 yuan ($1,600);
for smokers who break the rules, they
could be up to 200 yuan. Cigarette ad-
vertising and tobacco-company sponsor-
ships ofevents will also be banned.
Similar measures are included in a draft,
published in November, ofnew national

regulations on smoking. 
The new rules in Beijing are more

wide-ranging than those already in place
in many big cities (almost all ofwhich
lacka complete ban on smoking in of-
fices). They are also tougher than the
capital’s existing widely ignored rules,
which specify much lighter penalties (eg,
ten yuan for smoking in the wrong place).

Chinese leaders are becoming more
focused on the problem. In 2013 officials
were banned from smoking in public
places. President Xi Jinping’s wife is a
“tobacco-control ambassador” for a
government-affiliated campaign group.
In February Li Keming, the prime min-
ister’s brother, was removed from a se-
nior position in the state tobacco mono-
poly and assigned to another job, a move
cheered by those who worried about
conflicting interests between the two Lis.

Late last year the monopoly’s director,
Ling Chengxing, criticised recent moves
to regulate smoking as “absolutist” and
“expansionist”. At the NPC, however, he
admitted: “Everyone understands that
smoking is harmful to health.” China’s
tobacco industry is showing some aware-
ness of the lethal threat it is posing. 

BEIJING

The capital leads the wayin banning smoking in public places

AGROUP of women’s-rights activists
had planned to mark International

Women’s Day on March 8th by handing
out leaflets and stickers in several Chinese
cities to draw attention to the prevalence
of sexual harassment on public transport.
But the authorities decided to observe the
day in a differentway—bydetainingat least
ten of the women. Five remain in custody,
charged with the crime of “picking quar-
rels and causing trouble”, a frequently
used catch-all for lockingup dissidents. Fel-
low feminists fear this heralds greater gov-
ernment opposition to their campaigning.

Women’s Day is officially observed in
China: women are even, theoretically, al-
lowed to take halfa day off. But it also coin-

cides with the briefannual meetingof Chi-
na’s National People’s Congress (NPC),
which this year ended on March 15th. The
authorities are always hyper-vigilant
around the time of the parliamentary ses-
sion, fearful that citizens might use the oc-
casion to draw attention to their griev-
ances. Dissidents of all stripes are kept
under close watch.

The continued detention ofsome of the
activists even beyond the NPC meeting,

and the charges laid against them, suggest
that security officials are growing more
worried about feminist pressure-tactics
even at less sensitive times (two of those
detained are among the three pictured, at a
protest in 2012; Li Tingting, left, and Wei
Tingting, right). The guardians ofsocial sta-
bilitywill notbe comforted by the compar-
ison being drawn by some Chinese activ-
ists between these detentions and the case
of Pussy Riot, a Russian group of feminist
punk-rockers who gained international at-
tention after theirarrestand prosecution in
2012 for bringing their provocative brand
of performance art to a cathedral in Mos-
cow.

There are signs of changing attitudes.
Organisers of a huge car-industry fair in
Shanghai next month have announced
that they will end their practice of using
scantily clad women to show off new car
models. But men in power still sometimes
have tin ears. When it was time for Li Ke-
qiang, the prime minister, to decide wheth-
er to let his annual press conference at the
NPC overrun, he deferred to the female
moderator, Fu Ying, a former ambassador
and vice-minister. Everyone knows the
host makes these decisions, Mr Li said pa-
tronisingly, “particularly if the host is a
lady. I want to respect ladies.” 7

Feminists

A bad day for
women

BEIJING

A round-up ofwomen’s-rights activists
suggests a newfearamong officials

Daring to demand respect
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WHEN the 13th Dalai Lama died in 1933, the body of Tibet’s
spiritual leader was placed in state on a throne at the Nor-

bulingka, his summer palace in the capital, Lhasa. It faced south.
Twice, however, overnight, its head had turned to the east. Also
pointing east, a star-shaped fungus mysteriously sprouted on a
pillar in the room. In the trances to which they were prone, state
oracles tossed khatak, ceremonial scarves, to the east. Taking the
hints, parties searching for the reincarnation of the dead lama
headed in that direction, looking, in accordance with tradition,
for an infant born at around the time ofhis death. They eventual-
ly identified the young Tenzin Gyatso as the 14th Dalai Lama. 

That incarnation will turn 80 this year and, though in good
health, he is given to musing about his own death and reincarna-
tion. It would be “logical”, he has suggested, for the reincarnation
to be like him, in exile from Tibet, which he has not been able to
visit since fleeing from the Chinese suppression of an uprising in
1959. Perhaps the 15th Dalai Lama mightbe female. Orperhaps the
institution of the Dalai Lama, being man-made, might end, if the
Tibetan people feel they do not need it.

The theology ofTibetan Buddhism seems an improbable area
of expertise for the Chinese Communist Party. But the Dalai
Lama’s latest suggestion that he may be the last in the line has
provoked fury from Chinese spokesmen and the official press.
Padma Choling, the (ethnic-Tibetan) governor of the “Special Au-
tonomous Region” of Tibet, accused the Dalai Lama of “profan-
ing religion and Tibetan Buddhism”. A party paper, the splenetic
Global Times, far from finding it presumptuous to criticise the
spiritual leaderofTibetan Buddhism, who isalso its leading theo-
logian, accused him of“spouting nonsense”. 

In part this is an argument over history and China’s “inalien-
able sovereignty” over Tibet. Mr Padma Choling argued that the
14th Dalai Lama had only been able to assume his role because
the “central government” (ie, China) approved. This is nonsense.
The search that began with the signs pointing eastward was com-
plicated. It involved visions appearing in a holy lake; the advice
of the Panchen Lama, another revered monk, who had identified
three interesting boys near Kumbum monastery, in what is now
Qinghai province in China; the boys being asked to recognise
some ofthe previous incarnation’s belongings; the auspicious in-

tervention of the first cuckoo of spring; and a long negotiation to
extricate the boy from Chinese control and bring him to Lhasa.
While he was on his way, the Tibetan government and national
assembly declared him to be the 14th Dalai Lama. China’s gov-
ernment at the time—of the Kuomintang, or Nationalist party—
sent a representative to the enthronement. As China sees it, the
recognition of the incarnation requires the drawing of lots from a
golden urn, overseen, traditionally, by the envoy of the Chinese
emperor. In this case, China claims implausibly, its man gave per-
mission for that procedure to be waived.

So the party, unembarrassed about assuming the alleged role
ofthe emperor, is intenton meddling in everyreincarnation—and
it is not just the most senior lamas who are reincarnated. Those
who have achieved enlightenment can opt to be reborn, to help
those less blessed. In 2007 the Chinese government tried to for-
malise its control over the process. In “Order Number Five” of the
State Administration of Religious Affairs it listed “management
measures for the reincarnation of living Buddhas in Tibetan Bud-
dhism”. To be a living Buddha in China these days, you need a
“living Buddha permit” from the government.

After all, from China’s point of view, reincarnation has gone
badly wrong in the past. After the death of the tenth Panchen
Lama in 1989, two rival candidates were named as the reincarna-
tion. One boy, recognised by the Dalai Lama, was taken from his
home in 1995, aged six, and has not been seen since; he is proba-
blyunderclose watch byChinese officials. Anothercandidate, re-
cognised by China, lacks credibility among Tibetans—although
thismonth he tried to garnersupportbyspeakingouton the need
for more monks. Just as bad is the fate of the 17th Karmapa Lama,
another figure of great religious significance. In 1992 Ogyen Trin-
ley Dorje was recognised by both China and the Dalai Lama as
the Karmapa. Feted and nurtured by China to help bolster its rule
in Tibet, the young monk rejected it in the most dramatic way,
fleeing to India in 1999 when he was14.

Given this history, you might expect China to heave a sigh of
relief should the 14th Dalai Lama decide to be the last. It is a sign
of the bankruptcy of its Tibet policies that, on the contrary, it
seems to have decided that only the Dalai Lama can give it the le-
gitimacy it seeks among ordinary Tibetans. Mercifully, the num-
ber of Tibetans burning themselves to death to protest against
Chinese rule and to call for the Dalai Lama’s return from exile has
fallen sharply. But this month a 47-year-old woman became the
137th known case since 2009. Since riots and protests in 2008, re-
pression has been heavy, and it is always heavier in March,
around the anniversary of the crushed uprising in 1959.

Come in, number14
The great mystery about China’s policy is why it seems to have
decided that its best hope lies with the next Dalai Lama, not this
one. Unlike many Tibetans, he has accepted Chinese sovereignty.
He has used his enormous prestige to urge Tibetans to refrain
from violent resistance. China facesa farmore serious threat from
the mainly Muslim ethnic Uighurs in the neighbouring region of
Xinjiang. To safeguard its internal security, placate its disgruntled
Tibetan citizens and improve its international reputation, com-
mon sense suggests China should start talking seriously to the
14th Dalai Lama. As its spokesmen pose preposterously as arbi-
ters of the arcana of reincarnation, they just could be providing
cover for such an about-face. That may be an optimistic interpre-
tation, but others are almost too depressing to contemplate.7

The golden urn

Even China accepts that only the Dalai Lama can legitimise its rule in Tibet

Banyan
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WHEN the polls opened for Israel’s
election on March 17th, there was an

unmistakable air ofdefeat about the prime
minister, Binyamin Netanyahu. He visited
a rundown pedestrian street in the work-
ing-class town ofAshkelon to summon out
the last votes. Even his Likud party seemed
to forsake him: at least half a dozen senior
party figures were making plans to run for
the leadership the day after Mr Netanya-
hu’s expected resignation. Within hours,
though, he would confound his friends,
foes and professional pollsters alike with a
convincing victory that will secure him a
fourth term as prime minister.

In the final days of the campaign, polls
said that Mr Netanyahu’s Likud party had
fallen behind its rival, ZionistUnion, led by
YitzhakHerzog. The prime minister’s focus
on the threat of Iran’s nuclear programme,
and his contentious speech to the Ameri-
can Congress denouncing President Ba-
rack Obama’s nuclear negotiations with
Iran as a bad deal, had not done him much
good. Likudniks seemed to care more
about the cost of living.

Suddenly the man known for his deep
suspicion of journalists opened up to any-
body who would proffer a microphone.
Strangely, he warned of dark “internation-
al forces funnelling millions” to propel the
leftwingto power. He recanted on his com-
mitment in 2009 to Palestinian statehood,
causing consternation abroad but little
comment in Israel, where nobody really
thought he was still a supporter of a two-

mediately apparent. The White House re-
frained from customary congratulations.
There was no phone call from Mr Obama
to Mr Netanyahu. Instead the prime minis-
ter got a brief call from the secretary of
state, John Kerry. A White House spokes-
man said the administration was “deeply
concerned by the use ofdivisive rhetoric in
Israel that sought to undermine Arab-Is-
raeli citizens”. It would also “re-evaluate”
its approach to the diplomatic process in
the light ofMr Netanyahu’s remarks on the
two-state solution. 

Further discord is doubtless ahead.
Armed with Mr Netanyahu’s repudiation
of the two-state solution, the Palestinian
Authority is likely to redouble its effort to
isolate Israel diplomatically in internation-
al forums. Next month it will join the Inter-
national Criminal Court, where it will seek
Israel’s indictment for alleged war crimes,
both over the conduct of last summer’s
war in Gaza and over Jewish settlements in
the occupied territories. Mr Netanyahu
will need American help to fend off such
pressure, but Israeli diplomats fear that Mr
Obama may be less willing to fight on Isra-
el’s behalf, or will seek to extract a price. 

So despite his public commitment to
forming a right-wing government, and his
activists’ chants of “We don’t want unity!”
(with Zionist Union), Mr Netanyahu may
well try to entice Mr Herzog into his gov-
ernment to create a diplomatic shield.

“Bibi wants Herzog in his government.
He needs someone to take the flakthat’s on
the way from Obama and the Europeans,”
says a senior Likud adviser. Likud prime
ministers have often opted for partnership
with Labour (the main componentofZion-
ist Union) over their “natural partners” on
the right: YitzhakShamirdid it in 1988, Ariel
Sharon in 2005 and MrNetanyahu himself
in 2009. Vilifying Labour as defeatist left-
ists during the campaign, and then enlist-
ing them as a “moderating” influence in 

state deal. More controversial amongIsrae-
lis was his election-day warning of the
danger that Arab citizens were “descend-
ing in droves on the polls”.

It was ugly electioneering, perhaps, but
devastatingly effective. With nearly all
votes counted, Likud had won 30 seats
compared with Zionist Union’s 24. MrHer-
zog congratulated Mr Netanyahu. The
question, as Mr Netanyahu begins the
weeks-longprocessofnegotiatingwith po-
tential allies to form a government, is the
cost that Israel will pay for Mr Netanyahu’s
desperate appeal to right-wingers.

The new government will not enjoy
much of a grace period. The bad blood
with the Obama administration was im-

The Israeli election

The price of Bibi’s comeback

Tel Aviv

The prime ministerresoundingly wins a fourth term. But the divisive tactics that
secured his victoryat home maycause him trouble abroad
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2 government, would be no surprise.
Boosted by his victory, Mr Netanyahu

should be able to overcome the resistance
of his devotees and the resentment of se-
nior figures wanting ministerial jobs. For
his part, Mr Herzog says he is ready for op-
position. But as Labour colleagues start to
agitate against his leadership, a cabinet si-
necure might be attractive.

MrNetanyahuwill be lookingfora new
foreign minister to replace Avigdor Lieber-
man, whose far-right Yisrael Beitenu was
reduced to only sixseats (compared with 13
for the newly unified Arab parties that he
sought to exclude from the Knesset). Who
better than the respectable Mr Herzog,
who could then help to clean up the mess
left by the prime minister? It would not be
the first time Mr Netanyahu says one thing
and does something else. 7

TUNISIA is the closest thing to a success
story among the countries that went

through the revolts of the Arab spring in
2011. As others fell into war or reverted to
authoritarianism, Tunisia completed an
impressive transition to democracy after
an election last year. Yet it is not immune to
the violence afflicting much of the Arab
world. On March 18th gunmen attacked
the Bardo museum in Tunis, popular with
tourists for its Roman mosaics. They killed
at least 17 foreign visitors and two Tuni-
sians; and wounded scores more. 

A tour guide described how, after leav-

ing his busload of Spanish-speaking tour-
ists at the museum, he saw a young man
standing in the car park with a Kalashni-
kov. At first he thought it was a joke, but on
realising the danger, the guide fled to the
nearby parliament building (which, unlike
the museum, has an impressive army pres-
ence). Special forces rushed to the scene
and two suspected gunmen were killed; 2
others were arrested.

It was the first successful attack against
tourists in Tunisia since the car-bombing of
an ancient synagogue in Djerba in 2002,
though some attempts since then have
failed. The latest killings cast doubt on the
authorities’ claim to be waging an effective
campaign against jihadist groups. And
they deal a harsh blow to the hopes of re-
covery for an economy that is reliant on
tourism. Since the 2011 revolution, amid
worsening instability in neighbouring Lib-
ya, and especially since the Charlie Hebdo

attacks in Paris in January, the tourist in-
dustry has been in the doldrums.

The authorities said the dead included
Japanese, Italian, French Spanish, Colom-
bian, Polish and Australian visitors, but
gave few details as to how the stand-off
was ended. After the dust settled, vehicles
carrying black-masked special forces
drove out of the museum entrance, as one
of their number punched the air defiantly
to applause from Bardo residents and cries
of“Long Live Tunisia!”. 

The Tunisian public remains suppor-
tive of the security forces, not least in rural
areas. The same impoverished villages
and provincial towns that supply fighters
to take part in the conflicts in Syria, Iraq
and Libya also send many recruits to the
army and national guard, in the absence of
other job opportunities.

Jihadist groups have inflicted more
than 60 casualties on Tunisia’s security
forces since 2012, often in small-scale am-
bushes. There has been one beheading.

These groups are often reported to be Alge-
rian-led, with links to al-Qaeda in the Is-
lamic Maghreb (AQIM), which traces its
origin to the bloody conflict in Algeria dur-
ing the 1990s. 

But there are also worriesaboutLibya, a
country that has split into two rival militia
alliances. Jihadists linked to Islamic State
have established a growingpresence there.
A leading Tunisian jihadist, Ahmed
Rouissi—senior in the ranks of the once-tol-
erated but now banned Tunisian Ansar al-
Sharia group—was reportedly killed in
fighting this week. Many of his country-
men worry thatotherswill followhis path,
and eventually find their way back.

The tragedy at the Bardo museum
should focus politicians’ attention, which
has recently been diverted by political dis-
tractions. Last week local media attention
was monopolised by a comic opera con-
cerning the largest party in the new parlia-
ment, Nidaa Tounes, which nearly split
overa battle ofpersonalities. President Beji
Caid Essebsi said the radicals would be re-
sisted “without mercy”. The museum at-
tack is a clear warning that the democratic
revolution is not yet safe. 7

Jihadism in Tunisia

Terror at the Bardo

TUNIS

Gunmen strike the onlydemocracy to
emerge from the Arab Spring 

An attack on tourists, and Tunisia’s hope

THE pharaohs of ancient Egypt occa-
sionally moved their capitals, building

grand new cities as monuments to their
egos. So in pharaonic style, Egypt’s strong-
man, Abdel Fattah al-Sisi, has decided to
build a grand new capital in the desert.

The “capital Cairo” plan is one of sever-
al mega-projects that Mr Sisi hopes will at-
tract foreign investment, stimulate an eco-
nomic recovery and re-establish pride in
his country after years ofupheaval that de-
stroyed the economy. It is Keynesianism on
steroids—funded mostly by rich Gulf
states. But though some investors have
welcomed the big plans, top-down
schemes have failed Egypt before and may
distract the government from the dull and
difficult work of restructuring a sluggish
economy and hidebound bureaucracy.

The new city would ease congestion in
Cairo, the population of which is expected
to more than double to 40m by 2050. Due
to be located 45km (28 miles) east of Cairo,
and become home to 5m residents, it
would also act as a bridge to a planned
manufacturing zone along the Suez Canal,
which is to get a second channel under a
separate mega-project. “There is a clear
case for building residential and office 

Egypt’s economy

Thinking big

CAIRO

AnotherEgyptian leaderfalls for the
false promise ofgrand projects 
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Sport in the Gulf

A heavy burden

EVERYWednesday, as the sun goes
down in Abu Dhabi, the richest of the

seven statelets making up the United
Arab Emirates (UAE), a crowd pours into
the Yas Marina Circuit, where the annual
Formula One race is held. Dressed in
athletic gear and trainers, more than a
thousand people come to walk, run and
ride bicycles. All of these enthusiasts are
women and most are indigenous Emirati
citizens, who make up less than 15% of the
UAE’s population. Such physical activity
has in the past been most unusual. But
the country’s rulers, egged on by its doc-
tors, have embarked on a vigorous cam-
paign—to make people less fat.

Around 38% of the UAE’s women are
obese, according to Booz Allen Hamilton,
an American consultancy. So are 33% of
its men and 20% of its young aged 6-19,
says Daman, the national health-insur-
ance company, which sponsors the
Wednesday “GoYas” event. Obesity is a
problem across the Gulf states. Treating
diabetes is reckoned to cost the UAE

nearly 2% of its annual GDP. “It’s a billion-
dirham topic,” says Daman’s Sven Rohte.
According to another study by YouGov, a
British polling firm, one-third of the
population does no physical activity at
all, while another quarter takes exercise
for less than two hours a week.

Not that facilities are lacking. Football
pitches and walking paths have prolifer-
ated over the past ten years. Even in the
summer, when the temperature outside

can exceed 45°C, you can stretch your legs
in a plethora ofcool indoor gyms and
malls. And the UAE hosts an array of
international sporting events, from golf
and Formula One to horse-racing, cricket
and a tennis tournament that attracts
players from the world’s top ten. Running
and cycling clubs are going strong.

“We have very high-profile sporting
events, and that’s beautiful and exciting,
but it doesn’t necessarily create a sporting
culture,” says Omar Nour, a UAE-based
Egyptian triathlete who is hoping to
compete in the Olympics and who
serves as one ofDaman’s “ambassadors
for public health”.

The firm has been pleasantly sur-
prised by the success, so far, ofGoYas.
Having previously organised an event for
both sexes on Tuesdays, it had lower
expectations for a ladies-only one on
Wednesdays. Yet it has become a must-
attend event on the weekly social calen-
dar. Mr Nour says building a community
spirit is the key. “There has to be public
fun,” he says. “You have to create a feeling
and a city that are friendly to activity.”

When the UAE’s government recently
spelt out its list ofpriorities, three out of
seven issues on the agenda touched on
obesity. It called for healthy children,
healthy food and a country that is free of
diabetes. “We want to see everyone take
part in sports,” says Nahyan bin Mubarak
al-Nahyan, the minister for culture, youth
and community development. 

ABU DHABI

The government wants the people to slim down

space in that corridor,” says Simon Kitchen
ofEFG Hermes, an investment bank.

But the $45 billion project is also full of
extravagant ideas, like a green space twice
the size ofCentral Park in New Yorkand an
amusement park four times the size of Dis-
neyland. The centre will feature soaring
skyscrapers and a structure best described
as the metallic offspring of the Eiffel Tower
and Washington Monument. In many
ways it will look like Dubai, which has
more than ten times Egypt’s GDP per head.
The project is led by Muhammad al-Abbar,
the developer responsible for Dubai’s Burj
Khalifa, the world’s tallest building.

There are signs that Mr Sisi is not learn-
ing from the mistakes of past leaders, who
also relied on big projects to solve the
country’s demographic and economic pro-
blems, with disastrous results. Egypt’s des-
ert is dotted with quixotic cities estab-
lished by presidential decree. The most
notorious of these is Toshka, in the West-
ern Desert, which Hosni Mubarak, the for-
mer president, hoped to make the centre-
piece of a lush new valley using water
pumped from Lake Nasser. Today it re-
mainsmostlydesert, because ofpoorplan-
ning and inept leadership, but Mr Sisi
wants to revive the project and pour mon-
ey into other badly planned cities.

The army is setting the agenda in some
cases. A deal between it and Arabtec, an
Emirati building firm, to build 1m low-cost
homes in Egypt has stalled due to a lack of
funding that may also create problems for
other projects (though it may restart soon).
Egypt needs cheap housing, but building it
is often unprofitable. The capital-city pro-
ject is meant to provide 1m new homes, but
it is not clear how much they will cost or
who will pay to build them.

Some think Egypt should seek more
modest goals. But fixing leaky pipes and
potholes in old Cairo is not going to open
wallets abroad, says Mohamed El-Komi of
the American University of Cairo. In the
optimistic view, investment will spur
growth, increase tax revenue and enable
the government to pay for better social ser-
vices. Amr Adly of the Carnegie Middle
EastCentre, a think-tank, isnotso sure. “We
know that high growth can exist without
development,” says Mr Adly, pointing to
the late 2000s, when the economy
boomed but public services stagnated. The
government, he says, does not have a plan
to spread the benefitsofgrowth. Moreover,
it is looking for inspiration in Dubai where-
as India might be a more suitable model
given Egypt’s size and poverty.

The biggest worry is that the mega-pro-
jects will distract the government from
broader structural reforms. Mr Sisi has
made progress in this area, cuttingfuel sub-
sidies, reducing the budget deficit and

making investment easier. Much work re-
mains. The bloated and inefficient bu-
reaucracy makes life miserable for firms. It
eats up a large portion of the budget, more
of which should go to education, health
and research. Egypt comes 119th in the
World Economic Forum’s global-competi-
tiveness index.

The structure of Egypt’s private sector
also means that Mr Sisi’s mega-projects
might not provide the best tonic. There
might be many construction jobs for a
time. But the main benefits will accrue to
Egypt’s dominant bigfirms, and to the Gulf
companies that follow their government’s
investments. Most small and medium-
sized enterprises will be left on the side-
lines. Although they employ the biggest
share of Egyptian workers, these business-
es lack access to capital and receive little
support from the government. Plans for a
shiny new capital may win Mr Sisi head-
lines, but kick-starting these engines of
growth would do more for his people.7

A new Dubai, without the gold
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DURING the 1980s Leon Lotz fought for
the “Koevoet” (“crowbar” in Afri-

kaans), a South African apartheid-era para-
military unit charged with rooting out
nationalist guerrillas in what is now Na-
mibia—acting as “the crowbar which
prises terrorists out of the bushveld like
nails from rotten wood,” in the words of
South Africa’s then minister of law and or-
der, Louis le Grange. 

Such skills should today serve handily
on the front line of Nigeria’s campaign
against Boko Haram, whose fighters hide
in the difficultbushland ofthe country’s re-
mote north-east. Mr Lotz died there this
month, reportedly killed by “friendly fire”
from a Nigerian tank, along with an un-
named Namibian man, said to be his
Ovambo driver.

There are believed to be hundreds of
foreigners—from South Africa, Ukraine
and other ex-Soviet republics—engaged in
Nigeria as private soldiers. It is unclear
whether they are taking active roles in
fighting, as several reports say, or simply
providing training and technical support
for foreign-bought weapons, as the Nigeri-
an government claims. South African-
made armoured vehicles have been sight-
ed in and around the city ofMaiduguri.

Bringing in experienced hired guns
may be a clever move by Nigeria’s army. It
has performed abysmally against Boko
Haram. But in a renewed campaign over
recent weeks, which delayed the presiden-
tial election now set for March 28th, the
army has made significant headway in the

Mercenaries in Africa

Leash the dogs of
war

JOHANNESBURG

South Africa struggles in vain to ban
soldiers offortune

war. The Nigerian government credits its
own forces, but much of the progress
seems to have been helped by foreign con-
tractors, as well as military intervention by
neighbouring armies, especially Chad’s,
backed by aerial intelligence from France
and the United States. “They wanted re-
sults,” said Jakkie Cilliers of the Institute
for Security Studies, a think-tank in Pre-
toria. “This is about working in an environ-
ment with very limited infrastructure. It’s
about tracking and bushcraft.” The South
Africans “have many skills in that regard”.

In the dying days of apartheid a stream
of white South African ex-soldiers sought
to ply their trade in conflicts abroad. The
best-known mercenary outfit was Execu-
tive Outcomes, which in the 1990s fought
rebels on behalf of Angola and Sierra Le-
one, to controversial but often impressive
effect. These soldiers offortune, with expe-
rience drawn from subjugating the black
majority, were an embarrassing export for
the post-apartheid rulers of South Africa.
An “anti-mercenary” law, the Regulation
of Foreign Military Assistance Act, was en-
acted in 1998 and toughened in 2006.

The defence minister, Nosiviwe Ma-
pisa-Nqakula, who herself underwent for-
eign military training in the 1980s (in Ango-
la and the Soviet Union) as a member of
the African National Congress’s armed
wing, has threatened any South African
helping Nigeria’s military with arrest upon
return home. “They are mercenaries
whether they are training, skilling the Ni-
gerian defence force or scouting for them.
The point is they have no business to be
there,” she said in January.

The anti-mercenary code is rarely ques-
tioned, although its flaws are apparent. Vi-
olations are hard to prosecute. South Afri-
can citizens serving in the Israeli and
British armed forces have been threatened
with prosecution. 

Sometimes foreign mercenaries have
been saviours—for instance in Sierra Le-
one, when a privately hired helicopter-
gunship crew helped to save the capital,
Freetown, from falling into the hands of
hand-chopping rebels in 2000. Soldiers of
fortune will always find their way to war.
Regulating them, rather than trying to ban
them, might be a better solution on a conti-
nent that has too few effective regular sol-
diers of its own.7

SEVEN highly placed former officials
have been charged with fraud after a de-

cade-long, on-again-off-again investiga-
tion. They include two formerfinance min-
isters, David Mwiraria and Chris Obure
(who is now a senator). All deny the char-
ges. This is the first serious prosecution of
senior politicians accused of corruption in
modern Kenyan history. One Western dip-
lomat calls it “a revolution” in the fight
against graft.

The alleged fraud was first exposed in
2005 by John Githongo, a whistle-blower
who had been appointed as the country’s
anti-corruption tsar but soon had to flee,
fearing for his life. Nobody was punished
and many of those accused remained in
prominent posts. But things may have be-
gun to change thanks to public pressure in
Kenya and a hardeningofattitudes in Swit-
zerland, where some supposedly ill-gotten
gains were transferred. 

At the heart of the case are allegations
that, for almost two decades, a group of
Kenyan officials, ministers and business-
men signed overpriced or fake contracts
for equipment of all kinds, from printing
presses to arms. At one point the funds
amounted to perhaps as much as 16% of
the annual budget. They could have paid
for antiretroviral drugs for every HIV-in-
fected patient in the country for a decade.

After an earlier attempt to prosecute
failed, the case became active again in 2013
with demands for payment of certain con-
tracts still outstanding. The president, Uhu-
ru Kenyatta, at first refused to pay but got
independent advice, from the IMF among
others, that balking on payments would
harm Kenya’s chances of raising money in
the bond market, which it was about to do.
When some of the contracts were paid, a
public backlash ensued. 

Fortified by public support, the presi-
dent initiated a new prosecution. It meant
going after some within his own ethnic
group, the Kikuyu, connected to Anglo
Leasing, a shell company with an address
in Britain at the centre ofthe alleged scams.
Investigators combed through boxes of ev-
idence that had not previously been seen.
They were aided by the Swiss government,
which supplied itsown documentsand ex-
perts, as well as by the Serious Fraud Office
in London. The Swiss ambassador in Ken-
ya, Jacques Pitteloud, went on national
television and declared, “This is a warning
that Switzerland is the wrong place for
your stolen money.” 7

Corruption in Kenya

At long last, a
prosecution

NAIROBI

Aftera long era of impunity, crooked
politicians maynow have to watch out
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THE level of debate between Germany
and Greece, protagonists in a drama

that could make or break the euro zone,
could hardly be called edifying. Take, for
example, the YouTube video from 2013
which shows Yanis Varoufakis, then a left-
leaning economics professor, arguing that
Greece should simply default on its debts
and “stick the finger to Germany”, and
making an appropriate hand gesture for
emphasis. When Mr Varoufakis, now
Greece’s finance minister, was confronted
with the clip on March 15th during a talk
show on German television, he claimed
the footage was doctored. The ensuing
“Fingergate” lasted days, as the German
media proved that the video was genuine,
albeit taken out of context. Germany’s
pundits spluttered with rage: the Greeks
were mendacious as well as impertinent.

This week marked a nadir in relations
between Greece and its largest creditor.
The tone has been deteriorating ever since
January when Alexis Tsipras, leader of the
far-left Syriza party, took over as Greek
prime minister. It is clear that Wolfgang
Schäuble, Germany’s finance minister,
and Mr Varoufakis no longer trust each
other as partners in negotiations to extend
Greece’s bail-out. When Mr Schäuble
called his counterpart “foolishly naive”,
Greece’s ambassador in Berlin filed a dip-
lomatic protest. 

Greece’s defence minister has threat-

stormed to victory in 1945, and meticulous-
ly preserved as silent exhortations to re-
sponsible governance. Germany’s politi-
cians generally go out of their way to be
sensitive to countries which the Nazis in-
vaded or occupied.

Had it not been for Russia’s aggression
in Ukraine, Angela Merkel, the German
chancellor, would now be preparing to at-
tend the 70th-anniversary celebrations of
the Soviet Union’s victory over Germany
on May 9th. As it is, she will instead go to
Moscow the following day, May 10th, to
visit the grave of an unknown soldier.
Meanwhile, the need for unequivocal con-
trition over the Holocaust is the main rea-
son why Mrs Merkel still calls her country
Israel’s strongest ally in Europe.

But for all Germany’s impressive atone-
ment and sensitivity, there are limits. This
becomes clear when one looks in detail at
the cluster of historical issues that have
been raised by Greece, and how they have
been handled. The Greek demands can be
broken into three categories. First, there are
general reparations which Germany was
expected to pay to the governments of
countries that were the victims of its ag-
gression. Second, there are moral or legal
debts Germany may owe to individual vic-
tims. And third, there is the specific matter
of a loan that Greece was forced to extend
to Germany during the occupation; it was
used to finance the war in Africa.

At a big London conference in 1953, Ger-
many’s creditor countries, including
Greece, forgave much of West Germany’s
foreign debt, thus helping to make possible
its “economic miracle”. But reparations
were deferred to a future peace treaty. That
treaty was, in effect, signed in 1990, when
the two Germanies and the four victors
(America, Britain, France and the Soviet
Union) accepted reunification. Helmut 

ened to let masses of Syrian refugees, pos-
sibly including terrorists, pass through to
Germany. Europe hasonly itselfto blame if
that happens, he said. The Greek justice
minister suggested that, as part ofhis coun-
try’s ongoing claims against its old oppres-
sor, he might even seize the Athens proper-
ty of the Goethe Institute, Germany’s
cultural agency.

Arguments over a tactless hand gesture
might be called a childish spat. But histori-
cally based threats to seize German assets
carrya heavierpayload because theyrecall
some dark spectres that have never ceased
to haunt both countries. Between 1941 and
1944 the Nazis occupied Greece with a bru-
tality exceeded only in Slavic countries.
Greece has never formally dropped claims
on Germany which date from that time.
Now, in the midst ofa debate about recent-
ly incurred Greekdebts, the government in
Athens suddenly wants Germany to settle
some much older obligations, both finan-
cial and moral, as well.

Germans don’t like being reminded of
the past by others, because they have their
own very formal rituals ofrecollection. Re-
membering and drawing lessons from the
past is baked into the German approach to
politics, psychologically and even physi-
cally. When legislators walk to debates in
Berlin’s Reichstag building, they see walls
covered in Cyrillic graffiti. These were
scribbled by Red Army soldiers after they

Germany, Greece and history

Pointing fingers
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With the euro zone on the brinkagain, neitherchildish squabbles norhistorical
arguments are helpful to GermanyorGreece
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2 Kohl, the chancellor, and Hans-Dietrich
Genscher, the foreign minister, deliberate-
ly avoided calling this “2+4 agreement” a
peace accord. This helped deflect sugges-
tions that the matter of reparations should
have been dealt with explicitly at the same
time. But it was widely assumed that the is-
sue had simply expired.

Greece did not speak up at the time. But
it later argued that a treaty to which it was
not a signatory could not have wiped out
its claims. As Greeks sometimes put it, they
were told before 1990 that it was too early
to deal with the issue of reparations. Then
they were told it was too late. This month
MrTsipras declared in parliament that Ger-
many had used “tricks” to get out ofrepara-
tions. This view was firmly rejected in Ber-
lin. Germany considers this case “closed,
legally and politically”, as Mrs Merkel’s
spokesman repeated this week.

Germany takes a similar view about its
possible debts to individual victims and
their families. West Germany made many
payments of atonement in the post-war
years, totalling €71 billion ($75 billion), ac-
cording to government data. As part of a
1960 agreement with west European coun-
tries, it paid DM115m (or €57.5m) to Greek
victims of Nazi crimes, which amounts to
€2.50 “for each day at Auschwitz,” says
Eberhard Rondholz, a historian. To victims
and their descendants that seems laugh-
able. Starting in 1997 victims of one Ger-
man massacre, in the village of Distomo in
1944, sued Germany privately. 

In 2012, however, the International
Court of Justice in The Hague sided with
Germany, invoking the notion that govern-
ments have immunity from lawsuits by in-
dividuals in foreign courts. Germany was
not the only country relieved by that deci-
sion; the world is full of governments that
have done wrong to foreigners in the past. 

The forced loan by Greece to Germany
in 1942 is different. It amounted to 476m
Reichsmarks or, according to Greek esti-
mates, €11 billion today. (That is about 17%
of the €65 billion that Greece today owes
Germany as part of its bail-out.) In the
1960s Ludwig Erhard, the then chancellor,
said that Germany would repay the loan
once it reunified. He may have assumed
this would never happen. 

There are many in Germany who are
open to repaying the forced loan. “When if
not now?” asks Mr Rondholz. To avoid set-
ting precedents Germany could put the
money into a trust or foundation, he adds.
Several politicians from the centre-left So-
cial Democrats and Greens are also calling
for repayment, in keeping with Germany’s
post-war tradition of assuming responsi-
bility and showing goodwill.

Other Germans see the timing of re-
newed Greek impatience to talk about the
war as suspicious. Since roughly 2000,
German identity has shifted, says Hans
Kundnani, author ofa new book, “The Par-

adox of German Power”. Germans no lon-
gersee themselvesonlyasperpetrators but
also as victims of the war, as heirs not only
of Auschwitz but also of Dresden, a city in-
cinerated by British bombs. 

In today’s narrative, reasonable or not,
the Germans see themselves as victims in
the euro crisis. They think they are being
asked to pay for the errors of others, who
are using the past as a “pretext for extor-
tion, a way to get German money”, Mr
Kundnani thinks. Indeed Bild, the largest

German tabloid, has described the talk of
reparations as “blackmail”.

This worsening climate inevitably af-
fects the tone of debate about the future of
the euro zone. According to a new poll, 82%
of Germans doubt that Greece will carry
through the reforms it has promised, and
52% want it to exit from the single currency.
In a sign of her concern, Mrs Merkel has in-
vited Mr Tsipras to Berlin on March 23rd. It
will take all her vaunted skill to save Eu-
rope from an unintended disaster.7

A French political fad

Jacques is back

HE IS 82 years old, and his presidency
is hardly a glorious memory. It was

on his watch that France’s competitive
position sharply declined. His popularity
sankto 16% during his penultimate year
in office. But seven years on, Jacques
Chirac has emerged as an improbable
icon of retro taste and a figure of public
affection. 

Bizarre as it seems, images ofMr
Chirac in his younger days have become
a cult fashion item. T-shirts and tote bags
display the former president as the em-
bodiment of insouciant cool: drawing on
a cigarette, lounging on a sofa, or leaping
nonchalantly over a ticket barrier in the
Metro. Captions, in English, include
“Chill” or “French touch”. There is a page
on Tumblr, a social-media hub, devoted
to vintage photos of the career poli-
tician’s “suave gangsterism”. Grazia, a

fashion magazine, recently called him a
French Cary Grant. “Chirac, the hipster”
wrote Les InrocKuptibles, a left-leaning
style magazine, has made a “sensational
comeback in the form ofa fashion icon”. 

Five years after leaving office, Mr
Chirac had already become the most
popular political personality on the
centre-right. Among heads ofstate under
the Fifth Republic, proclaimed in 1958, he
is now a distinguished figure. Voters rate
him, along with his mentor Charles de
Gaulle, as the president who best embod-
ied optimism, according to a new poll.
Three new books out this year decrypt
(not always favourably) the long-time
political hack, who first entered parlia-
ment in 1967 and went on to become
mayor ofParis and prime minister before
winning the presidency in 1995.

This is puzzling. Mr Chirac’s record in
office was, after all, patchy. In his term,
unemployment averaged 10%, debt
mounted, the French said no to Europe,
and the suburban banlieues rioted. Upon
leaving office, he was convicted of the
misuse ofpublic funds when mayor of
Paris in the 1990s. His best claims to a
place in history were his stand against
the American-led assault on Iraq, and his
recognition of the collaborationist French
government’s role in deporting Jews. 

Perhaps the answer is not politics, but
style mixed with nostalgia. Rogue,
charmer, father, statesman: Mr Chirac
represents the fashions and contradic-
tions ofhis era, his images forming a sort
of Instagram before its time. He blends “a
French chic that is both strict and funky”,
suggests Les InrocKs. Amid political dis-
illusion and economic uncertainty, there
may also be a wistful yearning for sim-
pler times. Antoine Delomez, head of
Atelier Amelot, a Paris textile design firm,
reports a surge in sales ofhis Chirac
T-shirts; he says this “reflects a nostalgia
for a time when people think things were
better—whether they were or not.”

PARIS

An old warhorse is suddenlycool

A leap back to the future
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ALL over Europe, anti-establishment
groups have surged in the polls by pro-

posing alternatives to austerity. Mean-
while, ruling parties are closing ranks to
defend the need for bitter medicine. One
party has done well by playing both roles
at once, as a standard-bearer of protest in
the Republic of Ireland, and a partner in
government in the island’s north.

That party is Sinn Fein, which was the
political wing of the Irish Republican
Army in the days when its battle to sever
Northern Ireland’s links with Great Britain
was in full swing. The party remains confi-
dent of achieving its strategic goal of being
in government in both parts of Ireland by
2016, the centenary of the Easter Rising
against Britain. But this month, its north-
south balancing act was teetering at times.

In Belfast, Sinn Fein (whose name is
sometimes translated as “ourselves
alone”) shares power with the Democratic
Unionist Party in a broad coalition whose
existence is mandated by the peace pro-
cess. Last December the Northern Ireland
executive agreed to implement cuts to wel-
fare payments and public services. 

In the Republic, Sinn Fein makes hay
from the hardship that stoical voters have
endured for much longer. For six years, tax
rises and spending cuts have been re-
quired annually to restore fiscal stability,
after the collapse of2008.

This harsh discipline has brought some
rewards. In December2013 Ireland success-
fully exited its euro-zone bail-out pro-
gramme. But the austerity measures, virtu-
ally all of which Sinn Fein vigorously
opposed, have eroded public support for
the governing coalition, consisting of the
centre-right Fine Gael and Labour. Unsur-
prisingly, Sinn Fein has been the biggest
beneficiary ofpublic discontent. 

Having taken 9.9% of the votes in the
2011 general election, Sinn Fein has surged
above 20% in some recent polls. But its tac-
tic of imposing austerity in Northern Ire-
land while opposing it in the Republic,
where it vows to scrap both a property tax
and a charge for water usage, has exposed
it to a well-founded charge ofhypocrisy.

That probably explains Sinn Fein’s un-
expected decision on March 9th to with-
draw its support of welfare reform in
Northern Ireland, even though this has put
the power-sharing executive in jeopardy.
That, in turn, cast a shadow over this
week’s visit to Washington, DC, by Gerry
Adams, the Sinn Fein leader, who joined

other Irish politicians in making a St Pat-
rick’s Day pilgrimage to the White House.
The State Department, which fosters peace
in Belfast, signalled disapproval by drag-
ging its feet over meeting Mr Adams.

Sinn Fein has much experience ofhold-
ing an equilibrium between constituen-
cies in Belfast, Dublin and Washington. A
biggercloud on the horizon maybe its han-

dling of recurring sex-abuse scandals in-
volving former members of the IRA. On
March 10th a middle-aged man said in
press and television interviews that he had
been raped as a teenager by an IRA mem-
ber, and then had to attend a “kangaroo
court” in which he was asked whether he
wanted the abuser killed, beaten or exiled. 

Sinn Fein counters such allegations by
urging an all-Ireland approach to support-
ingvictims ofsexabuse in all communities
and helping them to “access justice”, pre-
sumably of the conventional sort. But for
many voters, talk of kangaroo proceedings
is an unpleasant reminder ofa murky past. 

A general election must be held in the
Republic no later than next spring. Enda
Kenny, the Taoiseach (prime minister), will
delay setting the date, hoping to benefit
from a recovering economy. Even so, the
coalition will have a hard time getting re-
elected. Sinn Fein says it is keen to enter a
governing coalition, but only as a major
party. At a minimum it will be a critical
player in the bargaining that follows Ire-
land’s next political contest.7

Irish politics

Eyes on the prize

DUBLIN

Despite some stumbles, Sinn Fein still
hopes to share powerin the south

Alone at the top
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GENERAL ELECTION

ONLY a few years ago, politicians in the
European Union, and in the poor and

war-ravaged countries in the continent’s
south-east, felt that between them they
were creating a virtuous circle. With EU

help, poor Balkan lands would improve
their governance and streamline their
economies; in due course they would be
rewarded with EU entry. Thanks to all that,
people in poor places would have less rea-
son to move to Europe’s rich north; in va-
rious ways, the EU was coming to them.

Now that virtuous circle, if it ever really
existed, is badly frayed. People from the
Balkans are once again heading north, le-
gally or otherwise, because they have giv-
en up waiting for the situation in their own
countries to improve.

The problem feels especially acute in
Kosovo, the territory for which NATO went
to war in 1999. With unemployment high,
and political life deeply corrupt, people of
all classes dream of escape. But Kosovo is
the only place between Portugal and Uk-
raine where a visa is still needed for travel
into the Schengen zone, the hard core of
the EU. 

Recently, says Lulzim Peci, who runs
KIPRED, a think-tank in Pristina, there has
been a new spike of pessimism about life
in Kosovo improving in any way. That

must be one reason for the surge in illegal
migration into Schengenland. Until the
door was closed in February, lots of Koso-
vars took advantage of what was, for al-
most two months, an oddly unguarded
border between Serbia and Hungary and
then headed north and west. 

Shpend Ahmeti, the mayor of Pristina,
reckons 40,000 people took part in that
dash for Europe’s wealthier parts; others
think it was more. Many of those who
reached such destinations as Germany,
Austria or Sweden immediately applied
for asylum. Virtually none will get it, given
that the Balkans is no longer a zone of war

Migration from the Balkans

Quitting dreams, chasing dreams

PRISTINA

Manypeople in Europe’s south-east see more hope in leaving than staying 

Opportunity knocks

Sources: Eurostat; European
Stability Initiative *Excluding Austria
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2 or oppression, and people are already be-
ing sent back. But they clearly thought it
was worth a try.

It would be too simple to say that these
migrants were fleeing dire poverty. In gen-
eral, they were neither the poorest in the
country, nor were they all unemployed.
They went, says Mr Peci, because “they
surrendered” to gloom. The people who
left included taxi drivers, car mechanics,
cleaners and shop workers. Many of them
were trying to support families on €250
($265) a month. Thatmighthave been toler-
able so long as better days seemed around
the corner, but such illusions have largely
evaporated.

Recent political events have reinforced
such pessimism, says Mr Peci. After last
summer’s general election, many hoped
an opposition coalition would take power.
Then a deal was done in December be-
tween the leading party of the old govern-
ment and the biggest opposition group.
Many concluded that there would be no
change for another four years. 

Migration from Kosovo attracts publici-
ty because it is often illegal. But Kosovars
are not alone in longing to escape an ap-
parently intractable mixture of nepotism,
crippling taxes and barriers to enterprise.
In the words ofa Serbian banker who now
lives in London, more and more people in
the Balkans are saying, “this region does
not offer a future for my children.” 

Nor do people any longer cherish the
hope that EU membership, if it eventually
comes, will transform life in their coun-
tries. Croatia joined the EU in 2013 but that
has failed to lift the economic doldrums
that have afflicted the country for five
yearsand prompted well-qualified people,
such as doctors and nurses, to leave.

In 2009-10, people from five countries—
Albania, Serbia, Bosnia, Macedonia and
Montenegro—won the right to enter the EU

without a visa. But that doesn’t mean they
are entitled to settle, work or claim bene-
fits. For the desperate, other strategies
come in handy, such as opportunistic re-
quests for asylum.

According to the European Stability Ini-
tiative, a think-tank, the number ofasylum
bids received in the EU from these five
countries soared last year to 70,000, com-
pared with an average of 10,000 before
visasended. And in contrastwith the Koso-
varsurge, manyofthese applications seem
to have come from the poorest levels of
society, including the Roma minority.

Slow processing by a clogged-up sys-
tem creates opportunities as well as pro-
blems. Even though they are almost sure to
be turned down, applicants can at least
claim some social security and even hous-
ing benefits during the months they have
to wait, and that makes the application
worthwhile. Whenever the procedure is
accelerated, applications dry up.

In the long run, the only thing that will

reduce the outflow from the Balkans is a
better life back home. It is a mildly encour-
aging sign that more people are demand-
ing change, where necessary in ways that
bypass formal politics. In Serbia lawyers
went on strike for four months last year
and teachers have been striking recently.
Judges are on strike in Kosovo. Last year
protests flared across Bosnia. None of this
will bring quick change. But people who
still hope for a better Balkans take heart
from the fact that some people want to stay
and fight, rather than flee.7

FOR the head of the hoteliers’ associa-
tion in Rome, the announcement was

“manna from heaven”. On March 13th
Pope Francis declared an extraordinary ju-
bilee, or holy year, to last from December
8th 2015 until November 20th 2016. (Ordin-
ary jubilees are proclaimed every 25 years;
the pontiff has the right to proclaim extra
ones ifhe feels the spiritual need.) 

God and Mammon have often been un-
comfortably close during holy years, a
time when Catholics are encouraged to
make pilgrimages to Rome, intensify their
devotions, and meditate on such themes
as mercy and pardon. In the late Middle
Ages, the church used jubilees to market in-
dulgences, purporting to shorten the recip-
ient’s stay in purgatory. Nowadays, holy
years mostly generate profits for others.

Shares in Atlantia, Italy’s biggest motor-
way concessionary, leapt by more than 3%
after last week’s news.

“The flow ofvisitors is not concentrated
into a brief period, as happens with big
sporting events like the Olympic Games or
the [football] World Cup,” notes Matteo
Caroli, a professor at the business-oriented
Luiss University in Rome. The most recent
jubilee in 2000 brought an estimated 25m
visitors to Rome, a rise of about a quarter
on the previous year. The capital’s left-
wingmayor, Ignazio Marino, expects “a big
leap forward” in the city’s GDP. Tourism
businesses say they would be satisfied
with receipts 15% above normal. But no-
body knows how many people the hugely
popular Francis will attract.

That poses some challenges to Matteo
Renzi’s centre-left government, which was
taken by surprise by the announcement
(“popes don’t ask permission”, a prime
ministerial aide observed drily). A vast se-
curity operation will be needed, and per-
haps emergency funding. Last time round,
the central government transferred the
equivalent of €1.75 billion ($1.87 billion) to
the city four years ahead of the jubilee.
This time, with less than nine months to go
and the government’s 2015 budget already
decided, there is no scope for a grand plan
to boost infrastructure.

But that has not stopped the mayor
from airing plans for further pedestrianis-
ingthe road through the forums, reopening
a long-disused railway line, expanding a
metro station and increasing the frequency
of trains to and from Fiumicino airport.
Should the Vatican be asked to chip in? A
junior minister indicated that the govern-
ment had not ruled it out. But the pope’s of-
ficials will doubtless feel he has already
done his bit for Italy’s still-elusive eco-
nomic recovery.7

Rome’s papal windfall

A time to give
thanks

ROME

Benefits from a “holyyear” will be
material as well as spiritual 
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WHEN Russia was preparing to annex Crimea a year ago its
television broadcasts, portraying the protesters who had re-

cently overthrown Ukraine’s regime as a neo-Nazi rabble, soft-
ened the peninsula’s defences as effectively as any artillery as-
sault. One month later, when Russian-backed rebels overran
Donetsk, in eastern Ukraine, one of their first acts was to seize
control of the television centre and replace Ukrainian broadcasts
with previously banned Russian ones. 

The Kremlin’s propaganda machine has been a key compo-
nent of the “hybrid warfare” that Russia has waged in Ukraine,
and has helped shore up Vladimir Putin’s support at home. But it
spreads much further. It spills into east European countries via
television services that offer viewers tasty blends of entertain-
ment garnished with sprigs of fake news. It extends westward in
the form of outfits like RT (formerly Russia Today), a Kremlin-
backed news outfit which broadcasts in English, Spanish, French
and German, or neatly designed supplements placed in the New
York Times or Daily Telegraph. Sometimes it is smuggled directly
into respectable domestic publications, as gullible or time-
starved editors unknowingly reproduce Russian misinforma-
tion. Meanwhile Kremlin-backed trolls poison online discussion
forums and social networks.

Countries in the front line ofMoscow’s “weaponisation of in-
formation”, in the words of Peter Pomerantsev and Michael
Weiss, two analysts, have long sought to draw attention to the
problem. The European Union is at last listening. Heads of gov-
ernment, meeting in Brussels as we went to press, were expected
to ask Federica Mogherini, the EU’s foreign-policy chief, to pro-
duce a plan to counter Russia’s “disinformation campaigns” by
June. Before that the EU will launch a task force (working name:
Mythbusters) charged with monitoring Russian media, identify-
ing patent falsehoods and issuing corrections.

This is awkward terrain for Europe. It was hard enough to gal-
vanise a collective response to Russia’s military adventurism; in-
formation warfare is a still murkier world. The challenges faced
by Britain in countering RT’s misinformation are different from
those in Baltic states with Russian-speaking minorities, or in war-
torn Ukraine, subject of Russia’s most egregious lies. That the EU

hasbelatedlybeen persuaded to act isprogress. Butofficials stress

that individual countries must do much of the work.
Some are pushing ahead: in September Estonia will launch a

general television channel aimed at the quarter of its population
who speak Russian first. Others have bigger ideas: Latvia, home
to the EU’s largest Russian-speaking minority, has proposed pub-
licly funded pan-Baltic channels. Some talkof trying to penetrate
Russia’s tightly controlled media market. The Dutch government
has financed the European Endowment for Democracy, a Brus-
sels-based think-tank, to consider various proposals. Ms Moghe-
rini will carefully read its report, due in May. But her team down-
playsambitiouscalls foraction: grand schemes that require grand
funds are, mercifully, out ofstyle in Brussels. 

The ideasfloated instead are sensible, ifsmall: getting national
media regulators to talk to each other, building networks of
trusted journalists and, in countries at risk, supporting local pro-
ducers of good journalism. One example often cited is Hro-
madske, an online Ukrainian TV channel that sprangoutofKiev’s
Maidan protests. The EU will also try, somehow, to spread its own
message better: Eurocrats admit they have been outgunned by
Russia when it comes to explaining matters like free-trade deals.

Amid all this, one fear is of ham-fisted responses. The danger
is greatest in Ukraine, where officials have harassed and de-
ported Russian journalists and frustrated international reporters
with their own obfuscations. The government is finalising plans
forUkraine Tomorrow, a channel designed to square up to RT that
local journalists fearwill descend to its standards. Elsewhere, too,
there have been difficulties. Last year Latvia and Lithuania tem-
porarily banned Russian broadcasters. In Britain RT has tangled
with Ofcom, the media watchdog. Some want the EU to expand
its visa-ban list to cover more moguls and journalists.

Russian outlets must abide by local laws, of course. But Euro-
peans should be wary of handing Mr Putin easy propaganda
wins. Up against lavishlyfinanced Russian media, cash-strapped,
fractious Europe will always struggle: one American official lik-
ens the battle to using a teaspoon to shovel out of a snowstorm.
But European values like free speech and a commitment to truth
remain potent, as Ukrainians know well. Europe’s best hope lies
in loudly promoting them. If attempts to counter disinformation
are to get anywhere, they must demonstrate the falsehood of the
most brazen Russian proposition ofall: that there is no truth in re-
porting, just a postmodern potpourri ofperspectives. 

Countering propaganda, not counter-propaganda
European officials insist they are not engaging Russia in a propa-
ganda war. Good: pro-Europeans in Ukraine and elsewhere want
an alternative to Mr Putin’s grubby tactics, not a European ver-
sion of them. Yet just as it underestimated Russia’s military re-
solve in Ukraine, Europe risks underplaying the potency of the
disinformation threat. Fact-checking and networking initiatives
can carry you only so far; Europe must act as well as react. 

Unwieldy bureaucracies like the EU have no business getting
into public broadcasting. But individual countries do, and some
are responding. GermanyisboostingfundingforDeutsche Welle,
its public broadcaster. The Americans are spendingmore, and en-
couraging Europeans to do the same. The British picture is
bleaker—facing a squeeze, the BBC World Service ended broad-
casts in Ukrainian in 2011—but officials have at least woken up to
the danger. Countering the storm of Russian propaganda will re-
quire innovative thinking as well as money, two resources in
scarce supply in Europe. But it is worth giving truth a chance.7

Aux armes, journalistes!

Europe is belatedlywaking up to Russia’s information warfare

Charlemagne

  



50 The Economist March 21st 2015

For daily analysis and debate on Britain, visit

Economist.com/britain

1

ON MANY occasions in the past few
years George Osborne has carried a

rain cloud into the House of Commons.
Britain’sgrowth forecastshad been revised
down yet again, he would explain; bor-
rowing would be higher than expected.
Butashe stood to deliverhis sixth (and per-
haps last) budget as chancellor of the ex-
chequer on March 18th, Mr Osborne was
cheery—partly because the weather has
truly improved, partly because he was
about to deploy a clever ruse. 

Britain grew faster than any other econ-
omy in the G7 last year, Mr Osborne boast-
ed. The national employment rate, at 73%,
has never been higher. The falling oil price
has cut inflation, which will this year end a
dismal seven-year stretch of falling real

for pre-election giveaways. This budget, he
said, was fully funded.

That is true of his policy announce-
ments, but not of his plans for total spend-
ing. Chancellors need only sketch out the
latter, and Mr Osborne has drawn a deeply
peculiar line (see chart 2). He has pencilled
in deep cuts to public spending over the
next two years—deeper than any annual
cuts in this parliament. That allows him to
keep a pledge to balance the budget ex-
cluding investment by 2017-18 and realise
an overall surplus in 2018-19. 

But then something odd happens. On
Mr Osborne’s new plan, day-to-day de-
partmental spending rises by £24 billion in
the final year of the next parliament—the
biggest real-terms increase in a decade. In
cash terms, this completely reverses the
cuts, though economic growth ensures the
books still balance. Whereas previously
Mr Osborne had sought a surplus of £23
billion in thatyear, he nowplans to be only
£7 billion in the black. Factor in better
growth and that means departmental
spending £31 billion or 9% higher. For de-
partments outside the ring-fence this could
mean cuts ultimately only about half as

wages. The government is saving money
on inflation-linked debt interest payments
and on benefits, which are often linked to
prices. And because oil is largely imported,
lower inflation has not dampened domes-
tic tax receipts the way it otherwise might. 

As a result, Mr Osborne is drawing a lit-
tle closer to the goal that has defined his
tenure (see chart 1). In 2010 the Conserva-
tivesargued thatBritain’s structural budget
deficit, then 9% of GDP, was a huge threat
to the economy, and pledged to close it. In
combination with the Liberal Democrats,
they set out on a course of austerity that
has involved cuts of roughly one-fifth to
departmental budgets outside a “ring-
fence” protecting the National Health Ser-
vice, schools and international aid.

The crisis in the euro zone and a British
economic slump led the chancellor to toss
out his original plan ofclosing the structur-
al deficit by 2015. He now intends to get
there three years later. And there was some
good news on that score. The Office for
Budget Responsibility (OBR), Britain’s fis-
cal watchdog, revised down its forecast for
borrowing by £1 billion-2 billion ($1.5 bil-
lion-3 billion) a year for most of the next
parliament. The national debt as a share of
GDP will fall in 2015-16, partly as a result of
flogging some assets, including £9 billion
worth of shares in Lloyds Bank, which the
state rescued during the financial crisis. Mr
Osborne boasted that he was resisting the
temptation—to use these windfalls to pay

The budget

Bust to boom

The final budget of this parliament was a strange mixofprudence, politics and
fiscal shenanigans
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2 bad as they were facingbefore MrOsborne
rose to the dispatch box this week.

This is a trick, but it is good politics. The
autumn statement last December had im-
plied that Mr Osborne planned to cut pub-
lic spending to 35% ofGDP, the lowest ratio
since the 1930s, by the end of the next par-
liament. Labour seized on that, accusing
the chancellor of planning to unpick the
post-war welfare state. Applied to a man
from a gilded background, who strikes vot-
ers both as hard-headed and hard-hearted,
that was a potent line of attack. Mr Os-
borne’s new spending plan appears to
head it off. Indeed, he claimed that the par-
allel was now with the year 2000.

The budget contained more than just
trickery. Most Britons will benefit from a
further boost to the amount they can earn
before paying tax. The chancellor had al-
ready raised this from £6,475 in 2010 to
£10,600 in 2015-16. Now, itwill hit £10,800 in
2016-17 and £11,000 the yearafter, contribut-
ing £80 to most pay packets.

The chancellor giveth
A Liberal Democrat idea, raising the allow-
ance is popular: one poll puts support for it
at 83%. Both the Tories and the Lib Dems
pledge to raise it to £12,500 if re-elected,
which would take those earning the mini-
mum wage out of income tax altogether.
But the threshold is already so high that the
poorest fifth of workers did not pay in-
come taxat all last year, according to the In-
stitute for Fiscal Studies, a think-tank. The
latest rise helps middle- and high-income
households more than poor ones. 

Mr Osborne also announced several
other sweeteners. Those saving for their
firsthome will benefit from subsidies ofup
to £3,000 each. The young, who find it ever
harder to afford Britain’s pricey houses,
will probably welcome this. But by boost-
ing demand for homes without expanding
supply, it will push prices up, benefiting
homeowners most. More welcome were
the chancellor’s other giveaways: a plan to
devolve more tax revenue to Manchester
and a tax cut for the North Sea oil industry,
which has struggled since the oil price be-
gan to fall. 

These giveawayswill be largelypaid for
by three measures. Two—a fresh clamp-
down on tax avoidance and higher taxes
on banks—are bound to be popular. The
third, a reduction in tax subsidies for large
pension pots, was a policy Labour an-
nounced just weeks ago (see next article).

The budget, then, was a curious mix.
On the one hand, the chancellor sought to
demonstrate responsibility, by fully fund-
ing his pre-election schemes. On the other,
he penned a plan that sacrificed credibility
for political advantage. In 2010 Mr Os-
borne created the OBR to stop chancellors
manipulating growth forecasts. He has
now shown that the spending figures can
still be fiddled. 7

LIKE Olympian gods, two of the Conser-
vative Party’s most successful modern

chancellors of the exchequer, Kenneth
Clarke and Lord Lawson, looked down
from the gallery as George Osborne deliv-
ered his budget speech on March 18th. The
rotund Mr Clarke permitted himself a
smile or two at his successor’s gags; mostly
he and the more slimline Lord Lawson
watched impassively. It was possible to
imagine them feeling mixed emotions. For
Mr Osborne’s performance was mon-
strously political in a way they both disap-
prove of, yet also quite likely to improve
the Tories’ prospects.

That was evident in the far livelier re-
sponse it elicited from the opposition. Boil-
ing with vote lust, Labour Party MPs
shrieked and wailed at Mr Osborne, espe-
cially when, in his opening remarks, he
claimed British living standards had risen
over the course of this parliament. Ed Mili-
band, Labour’s generally restrained leader,
waved his arms like a drowning man—and
not only because Mr Osborne’s claim was
dubious. It was plainly intended to take
down the last pillar of Labour’s jerry-
rigged economic platform.

For most of the past five years the eco-
nomic message crafted by Mr Miliband
and his shadow chancellor, Ed Balls, was a

criticism of Mr Osborne’s spending cuts.
This was either on the basis that they hurt
the recovery or that they were cruel; either
way, it was unwise. The Keynesian argu-
ment was academic, because Labour was
in no position to prove its case, and be-
cause it made such an obvious hostage to
fortune. As soon as strong growth re-
turned, as it did in 2013, MrOsborne would
look vindicated, as indeed he has. The so-
cial-justice argument was worse, for sug-
gesting the bleeding-heartprofligacy that is
Labour’s greatest reputational flaw. 

Hence Mr Miliband’s third tack: an ar-
gument that Britain’s low productivity and
many imbalances render the growth Mr
Osborne trumpeted irrelevant to millions
of workers. More than growth, he argued,
the economy required interventions to
make it fairer. As inflation has fallen, and
the labour market tightened, this case has
been growing weaker: the last quarter of
2014 saw the first significant wage increase,
in real terms, for five years. Yet Mr Mili-
band has a point—as proved by the vigor-
ous effort Mr Osborne made in his budget
speech to rob him of it.

While claiming that Britons were thriv-
ing, he sent some resources in the direction
of those who are obviously not. Thus his
heavily trailed plan to raise the tax-free al-
lowance to £11,000 ($16,000)—which was
greeted with exaggerated celebrations
from the Liberal Democrats, the coalition’s
junior partner, from whom Mr Osborne
purloined the idea. Thus, too, in another
naked pitch forex-Labourvotes, sundry of-
fers of gravy for the north of England, in-
cluding more devolved powers for metro-
politan Manchester.

Havingstolen several Labourgarments,
Mr Osborne then ripped off most of what
remained. He raised a taxon banks and cut
the lifetime tax-free pension pot allow-
ance. Mr Miliband had promised the sec-
ond, to cover the costofLabour’splan to re-
duce university tuition fees, only a
fortnight ago: now he has a £600m hole
where a policy used to be.

Even the chancellor’s gags were awk-
ward for Mr Miliband. A revelation that his
house has two kitchens has made him
seem more than usually out of touch with
his blue-collar troops; cue Mr Osborne to
announce backing for some whizzkid IT:
“So should—to use a ridiculous example—
someone have two kitchens, they will be
able to control both fridges with the same
mobile phone.” Mr Clarke smiled at that.

Beneath the slap and tumble lies a seri-
ous argument. To repudiate Mr Miliband,
the Tory chancellor has often implied that
there is no living-standards problem that
growth will not solve. His giveaways sug-
gest he has reconsidered. Not that Mr Mili-
band will be pleased by Mr Osborne’s im-
itation. The Labour leader has got one of
his three arguments on the economy right,
only to be outmanoeuvred.7

Budget politics

Ed Miliband’s
one-legged stool 

George Osborne aims a kickat Labour’s
strongest economic argument

Ed Balls can’t believe it
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FROM the howling on the opposition benches as George Os-
borne delivered his sixth budget speech on March 18th, you

would think the British state had been ground to a husk over his
five-year chancellorship. It was a familiar chorus. The notion that
the coalition government’s spendingcuts are an ideologically dri-
ven wrecking job, spreading anguish to which the Conservative
chancellor is icily indifferent, has sustained the Labour Party
since its 2010 fall. Hospitals, schools, local government—in their
constituencies Labour MPs swear to rescue them all from “Tory
cuts”. In Birmingham, the LabourMP Liam Byrne has accused the
government of trying to “destroy” Britain’s second city—which is
a bit rich considering it was he, as an outgoing Treasury minister,
who left the note by which 13 years of New Labour government
became instantly defined: “There is no money.”

Yet something odd is going on. After one of the biggest fiscal
squeezes in post-warBritain, which has seen a million public-sec-
tor jobs cut, Britons tell pollsters they have never been happier
with public services. Lookingforan explanation, Bagehot spent a
pre-budget day in Croydon, an unfashionable outer London sub-
urb known for a big riot in 2011, which is also the sort of place
upon which May’s electoral verdict will depend. Croydon Cen-
tral, which the Tories hold with a small majority, but whose local
governmentwent from blue to red lastyear, isa swingconstituen-
cy. Ominously for the Tories, you would think, it has a struggling
hospital and its local government budget has been cut by 35%, on
a per head basis, making it one of the worst hit in the country. Re-
cent polling puts Labour narrowly ahead.

Yet Gavin Barwell, the local Tory MP, reckons he is well-
placed—and an afternoon’s canvassing with him in Woodhall,
one of Croydon’s most Labour wards, suggests he could be. Not
because MrBarwell, a 43-year-old Croydonian, did notencounter
Labour voters among its tatty Victorian terraces. There were
many, with many grumbles, including about the National Health
Service, benefit cuts and costly housing. Yet these troubles have
little to do with austerity. The government has not cut the NHS, its
benefits changes—which are popular—continue Labour reforms,
and scarce housing, which is driving up property prices in Croy-
don, is a different sort of problem. The fact is that, although the
government has been defined by austerity, it has cut hardly any

front-line services except local government, the fire department
and police—and most people remain content with them.

The main explanation is that the local government cuts,
which matter most, given the many services councils run—in-
cluding caring for children and the elderly, emptying bins, light-
ingstreets and running libraries—are less drastic than they sound.
Labourdoubled councils’ budgets in real terms, storingup plenty
of fat. To dull the blow of austerity, moreover, the coalition gov-
ernment has given them new responsibilities, for example over
public health, for which they get extra money. It has also allowed
them to retain more locally raised revenue, including from busi-
ness taxes. In cash terms, local government expenditure has in-
creased: it will be £79 billion ($117 billion) this year, up from £76
billion in 2010-11. In Croydon, fairly typically, there have been job
losses—including, laments Tony Newman, leader of the council,
to cherished road-safety staff, known as lollipop ladies. But no li-
brary has closed and, in Woodhall and elsewhere, there are shiny
new streetlights. In 2010 the council spent £490m; this year it will
spend £546m. That is not city-destroying. Indeed, some councils,
especially in the richer south, have adapted cleverly to the
squeeze, by pooling resources and services. 

Others, especially in the north ofEngland, where business tax
receipts are scarce and Labourcouncillors dulled by incumbency,
are finding it tougher. Holding down spending on social care, for
which there is rising demand from an ageing population, has
caused general pain, including in the NHS, because too many
lonely oldies are landing up in hospital. 

Take the government’s welfare reforms into account, and de-
mographic as well as regional losers emerge from Mr Osborne’s
squeeze. Those ofworking age have been hardest hit, losing child
and other benefits. That this has not met more resistance may be
because younger Britons, unlike their more self-righteous elders,
appear too resigned to protest; itwasstriking in Woodhall howal-
most all the non-voters were aged under 40. But it was also clear
that their main concerns were stagnant wages and high rents, en-
during problems of Britain’s low-productivity economy and
NIMBY attitude to house-building. They hurt immeasurably
more than spending cuts.

Cuts both ways
The big political lesson is that Labour MPs have exaggerated the
pain of austerity, which is liable to hurt them in May. It makes
them look hysterical. It has also made the Tories appear more
competent than they are—by seeming to have pulled off huge
cuts, which most Britons saw the need for, rather painlessly. And
if Labour wins the election it will regret this, because, to spend
more on the NHS, as it has promised to do, it will have to keep
squeezingcouncils. “There will be no additional fundingfor local
government unless we can find money from somewhere,” says
Ed Balls, the shadow chancellor. “We have not been able to.”

This means more pain for councils—but, if they are smart, per-
haps rebirth. As they struggle to provide basic services, the gov-
ernment is offering them more incentives to encourage growth as
well as efficiency. In addition to business-tax retention, it has
promised incentives for house-building and allowed them to col-
lect more tax. And the most able can have much more autonomy:
Greater Manchester, Mr Osborne said in his budget speech, will
retain all its business rates; Cambridge wants a similar deal. This
could amount to an historic change, which would be a good re-
turn on a squeeze that most Britons have not terribly noticed.7

Leaner but meaner

Oddly, fewBritons have noticed that the state has shrunk

Bagehot
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“THESE are pathetic, feeble excuses!”
roared Ed Miliband, leader of Brit-

ain’s opposition Labour Party, across the
floor of the House of Commons. Less than
two months before a general election, Brit-
ain’s parties and broadcasters continue to
squabble over the format ofa proposed se-
ries of televised debates. Mr Miliband
wants a head-to-head against the prime
minister, David Cameron. Mr Cameron,
wary of a risky duel, says he will take part
only in a seven-way debate with the lead-
ers ofall the main British parties represent-
ed in Parliament.

Before the television age, bringing de-
bates to a large audience was a slog. In 1858
Abraham Lincoln and his rival in Illinois
for a seat in America’s Senate staged seven
three-hour debates over two months
across the state. Widely attended and re-
ported, they raised Lincoln’s profile na-
tionally, paving the wayforhispresidential
victory two years later. Nowadays tele-
vised debates between candidates for the
top job are a democratic rite of passage.
South Africa’s first free election in 1994 was
preceded by a debate between Nelson
Mandela and F. W. de Klerk. Last year Af-
ghanistan and Indonesia held theirfirst de-
bates. Sometimes, voters even get debates
without full democracy: Mexico’s ruling
party consented to a televised showdown
in 1994, well before it stopped rigging elec-
tions. Mahmoud Ahmadinejad’s flubbed
performance in Iran’s first debate in 2009

notfieldingcandidates in mostofthe coun-
try. Sometimes judges decide: in 2013 Ken-
ya’s high court ruled at the last minute that
two more candidates should be allowed to
take part, taking the total to eight and drag-
ging out the programme to three hours.

America’s panel requires presidential
candidates to reach 15% in the polls to take
part. The rule has been challenged in court
by the Green and Libertarian parties,
whose candidates were arrested after prot-
estingoutside a TV studio in 2004. In 2010 a
group of academics recommended cutting
the threshold to 5%, the share needed to re-
ceive campaign funding, in order to wake
up the four out of ten voters who currently
don’t bother to cast a ballot for anyone.

But more inclusive rules can send view-
ers to sleep. Germany used to run round-
table discussions, featuring all parties. But
they proved deathly dull. Ratings fell from
84% of eligible voters in 1972 to barely half
by the late 1980s. Since 2002, it has used a
jazzier format. Das TV-Duell sees the top
two candidates battle it out, prodded by a
panel of presenters that most recently in-
cluded a comedian better known for his
performance in the Eurovision Song Con-
test. Other countries, such as the Nether-
lands, hold one debate for the main con-
tenders and another for the minnows.

Little note, nor long remember?
The scramble to take part can sometimes
seem pointless. In 2010 Australia’s prime
ministerial debate was brought forward by
an hour to avoid clashing with another
nail-biter: the final of “MasterChef”, a
cookery competition. The following year a
debate between party leaders in Canada
was moved because of an ice-hockey
match. Political scientists are sceptical
about the extent to which debates swing
elections. A study of nearly 2,000 opinion
polls in American presidential races be-

cost him votes—not that he paid attention.
Incumbents may tremble and viewers

yawn, but televised debates are becoming
a near-universal feature of democracy.
How should they be organised, and what
impact do they have? The first fight is over
who calls the shots. Some are run by the
state: in France, which has held them since
1974, they are arranged by a Conseil supé-
rieur de l’audiovisuel. More often, broad-
casters hammer out a format with the par-
ties. After America’s first debates in 1960,
between John Kennedy and Richard Nix-
on, Democrats and Republicans did not
agree to hold another until 1976. For the
next dozen years they were organised by
the League of Women Voters, which even-
tually tired of the parties’ attempts to turn
them into “campaign-trail charadesdevoid
of substance” and handed them to a com-
mission run by Democrats and Republi-
cans—to the irritation of small parties,
which call it a stitch-up.

Next, who should be invited? Some
electoral systems narrow the field: in
France, a single debate is held between the
two presidential candidates who get into
the second round. Swedish viewers, by
contrast, are taxed bya proportional voting
system and rules requiring the inclusion of
all parties represented in parliament. Last
year that meant an eight-way debate. Scot-
tish, Welsh and Northern Irish parties send
members to the parliament in Westmin-
ster and clamour for a place on air, despite

Televised political debates

Lights, camera, election

Live showdowns between candidates are spreading around the world. Outsiders
are most frequently the beneficiaries
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2 tween 1952 and 2008 by Robert Erikson of
Columbia University and Christopher
Wlezien, now at Texas University, found
that preferences usually shift only slightly
in the final six months. Even the worst on-
air performances seemed to have little im-
pact on the polls: Gerald Ford’s batty claim
in 1976 that “there is no Soviet domination
of Eastern Europe” failed to halt a slide by
Jimmy Carter (though Mr Carter still won).

But as two-horse races between well-
known candidates, America’s presidential
elections offera poorguide to the potential
influence ofdebates. When outsiders have
a chance, TV exposure can make a differ-
ence. Jesse Ventura, a former wrestler,
went from also-ran to eventual winner of
the Minnesota governor’s race in 1998, fol-
lowing a widely watched debate. Britain’s
first televised contest between party lead-
ers, in 2010, gave the third-placed Liberal
Democrats a big boost in the polls (though
most of that had dissipated by election
day). Sweden’s debates often catapult an
outsider to prominence. Last year’s benefi-
ciary was Annie Loof, a young MP who
was shooed away live on airby the eventu-
al winnerwhen she tried to hand him a pa-
per on energy. Little-known candidates
usually stand to gain most from the “un-
mediated exposure” of a live debate, says
John Curtice, a pollingexpertat the Univer-
sity ofStrathclyde.

Even when they skip the broadcasts
themselves, voters pay attention to the
commentary these generate. “They tend to
dominate the discourse, even if they don’t
have high ratings,” says Peter Esaiasson of
Gothenburg University. In one experi-
ment, a group of Americans was shown
the 2004 debate between John Kerry and
George Bush. Some were then shown com-
mentary from CNN saying that Mr Kerry
had won the argument. Others watched
NBC News, which gave the edge to Mr
Bush. By wide margins, the voters agreed
with the broadcaster they had listened to.
Australia’s and New Zealand’s debates are
accompanied by an on-screen, real-time
tracker of viewers’ opinions. The “worm”,
as the rising and falling line is known, is
credited with affecting the result of New
Zealand’s 2002 election, after it appeared
especially perky whenever the candidate
ofone small party spoke.

Mr Cameron is not alone among in-
cumbents in his reluctance to risk his ad-
vantage by taking to the podium. In 1980
Mr Carter rejected a debate with Ronald
Reagan and John Anderson, an indepen-
dent candidate, but was later forced to
agree to one (this time minus Mr Ander-
son) after criticism of his cop-out. But
sometimes staying away seems to do no
harm. On March 17th Binyamin Netanyahu
won a fourth term as Israel’s prime minis-
ter, beating Yitzhak Herzog of the Zionist
Union. At a televised debate last month,
neither man had bothered to show up. 7

POLLSTERS, strategists and media con-
sultants have been a fixture of Ameri-

ca’s long, pricey election campaigns for de-
cades. Now their know-how is in demand
elsewhere—and experts from other coun-
tries are muscling in on the increasingly
globalised industry ofcampaign advice. Is-
rael’s main parties turned to American ad-
visers in the run-up to the country’s gen-
eral election on March 17th, as did both
front-runners in Nigeria, where presiden-
tial elections are due on March 28th. Brit-
ain’s two biggest parties have brought in
Washington campaign strategists to pre-
pare for May’s poll. 

South American spin doctors have set
up in Miami to advise American candi-
dates on how to woo Hispanic voters in
the run-up to 2016. In 2012 João Santana, a
famed Brazilian strategist, helped Hugo
Chávez to stay on as Venezuela’s president,
despite his cancer diagnosis and record of
soaring crime and economic collapse. Bra-
zilians have also run campaigns in Angola
and Mozambique. 

Small countries struggle to sustain a
home-grown political-consulting industry.
That means opportunities for those from
bigger markets keen to keep working
through mid-term lulls. Spin-doctoring is
like boxing, says Igor Mintusov of the Rus-
sian Association of Political Consultants:
real contests, not just sparring bouts, are
needed to keep skills sharp. His members’
core business is in Russia’s regional elec-
tions, but theyalso pickup workin ex-Sovi-

et countries. In a few recent contests the ad-
visers have mirrored geopolitical splits,
with pro-Russian candidates seeking strat-
egists in Moscow and those more friendly
to the West flying in Americans. 

For globetrotting spin doctors, breaking
into a new market can be tough. Japan’s
political culture is so closed that locals
have a big head start in mastering the nu-
ances, says Dennis Johnson of George
Washington University’s School of Politi-
cal Management. Tom Edmonds, an Amer-
ican political media consultant who has
worked abroad, cites risks from finding
one’s car tyres slashed to not being paid. In
2011he and other foreign advisers who had
arrived for Tunisia’s first elections after the
Arab spring found themselves hamstrung
when the interim authorities banned poll-
ing, political advertising and candidates
speaking to the press. 

As campaigns become fancier, advisers
must specialise. Campaigns & Elections, a
bi-monthly magazine, lists more than 50
categories of political professional. The
skills spin doctors offer depend partly on
their home countries’ political systems,
says Felipe Noguera of the International
Association of Political Consultants. And
there are more of them in countries where
money floods into campaigns. 

America is the main testing ground for
ways to measure and win voters’ backing.
Its weak data-protection laws mean that it
turns out big-data miners and social-me-
dia experts. Brazil’s candidates get free air-
time, public money and huge donations
from businesses (not always legally). Add a
voting system that means personalities
matter more than ideology, and the result
is consultants who excel at ads as slick and
celebrity-forming as telenovelas.

A foreign star consultant may be boast-
ed about like a new sports coach—and the
trash talk can be similar, too. Last year Jim
Messina, an American advising Britain’s
Conservative Party, told senior Tories that
he had not yet lost an election and “I’m not
going to start with Ed Miliband [the main
challenger]”. But if it risks being seen as un-
patriotic, foreign help may be concealed.
In the 1990sBorisYeltsin’sAmerican advis-
ers holed up in a hotel in Moscow and dis-
pensed instructions via his daughter. Mr
Netanyahu cast his opponents’ advisers,
who had worked for Barack Obama, as
part of a plot by the American president to
oust him in revenge for his refusal to toe
the line in nuclear talks with Iran—even
though American strategists were hired by
Israeli parties of all stripes, including his
own Likud. 7

Political consultants

Spinning a win

The growing cross-border trade in
campaign advice

Correction: The briefing on nuclear weapons in the issue
of March 7th incorrectly stated that co-operation
between America and Russia over the New START treaty
has been suspended. We should have said that,
although New START continues to be implemented,
co-operation on nuclear-security measures has been
suspended and promised follow-on measures to New
START have been quietly abandoned. 
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CONSULTING has its Big Three; ac-
counting the Big Four; and executive

search a Big Five. But there is no corre-
sponding clutch of dominant law firms.
None has amassed as much as 0.5% of an
industry with global revenues of around
$650 billion a year. Even the biggest law
firms may be anachronistically inefficient.
They are run by lawyers, not professional
managers, insist on charging by the “billa-
ble hour” rather than by results and use lit-
tle technologymore advanced than e-mail.
Nonetheless, most big law firms have con-
tinued to be highly profitable.

In recent years, clients have begun to re-
bel against the billable hour, and at being
charged senior lawyers’ rates for work
done by juniors. Some have started send-
ing basic legal paperwork to cheap, off-
shore processing centres. But only now is a
serious threat to the law firms’ cosy exis-
tence emerging. 

It comes from none other than the Big
Four accounting networks (Deloitte, EY,
KPMG and PwC), whose combined annual
revenues of $120 billion exceed the $89 bil-
lion generated by the 100 largest law firms
combined (see charts, next page). Having
alreadydipped a toe into the legal business
a couple ofdecades ago, only to retreat, the
accountants have been stealthily building
up legal-services divisions. These have
now reached a size where they outgun
most law firms: by headcount, PwC’s legal

ofaccounting and law firms (see table).
Nonetheless, as the accountants run

out of room to grow in other businesses,
they will have trouble resisting this ineffi-
cient and lucrative market. And the law
firms will find it hard to fend them off. To
Michael Roch of Kerma Partners, an outfit
that advises professional-services firms,
the Big Four are “the biggest underestimat-
ed threat to the legal profession today”.

The idea ofaccountingfirmsdoing legal
work is hardly new. The Big Four have long
employed lawyers to work on European
clients’ taxreturns. In the 1990s the then Big
Five, led by the late, unlamented Arthur
Andersen, sought to diversify from audit-
ing and tax by expanding into both con-
sulting and law. With America off-limits,
all but Deloitte founded or acquired law
firms in Britain.

That trend ended abruptly when the
Enron scandal took down Andersen in
2002. Garretts, an English legal practice it
had affiliated with, suffered a harrowing
dissolution, in which its staff had to find
new jobs and its partners faced personal
bankruptcy. Observers attributed Ander-
sen’s demise to conflicts of interest be-
tween its consulting and audit arms. The
accountants’ legal divisions were seen as
presenting similar risks. Moreover, the Sar-
banes-Oxley corporate-governance re-
form America passed in the wake of the
scandal transformed the business environ-
ment for the surviving Big Four. Besides re-
stricting the auxiliary services they could
offer to audit clients, it granted them a
windfall in new regulatory work. In re-
sponse, the accountants mostly closed or
sold their non-tax legal practices.

Over the following decade, however,
incentives increased for the firms to revisit
their abandoned experiment. Revenues in
their audit and tax divisions flatlined, forc-

arm is the world’s tenth-biggest, and all
four networks’ law divisions are in the top
40 by this measure.

The accountants insist that they do not
want to compete with law firms, and that
legal services will remain a small chunk of
their revenues in the medium term. So far,
they have focused on mid-tier, process-ori-
ented work rather than the big deals and
lawsuits that elite law firms chase. More-
over, regulation has restricted their
growth: they cannot practise law in Ameri-
ca, which accounts for over a third of glo-
bal legal spending, and most European
countries restrict their freedom to do so.
Only a few countries allow full integration

Professional services

Attack of the bean-counters

Lawyers beware: the accountants are coming afteryourbusiness
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2 ing them to seeknewbusiness lines to keep
growing. As their corporate clients global-
ised, the Big Four’s international scale—to-
gether, they employ about 700,000 people
in more than 150 countries—became an in-
creasingly valuable selling-point. 

The recession following the 2008 finan-
cial crisis prompted businesses’ general
counsels to rebel against the padded bills
they get from the law firms they use. In the
same decade, several countries passed
laws opening up their legal industries. Brit-
ain and Australia authorised “multidisci-
plinary practices” (MDPs), which let attor-
neys share profits, without restriction,
with members ofotherprofessions. So, the
Big Four moved back in, buying small law
firms, poaching partners from others and
recruiting on campuses. With the flexibili-
ty to offer discounted, fixed fees, they start-
ed to win lotsofcorporate legal work. In re-
cent years the quartet’s combined legal
revenues have grown at double-digit rates. 

Since 2013 EY Legal has expanded from
23 countries to 64. Itmerged with a Chinese
law firm, Chen & Co, and hired a partner
from Freshfields, one of the “Magic Circle”
of posh London solicitors. In 2012 Deloitte
scooped up Raupach & Wollert-Elmen-
dorffin Germany, while PwC recently took
over an immigration-law boutique,
Bomza, in Canada. KPMG was the first of
the four to register an MDP in Britain,
which lets it give its lawyers there full-
fledged partnerships in the firm. Now, as a
proportion of the combined revenues of

the ten largest firms in each country, Kerma
Partners calculates that the Big Four’s
aggregate market penetration ranges from
4% in China and 6% in Britain to 20% in
Germany and 30% in Spain.

The Big Four are taking a more focused
approach this time. Rather than building
full-service firms, they are concentrating
on areas of law that complement their ex-
isting services: immigration, which sits
nicely with expatriate tax work; labour,
which goes with human-resources con-
sulting; compliance; commercial contracts;
and due diligence. So far they have resisted
taking on the priciest law firms for high-
value work on capital-markets transac-
tions or mergers and acquisitions. They are
also steering clear of non-tax litigation,
which could result in them suing potential
audit or consulting clients. But they are
seeking to build broader practices in
under-lawyered emerging markets where
the international law firms do not have a
presence but the accountants do.

Kill billable hours

For now the Big Four seem content with
stealthy growth. By tiptoeing around the
strongest firms, they have planted a flag on
the margins of the profession without set-
ting off alarms. “I don’t think we disrupt
the existing law business that much,” says
Leon Flavell, the head ofPwC Legal. Buthis
goal is to more than double its revenues by
2020, to $1billion a year. The legal business
is not growingfast enough forPwC and the

other three accounting giants to reach this
sort of turnover unnoticed. Eventually,
they will go head-to-head with law firms.

So far, law firms have been sanguine
about this looming risk. Those in America
can afford to be complacent: the accoun-
tants’ lobbyists are too busy advancing the
interests of their existing businesses to
push foran openingofthe legal profession.
Even if they tried, America’s legislative bo-
dies are infested with lawyers, who would
surely fight back. This should ensure that
the market remains protected for the fore-
seeable future. Similarly, the Magic Circle
firms in London can rest easy for now:
Europe’s finest lawyers can still name their
price for the most challenging, “bet-the-
company” work. 

Those most at riskfrom the attack of the
bean-counters are the profusion of mid-
tier legal firms in liberalised markets. Since
their profit margins are already low, they
cannot afford even a modest loss ofmarket
share. Unfortunately for them, much of
their business is high-volume, repetitive
tasks—just the sortofworkthat the Big Four
excel at standardising and automating.

Most of these vulnerable law firms
have been slow to react. That may be
because their clients are telling them not to
worry: in a recentsurveybyAmerican Law-
yer magazine, 90% of companies’ general
counsels did not think their business
would buy legal advice from an account-
ingnetwork. However, those general coun-
sels may themselves be cut out of the loop,
as the Big Four sell their companies’
finance departments a “one-stop shop”
service, with legal work bundled together
with consulting and tax filing. 

A handful of innovative law firms have
tried to “self-disrupt”, to pre-empt new en-
trants. In 2011Allen & Overy, a Magic Circle
member, set up a service centre in Belfast
to handle routine aspects of big deals. It
now employs almost 400 people there, in-
cluding 70 lawyers, at a fraction of London
salaries and rent. At the other end of the
market, in recent years groups of mid-tier
firms across the globe have linked up to
form loosely integrated networks. In Janu-
ary Dacheng of China joined a Western
confederation, Dentons, to create an alli-
ance that employs 6,600 attorneys.

Although the giants of the legal world
have sought to mimic the accountants’ cost
and scale advantages, they remain min-
nows compared with the Big Four. Only
the likes of PwC and Deloitte can muster
the capital and technology (and relatively
cheap labour) to industrialise the artisanal
model of legal practice that has endured so
long. Businesses that spend heavily on
legal advice stand to save a fortune. But
law firms that are sub-scale and inefficient
risk ruin. The Walmarts and Amazons of
professional services are at their gates, and
the legal industry’s halting pace of creative
destruction is set to accelerate as a result. 7

Above the law
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“VIACOM is me. I’m Viacom. That
marriage is eternal, for ever,” Sum-

ner Redstone, a media mogul, once said
about his firm. “For ever” is a relative con-
cept. In May Mr Redstone will turn 92. This
week Viacom held its annual shareholder
meeting in Miami, with only a handful of
investors present. And Mr Redstone was
not among them. He is probably too frail
fora cross-country trip, but still spends part
of each day monitoring the shares of Via-
com and CBS, the two television business-
es of which he controls 80%, from his
home in Beverly Hills.

He cannot like what he sees. The shares
of Viacom, which owns cable-TV net-
works such as MTV, VH1and Nickelodeon,
as well as the Paramount film studio, have
fallen by 21% in the past year (see charts).
Those ofCBS, which owns a broadcast net-
work and other assets, are down by 4%.
Viacom’s revenues and profits have been
flat for several years, but its TV stations’ rat-
ings have slipped. In February average
dailyaudienceswere 18% lowerthan a year
earlier; they are down by 30% since Febru-
ary 2010. Cable-TV viewing as a whole has
fallen, but not as badly.

Like many successful businesspeople,
Mr Redstone built his empire through a
combination of vision and paranoia. After
assuming leadership ofhis father’s cinema
chain, National Amusements, he worried
that technological change in the form of
pay-TV and video recorders could hurt film
attendance. He decided to embrace the dis-
rupters. In 1987 he bought Viacom for $3.4
billion after making a hostile bid. 

Technology is now threatening the
health ofMrRedstone’sempire once again.
Viacom’s networks caterpredominantly to
younger viewers, but they are nowadays

less interested in watching television and
more turned on by viewing online video
clips on smartphones and the like. They
are also less willing than oldies to sit
through endless repeats and stale pro-
gramme formats. There is more competi-
tion for eyeballs than ever. Take children’s
programmes, one of Viacom’s specialities:
Netflix, an online-video service, now of-
fers subscribers 75 children’s series. 

Part of the ratings fall is explained by in-
adequate measurement tools, complains
Philippe Dauman, the chief executive of
Viacom. It and other network owners
grumble thatNielsen, an influential ratings
provider, does not count shows that are
watched on mobile devices or laptops in
its main audience ratings. But Viacom’s
problems are also a result of “underinvest-
ment in its brands” says Jessica ReifCohen,
a media analyst at BankofAmerica Merrill

Lynch. Television needs hits, and lately
there have not been many of them. Via-
com’s Comedy Central channel has lost
Stephen Colbert, a popular comedian, and
will soon lose Jon Stewart, another.

Ratings are not just a popularity con-
test. When networks get fewer viewers
than they promised their advertisers, they
have to rerun commercials at no extra cost.
In the last year Viacom has increased its
ads in primetime by 5%, according to San-
ford C. Bernstein, a research firm, a bigger
increase than any other network owner.
This risks making its remaining viewers
reach for the remote control. 

Cable and satellite operators, who pay
networks’ owners for the right to carry
them, are less likely to agree to high prices
for channels with declining audiences and
fewer hit shows. Two small cable compa-
nies, including Suddenlink, have dropped
Viacom. “If Suddenlink can survive with-
out Viacom, why can’t a larger cable com-
pany?” asks Benjamin Swinburne, an ana-
lyst at Morgan Stanley. New entrants to the
pay-TV market, which may soon include
Apple, are beginning to offer “light” bun-
dles: instead of charging subscribers a for-
tune for dozens of channels they rarely
watch, these offer a cheaper, more limited
selection. If these take off, network owners
like Viacom may have a struggle to ensure
their channels are included in them. 

Viacom is trying to cut its costs by
around $250m a year, prompting the de-
parture ofmany executives. Mr Dauman is
also borrowing to buy back stock and in-
crease the dividend, in an attempt to revive
the share price. The company is looking to
distribute its existing channels more wide-
ly outside America, and buy new ones
abroad. Last year it acquired Channel 5, a
British station which is best known for air-
ing “Celebrity Big Brother”.

Within five years, however, Viacom
could be the one sized up for takeover. Mr
Redstone would never tolerate the sale of
any of his media assets while he is alive,
says Mario Gabelli of Gamco, an asset
manager that is one of Viacom’s largest
shareholders. However, after Mr Redstone
is gone, his interests in Viacom and CBS

will be placed in a generation-skipping
trust, with Mr Dauman as one of five trust-
ees. They are supposed to act in the benefi-
ciaries’ best interest, which means they
would surely consider a good offer, were it
to come along, for all or part ofViacom. 

If cable and satellite operators continue
to consolidate in the face of new competi-
tion from online video, the owners of tele-
vision networks may also have to do so, to
ensure they have enough muscle in con-
tract negotiations. Mr Redstone is thought
to have coined the phrase “Content is
King”, but these days there is such a quanti-
ty and variety of content around that even
a giant like Viacom cannot be sure of re-
taining its crown. 7

Viacom

The autumn of Sumner

NEW YORK

The future ofa nonagenarian’s media empire looks evermore uncertain
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THOUGH little noticed by the interna-
tional media, it was one of the largest

corporate collapses of the credit crunch
and the messiest of the numerous debt cri-
ses to afflict family conglomerates in the
Middle East. More than 100 banks world-
wide have altogether been contemplating
losses of several billion dollars since
Ahmad Hamad Algosaibi & Brothers Com-
pany (AHAB) defaulted in 2009. A tangle of
resulting claims and counter-claims is
being litigated in Saudi Arabia, Bahrain,
America, Britain, Switzerland and the Cay-
man Islands. One seasoned investor, asked
if he has ever been involved in a corporate
failure more challenging than this, replies
drily: “Yes, I had one on Mars.”

With AHAB and its creditors long un-
able to agree terms, the stand-off has been
described as a “frozen war”. Six years on,
some participants still see no end to it. But
others say they have detected signs of a
thaw. If they are right, it would come at a
useful time for the Saudis, who are keen to
attract foreign capital to help finance infra-
structure projects. The allegations and
counter-allegations—which are still to be
adjudicated—point up problems with cor-
porate and financial governance that
would give any sensible investor pause.

Founded in 1940 by the Gosaibi family
(pictured above) of Saudi Arabia, AHAB

branched out from its roots in pearling and

farming into finance, soft-drinks bottling,
tyres and more. As the business grew, so
did the number of family members with a
stake. One of them, the daughter of one of
the founders, married Maan al-Sanea, a
Saudi billionaire of Kuwaiti origin. Mr Sa-
nea ishead ofthe Saad Group, a prominent
investment company. At one time he was a
big shareholder in HSBC, a global bank. 

After marrying into the family, Mr
Sanea was put in charge of AHAB’s finan-
cial-services businesses. These borrowed
with abandon in the go-go years. One of
them, the Money Exchange, took on loans
of more than $120 billion between 2000
and 2009—a huge amount fora regional re-
mittance and foreign-exchange business.
Much of this bank credit was extended
unsecured, on a “name lending” basis—
with the borrower’s reputation counting
for more than the state of its accounts.

The problems begin
The group’s finances began to unravel in
2009, as crisis-weary banks stopped pro-
viding fresh loans. TIBC, a Bahrain bank
owned by AHAB, defaulted in May 2009.
The Money Exchange followed. In the en-
suing legal disputes, the Gosaibis made a
startling but hotly disputed allegation: that
they were victims of a $9 billion fraud,
orchestrated by Mr Sanea—who, they
claimed, had had complete control of the

toppling financial businesses.
The Gosaibis have alleged that Mr Sa-

nea “usurped the name and credit” of the
family. They accuse him of using an iron
grip on the financial divisions to engage in
massive unauthorised borrowing in the
name of, or guaranteed by, AHAB, with the
help of forged documents; and of siphon-
ing the proceeds to his own companies, in-
cluding several in the Cayman Islands. Of
the many billions that flowed through
AHAB’s financial subsidiaries between
2000 and 2009, the family claims it re-
ceived only $146m, in dividend payments.

A Cayman court concluded in 2011 that
there was “compelling evidence of a pat-
tern of massive payments” to Mr Sanea’s
Saad Group that were “inexplicable hav-
ing regard to the nature of AHAB’s busi-
ness”. The court found that “there is a pat-
ent and now deemed proven dishonesty
involved”, citing the example of Mr Sanea
writing $2 billion in cheques to himself
and his firms.

Among the fiercely contested allega-
tions yet to be determined in any court are
claims that TIBC was a Potemkin bank,
with fictitious customers and loans; and
that it was concocted as a device to transfer
money raised in interbank markets from
the bank to Mr Sanea’s own businesses.
(The family claims it did not even know of
TIBC’s existence.) AHAB claims that loans
were also raised and diverted using letters
of credit backed by non-existent exports,
that the Money Exchange had very little
substance and that its role, like that ofTIBC,
was to borrow money to fund Mr Sanea’s
own companies. 

Other issues to be determined include
claims by independent experts that
Gosaibi family signatures on 89 docu-
ments were forged. Mr Sanea asserts that
the signatures were all genuine. 

Mr Sanea is believed to be in Saudi Ara-
bia, subject to a travel ban. He has consis-
tentlyand categoricallydenied anywrong-
doing. He insists that, far from owing
billions, he is owed money by the family,
via promissory notes. His lawyers point
out that courts in Dubai, Abu Dhabi and
Bahrain that have considered AHAB’s
debts have found no evidence of forgeries.

Claims by the family that it did not
know about any of the borrowings were
undermined when files came to light
showing one of AHAB’s partners became
aware of some transactions in 2000-02.
This led an English court to reject its claim
that it had no knowledge of the loans.

The family points out that these tran-
sactions were conducted before the bulk
of the borrowing tookplace. It continues to
insist it was unaware of most of the loans.
A representative says: “It is clear from the
methods adopted by Mr Sanea to obtain fi-
nance in the name ofAHAB, such as forged
documents...that his actions were not au-
thorised and were designed to avoid detec-

The Algosaibi affair

A Saudi saga

Sixyears on, the claims arising from a huge corporate scandal in the Gulfare still
being fought over
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2 tion by AHAB’s partners, lenders and regu-
lators...Why would the family sign up to a
programme of borrowing that would al-
most certainly destroy a trading empire
that had taken generations to build?”

A final legal determination still looks
far away. Mr Sanea’s response to several
allegations and complaints has been to
challenge courts’ jurisdiction—including
even in Saudi Arabia—and to seek dismiss-
al of the claims. AHAB obtained a $2.5 bil-
lion judgment against him in the Cayman
Islands after he challenged the jurisdiction
of the court and failed to file a defence. The
ruling itself withstood a challenge from
Grant Thornton, the liquidator of some
Saad-related firms, but it has not been re-
cognised by foreign courts.

MrSanea’s response to the Cayman rul-
ing is that it was merely an interim judg-
ment, “a purely administrative order”, ob-
tained after he disputed the court’s right to
hear the case, and without a detailed re-
view of the merits of the case. His lawyers
point out that AHAB has not been success-
ful in any other actions. A criminal com-
plaint filed by AHAB in Bahrain stalled
after prosecutors there decided not to pur-
sue the case. In response to questions from
The Economist, Mr Sanea’s lawyers also
said that he “is not prepared to rehearse his
formal defence in the media before it has
been properly heard and adjudicated
upon by a competent court.”

Many unanswered questions
For all the sleuthing by private and govern-
ment investigators, forensic accountants
and lawyers since 2009, much remains un-
clear. The extent and nature of Mr Sanea’s
role is the subject of fierce dispute. Nor is it
clear why hired hands, including experi-
enced foreign moneymen, consented to be
the titular heads of AHAB businesses that
they seemingly did not run—or why the
family apparently conducted so little over-
sight of those companies.

Then there are the unanswered ques-
tions for AHAB’s lenders. Why did dozens
of supposedly sophisticated foreign banks
lend to a group they clearly did not know
much about? Even if they thought Mr
Sanea was acting with full authorisation,
was AHAB such a good credit that it de-
served such large unsecured loans? The
family has claimed that none of the banks
contacted the partners about the extraordi-
nary level of borrowing or asked for evi-
dence of how the money was being spent.
Whatever the truth of the allegations and
counter-allegations, the creditors will
surely now be asking themselves if it was
wise to rely so heavily on the strong repu-
tationsofthe Gosaibisand MrSanea when
making such large loans to the business. 

As for where the borrowed money
went, tens of billions are believed to have
flowed through New York, with numerous
international banks acting as dollar-clear-

ers for the transactions. This raises poten-
tially awkward questions about the level
of monitoring by correspondent banks
and oversight by their regulators.

The banks suing AHAB (as the parent of
the bad debtors) have outstanding claims
of$5.9 billion. One-third of the debt is held
by Saudi-based or -owned banks, the rest
by banks from elsewhere in the Gulfor far-
ther afield—including BNP Paribas and
Standard Chartered. An unknown amount
of the debt is in the hands of non-bank in-
vestors, bought in the secondary market.

In a bid to resolve these claims, AHAB

met the foreign creditors last summer and
subsequentlymade an offer to pay20 cents
on the dollar (ten immediately and ten
after five years), plus at least half of any re-
coveries from litigation against Mr Sanea.
Its negotiators are led by Simon Charlton,
AHAB’s acting chief executive, formerly a
forensic accountant with Deloitte.

Four-fifths of the banks, almost all of
them non-Saudi, have indicated they will
support efforts to reach a consensus,
though not the current offer. They recently
made a counter-proposal (details of which
have notbeen disclosed). MrCharlton says
he has grown more optimistic that a deal
can be agreed this year. But creditors still
feel they are groping in the dark. The Saudi
legal framework for establishing and en-
forcing the rights of those owed money re-
mains rudimentary and in many respects
unclear, despite some modest recent re-
forms. “Even ifa deal can be struck, no one
is sure how to implement it under Saudi
law,” says an adviser to the banks.

Nor is it clear what assets are available
for creditors to go after. AHAB has interests
in, amongother things, property, industrial
products and fast food. But it is not re-
quired to report on them in detail, says a
creditor, who likens the process to “Storage
Wars”, a television programme in which

participants bid blind on the contents of
storage lockers.

Worse, Saudi Arabia has no equivalent
of a Western-style “scheme of arrange-
ment”, whereby unco-operative creditors
can be “crammed down” if those holding
75% of the debt (by value) are on board. In
AHAB’s case, the co-operative creditors so
far make up only 60% of the debt by value.
Lawyers reckon AHAB will need at least
two-thirds, possibly three-quarters, on
board to be confident of pushing any deal
through. But no one is sure. 

That means more of the Saudi banks
will have to be brought into the fold. They
have so far stood aloof, seeking preferen-
tial treatment while also pursuing AHAB

unilaterally. To its credit, the government
has refused to bend to them. Under Saudi
law, all of the banks should be treated
equally, as unsecured creditors. Two Saudi
banks have won judgments against AHAB,
but courts have, in effect, stayed these
while talks go on with other creditors. 

One participant says a Saudi judge has
indicated that he will write to the Saudi
banks, urging them to join any deal that is
struck with the foreign creditors. But they
might continue to resist unless the govern-
ment arm-twists them into joining—and it
has shown no sign of doing so. “Officials
have taken the view that this is a private
corporate dispute, even though it probably
can’t be resolved without pressure from
the top. That’s the disconnect in the entire
process,” says a European creditor.

Nudge theory
Saudi officials are unlikely to approve a
deal that does not include domestic banks.
Optimists think the government has
grown a bit more willing to nudge them
into joining because it wants to attract
more foreign investment to cut the coun-
try’s dependence on oil and to help devel-
op local infrastructure. Among signs of
greater investor-friendliness is a planned
opening of the country’s stockmarket, the
region’s biggest, to direct investment by
foreigners, expected later this year. 

The best the foreign creditors can hope
for, even if the Saudi banks were to start co-
operating today, is an agreement with
AHAB atwell belowpar, some time in 2016.
Forgingunitycould be furthercomplicated
by the involvement of the non-banks that
bought debt after the defaults.

If the required level ofsupport—from ei-
ther creditors or the government—proves
unattainable, the saga’s future could prove
to be a lot longer than its past. Saudi Arabia
does have a system of sorts for liquidators
to be appointed, to sell and to distribute as-
sets in cases where private agreements
cannot be reached. But this, too, is untested
on such a scale. “We could be lookingatan-
other ten years or more,” says a lawyer,
“with recoveries anyone’s guess.”

Resolving the impasse is an important Maan al-Sanea
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2 test of how keen the Saudi authorities are
to adopt standards for dealing with cor-
porate failures that would satisfy Western
investors and businesses. Unfortunately,
external pressure for change has not been
as strong as it might have been: foreign
banks have not stopped lending in the
kingdom; the practice of “name lending”
still goes on, albeit on a smaller scale. The
Saudis “haven’t been taught the lessons
they should have,” sighs a lender. 

Furthermore, despite court-ordered
restrictions on the use of some assets—the
Gosaibis lost their lucrative Pepsi-bottling
contract in Saudi Arabia last year as a
result—neither the familynorMrSanea has
suffered an empire-crushing squeeze, re-
ducing the incentive for either party to
seek an accommodation. All the more rea-
son why the Algosaibi affair should serve
as a warning to anyone seeking to lend or
invest in the kingdom. 7

FEW countries are as congested as India.
The roads in its big cities are jammed. Its

courts are backlogged. Its trains are over-
flowing. Even its mobile-telecoms busi-
ness is crowded by global standards. India
has 840m active subscribers—the country
is so vast that, to make it manageable, regu-
lators divide it into 22 “circles”, or regional
markets. In most circles there are at least
eight mobile operators plying for custom.
In contrast, other countries have found
that between four and six companies is
enough to keep prices in check while en-
suring a decent level of service. India’s cut-
throat market is a boon to its consumers,
who enjoy among the lowest charges any-
where for calls and for data downloads
(see chart). But it is not so great for mobile-
phone operators. Few are profitable.

A thinning of their ranks has long
seemed inevitable. A big auction of cell-
phone spectrum, which began early this
month, should give the process a shove.
Some of the spectrum is new, but much
comes from the expiry of 20-year licences
sold in 1995, when the industry was in its
infancy. That makes the auction a fraught
affair for the three largest operators, Bharti
Airtel, Vodafone and Idea, who together
serve 58% of subscribers. Each faces must-
win auctions in circles where they have no
other spectrum to provide a backup. 

Idea is the most exposed: 72% of its rev-
enue dependson spectrum that isup for re-
newal, compared with 47% for Vodafone

and 35% for Bharti, reckons Deepti Chatur-
vedi of CLSA, a stockbroker. By March 16th,
after 12 days of bidding, Ms Chaturvedi
reckoned that the average price for spec-
trum in the prized 900 Megahertz band
had risen to 94% above the reserve price—a
figure which itself had been deemed too
high by some mobile operators. 

The roots of both the industry’s crowd-
ingand the brutal nature ofthe auction can
be traced to 2008, when a bunch of li-
cences was handed out liberally on a first-
come, first-served basis. The giveaway
spawned a huge corruption scandal. In-
dia’s Supreme Court cancelled all 122 li-
cences issued in 2008. The relinquished
spectrum was then auctioned. Public out-
rage over the affair ensured that the terms
ofall future sales would be exacting. Those
whose licences date back to 1995 are grou-
chy at having to hand back their spectrum
and then battle at auction to be able to stay
in business. It would have been fairer just
to renew their licences and charge them
fees linked to the prices paid for fresh spec-
trum, says Rajan Mathews of the Cellular
Operators’ Association of India.

Once it became clear that their fran-
chises were in peril, operators were less
keen to invest in relieving the network con-
gestion that causes phones to cut out dur-
ing calls. But the industry may begin to ra-
tionalise, and investment in upgrading the
network resume, once the auctions are
over. If wireless spectrum is priced accord-
ing to its scarcity, then in principle only the
most efficient operators should survive.
Weaker ones may be pushed to quit the in-
dustry or to merge by their bankers. That
will become easier if the telecom regula-
tor’s proposals to permit the trading of
spectrum are adopted. After the auction
process it should be clearer what spectrum
is worth, encouraging such trading, says
Prashant Singhal ofEY, a consulting firm.

The surviving operators will surely try

to pass on the increased cost of their wire-
less spectrum to their customers. They will
be hoping that India’s chatterboxes will, in
time, be ready to pay extra for data down-
loads, to watch sport, buy things or keep
track of their finances on their phones. But
they should not bank on this, says Alpesh
Shah of the Boston Consulting Group: in
more mature markets consumers have
tended to decide how much they want to
spend on mobile services, then stickto that
figure. It will be tough to raise prices even
for voice calls as long as there are business-
es competing only on price. And some op-
erators’ bosses may find it too painful to
face commercial reality, delaying the ratio-
nalisation, Mr Shah worries. “As long as
everyone hangs in, everyone gets hurt.” 7
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IN 2000 two American law professors, Henry Hansmann of
Yale University and ReinierKraakman ofHarvard, pronounced

that the most hotly-contested debate in corporate law had been
resolved. For decades conservatives and progressives had argued
over whether the purpose of a company is to maximise share-
holder value or pursue broader social ends. Now, the conserva-
tives had won. Anglo-Saxon capitalism was sweeping all before
it. And the world’s legal systems were converging on the share-
holder-value model. The duo could hardly have been more
unlucky in their timing. Not longafter theirarticle was published,
several companies that proudly practised shareholder-value
maximisation went up in flames: Enron, Arthur Andersen and
WorldCom, among others. Six years later the collapse of Lehman
Brothers triggered a global crisis. Jack Welch, GE’s former boss
and a poster boy of the conservative school, said pursuing share-
holder value as a strategy was “the dumbest idea ever”.

Defenders of the model might retort that a few bad apples
don’t spoil the bunch. These have now been dealt with and the
laws strengthened. But the shareholder-value model has concep-
tual as well as practical problems. Its proponents argue that com-
panies are owned by shareholders, when in fact they are “legal
persons” that own themselves. Shareholders just own shares—
that is, bundles of entitlements such as the right to receive divi-
dends and to vote on certain issues. Corporate personhood gives
shareholders the benefit of limited liability: creditors can only
enforce their claims against the firm’s assets rather than against
the shareholder’s assets. It also gives companies the benefit of
capital “lock-in”, so they can pursue long-term projects: if share-
holders want their money back they have to sell their shares. 

Shareholder-value arguments are often used to press a com-
pany to do something that would create a short-term profit for
shareholders, such as accepting a takeover bid. However, in
America most legal jurisdictions have some version of the
“business judgment rule” which gives directors discretion to act
in the long-term interestsofthe companyeven ifthismeans sacri-
ficing short-term gains. In practice, of course, shareholders are
often not a homogeneous block with a collective interest: traders
who buy on the whiff of a bid may have a different perspective
from investors who have held the shares for decades.

With conservatives on the defensive, progressives are now
pressingtheiradvantage. In a newbook, “HowGood We Can Be”,
Will Hutton, a British newspaper columnist, calls for a “Compa-
nies Act for the 21st century”: firms should be required to declare
on incorporation their intention “to deliver particular goods and
services that serve a societal or economic need”. In a recent lec-
ture to the British Academy, Colin Mayer, a management profes-
sor at Oxford University, called for companies to be required to
“articulate their purposes”. Directors should be held to account
for the delivery of these stated purposes. Controlling ownership
should be in the hands of people who can ensure that directors
discharge their responsibilities. Mr Mayer says a striking number
of what he sees as the world’s best firms, such as Bosch, Carls-
berg, Bertelsmann and Tata, are owned by foundations that are
pledged to pursue the public good. Darrell West of the Brookings
Institution in Washington, DC, notes the decline of the idea that
companies are creatures of the state, given the privilege of incor-
poration in return for pursuing a broad public purpose. 

This all sounds very enlightened. But who will decide wheth-
er new companies are likely to serve the public good? Will a com-
mittee of the great and the good interrogate young app designers
about the social benefitsoftheir inventions? Will foreign compet-
itors who are not required to pass a public-interest test be barred
from the market? Or domestic entrepreneurs who choose to
incorporate abroad?

Nor are foundations the paragons that Sir Colin imagines:
they are frequently created to reduce corporate tax burdens and
invariably hand power to a select group of insiders. Carlsberg is
struggling, after going heavily into the Russian market, and
recently replaced its CEO. Bertelsmann remains highly depen-
dent on its German television stations despite repeated attempts
to join the digital revolution. Tata has lots of underperforming
businesses as well as some excellent ones. As forMrWest and the
supposed virtues of companies as creatures of the state, the one-
word response to that is: Petrobras. 

...is business
The secret of the modern company’s success is precisely that it is
such an open-ended organisation. Until the 19th century compa-
nies had to pursue a public purpose (imperial domination, usual-
ly) in return for limited liability. Butvariousgovernments, starting
in Britain and America, swept away these restrictions and let
companies form for no other purpose than to engage in business.
This simple act of liberalisation did as much as anything to create
the modern economy. Open-endedness lets companies evolve:
startups have very different purposes to mature businesses. 

Open-endedness reflects the realities of corporate life: far
from being slaves to the share price, as progressives imagine,
most companies are engaged in a constant process ofnegotiation
between managers and investors over their strategy and time
horizons. Mature companies such as Shell, Intel and Nestlé often
invest for the long term without a squeak from fund managers.
New-economy companies such as Google, Facebook and, partic-
ularly, Amazon have had no difficulty in persuading investors to
sacrifice short-term returns (and indeed any control whatsoever)
in return for long-term rewards. 

That businesses do not have to declare a lofty purpose so as to
enjoy the privilege of incorporation is not a bug but a feature.
Indeed, it is the defining feature of the modern corporation.
Change it and you wreck the entire machine. 7

The business of business

An old debate about what companies are forhas been revived

Schumpeter
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FOR want of a nail a battle was lost, the
saying goes. For want of a single word,

the long era of easy money in America
seems to be drawing to a close. That could
have profound effects, in the long term, on
the economy and the markets.

In its statement on March 18th, the Fed-
eral Reserve no longersaid itwould be “pa-
tient” about tighteningmonetary policy. At
the same time, however, it reduced its fore-
cast for economic growth and lowered its
expected trajectory for interest rates. Inves-
tors took all this as a sign rates would rise
later this year, albeit not as early as some
had expected. Ifthe Fed doespush up rates,
it will be the first such change since 2006.
The last rate-tightening cycle began in

and careful signalling should cushion the
impact on the markets. In most of the past
seven rate-hiking cycles, American equi-
ties wobbled a bit around the time of the
announcement. But six months after the
first increase, the stockmarket was higher
than ithad been before the Fed tookaction.

The fear is that this time might be differ-
ent. Central banks’ support for markets
since 2008 has been unprecedented—not
just near-zero rates, but also the buying of
assets through quantitative easing (QE).
Analysts at Société Générale, a French
bank, point out that there have only been
two periods in which American stocks
rose as quickly in six years as they have
done since 2009; in both cases (1923-29 and
1993-99), a bear market quickly followed.

Ray Dalio, a hedge-fund manager at
Bridgewater Associates, expressed his con-
cerns in a note to clients, comparing cur-
rent conditions to 1937, when Fed tighten-
ing not only caused a stockmarket plunge
but also sent the American economy back
into recession. “We don’t know—nor does
the Fed know—exactly how much tighten-
ing will knock over the apple cart,” he 

2004, when Barack Obama was only an 
Illinois state senator and Twitter had yet to
be invented (see chart).

The Fed is hardly responding to an im-
minent inflationary threat: prices fell by
0.1% in the year to January thanks largely to
the plunging cost ofenergy. But unemploy-
ment has fallen to a seven-year low of 5.5%.
That may be close to the point when com-
petition for labour drives up wages—al-
though there is little sign of that yet.

Janet Yellen was at pains to reassure
markets that the Fed would not act intem-
perately. Traders on the Chicago futures
market expect its benchmark rate to be 0.5-
0.75% by the end of the year, up from
0-0.25% now. The Fed’s guarded approach

Monetary policy and the markets

A leap in the dark

How will investors react to America’s first rate increase in nine years?
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2 wrote. “What we do hope the Fed knows,
which we don’tknow, ishowexactly it will
fix things if it knocks it over.”

The stronger dollar (see next story) may
be the most significant adverse conse-
quence of tightening for the stockmarket.
American exports will be less competitive
in international markets and the foreign
earnings of multinationals will be worth
less in dollar terms. According to Deutsche
Bank, 40% of the profits of companies in
the S&P 500 index come from abroad,
along with a third of their sales. 

Only a quarter of all profits are denom-
inated in a foreign currency, however,

meaning that a 10% rise in the greenback
cuts profits by 2.5%. Given the dollar’s rise,
and the impact of low oil prices on energy
firms’ profits, Deutsche thinks that the ag-
gregate profits of S&P 500 companies will
be no higher this year than last. Worries
about the impact of the higher dollar on
profits were weighing on the American
equity market before the Fed statement.
But its cautious tone sent shares rising
again, back towards the record highs the
S&P 500 hit in early March.

Bonds also rallied slightly at the appar-
ent delay to higher rates, which are usually
bad news for the bond market (see Button-

wood). It has so far been fairly resilient in
the face of likely Fed tightening. The ten-
year Treasury-bond yield was 2.03% on
March 18th, below its level at the start of
the year. Even though that yield is low by
historic standards, it looks attractive com-
pared with European equivalents. Ger-
man ten-year bonds yield 0.2% and even
Italian bonds of the same maturity yield
just1.35%. 

As long as the European Central Bank is
buying government bonds in its own QE

programme, those yields are likely to stay
low. That will probably keep the lid on
Treasury yields, too, since income-seeking 

NEGATIVE bond yields are a very
modern phenomenon. The idea that

rational investors would sign up to lose
money in nominal terms would have
seemed laughable 30 years ago. Now it
looksas ifEuropean investorsare embrac-
ing Islamic finance, which eschews inter-
est altogether.

It is possible to explain negative yields
in terms of deflationary fears or risk aver-
sion. But Jérôme Teiletche ofUnigestion, a
Swiss fund-management group, says that
such yields are fundamentally changing
the risk-reward profile of government
bonds and thus the role that bonds
should play in investors’ portfolios.

Many natural phenomena, such as
people’s heights, conform to what is
known as the normal distribution or the
“bell curve”. If the average male height is
178cm, say, the number of men who are
shorter or taller will decline the further
you get from that mark. The normal distri-
bution is easy to model: 95% of the data
will be within two standard deviations of
the mean. It is thus common to use the
normal distribution when analysing the
financial markets—when calculating, for
example, the “value at risk” ofa portfolio.

But financial markets tend to have “fat
tails”—more extreme outcomes, in the
form of bubbles and crashes, than the
normal distribution would suggest. The
23% fall in the Dow Jones Industrial Aver-
age on October19th 1987 is an obvious ex-
ample. Markets tend to rise more slowly
than they fall. They may take months to
advance by15-20% but can drop that far in
a week or even a day. In statistical jargon,
this is known as “negative skew”.

Strategies with negative skew have
been described as “picking up nickels in
front of steamrollers”. An investor may
make a series of small gains, only to be
wiped out by a sudden, large loss. An ex-

ample would be offering insurance (selling
put options) against a sharp plunge in the
stockmarket. Most of the time, the market
will not fall, and the seller will pocket the
premium. But at times like October 1987,
the bill will come due.

Another asset class with negative skew
is high-yield, or junk, bonds. At best, inves-
tors will be repaid at par on maturity; at
worst, the company defaults and investors
get backpennies on the dollar.

In contrast, government bonds have
typically been used as “shock absorbers”
within portfolios. When equities or com-
modities are plunging, government bonds
tend to do very well. Even when bonds do
badly, the pain is not that great. Since 1925
the biggest annual loss in real terms (in-
cluding the income from interest pay-
ments) in the Barclays US bond index was
15.5% in 2009. In contrast, the biggest real
loss in equities was 38.9% in 1930; and there
were seven other instancesofa real annual
loss ofmore than 20%.

When yields are zero or negative, gov-
ernment bonds clearly do not give inves-
tors an income. The problem is that they

may not function as shock absorbers ei-
ther. It is hard to say precisely how far
yieldscan fall: until recently, many people
may have felt that zero was a firm limit.
Even if slightly negative yields are palat-
able, however, it seems inconceivable
that investors would accept an annual
loss of5%, say. 

Since prices move in the opposite di-
rection to yields, it is thus difficult to imag-
ine investors buying bonds at current
yields making much of a capital gain. It is
easy, though, to imagine them making a
big loss. If inflation returns, nominal
yields would rise sharply and prices
would plummet. Government bond re-
turns seem likely to have a negative skew.

As evidence, Mr Teiletche points to
Japanese government bonds, which have
had very low yields since the turn of the
century. Japanese bonds have not been
very volatile but they have had a negative
skew. In this respect, they resemble equi-
ties and high-yield bonds (see chart). 

If government bonds in the rest of the
developed world start to behave like Ja-
pan’s, then some investors may doubt
whether they are worth holding at all.
They will simply offer reward-free risk. 

Low yields may still last for a while,
even so. Many investors—pension funds,
insurance companies—are forced holders
of government bonds for accounting or
regulatory reasons. Central banks also
tend to hold other countries’ government
bonds as a key component of their re-
serves. And of course, the European Cen-
tral Bank and the Bank of Japan are com-
mitted to buying tens of billions of
government bonds each month. But in
doing so, Mr Teiletche implies, they are
fundamentally altering the nature of the
bond market—perhaps for ever.
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2 investors will be tempted to switch their
money from Europe to America. The com-
ing period may resemble 2004-05, when
the Fed chairman at the time, Alan Green-
span, talked of the “conundrum” that long-
term bond yields stayed low even as short-
term rates rose. 

The Fed’s last cycle of rate rises eventu-
ally brought down the housing market,
triggering the financial crisis. Homebuyers
with variable-rate mortgages may feel the
squeeze this time, but many Americans
have borrowed at fixed rates. It may thus
take a while before higher rates take a big

bite out of household finances. Mortgage
payments currently comprise 18% of
household income, compared with 28% in
2006. Morgan Stanley calculates that rates
would have to go up bymore than two per-
centage points to raise the ratio of mort-
gage payments to income above the long-
term average.

Such calculations are all very well, but
the unobservable variable is confidence.
How will the prospect ofhigher rates affect
the animal spirits of investors and house-
buyers? It is nine years since the last rate
rise. Any change is a leap in the dark. 7

IN THE world of economics, one policy-
maker towers above all others. The head

of America’s central bank, Janet Yellen,
presides over a $17 trillion economy. The
empire of her nearest competitor, Mario
Draghi, amounts to a relatively puny $10
trillion. On top of this, the dollar’s global
role means Ms Yellen has a huge impact
abroad, influencing more than $9 trillion
in borrowing in dollars by non-financial
companies outside America—more than
enough to buy all the firms listed on the
stock exchanges of Shanghai and Tokyo
(see chart 1). As the dollar strengthens both
in response to healthiergrowth in America
and in the expectation that the Federal Re-
serve is getting ready to raise rates, this bur-
den is becoming harder to bear. 

Dollar borrowing is everywhere, but
the biggest growth has been in emerging
markets. Between 2009 and 2014 the dol-
lar-denominated debts of the developing
world, in the form of both bank loans and
bonds, more than doubled, from around
$2 trillion to some $4.5 trillion, according to
the Bank for International Settlements

(BIS). Places like Brazil, South Africa and
Turkey, whose exports fall far short of im-
ports, finance their current-account gaps
by building up debts to foreigners. 

Even countries without trade gaps have
been borrowing heavily. With interest
rates on American assets so meagre—a five-
year Treasury bond pays just 1.5%—those
with dollars to invest have sought out
more rewarding opportunities. Firms
based in emerging markets seemed to fit
the bill. Some are big names: state-owned
energy giants like Russia’s Gazprom and
Brazil’s Petrobras have been issuing dollar
bonds via subsidiaries based in Luxem-
bourg and the Cayman Islands. Others are
smaller. Recent months have seen Lodha
group, an Indian property developer, Es-
kom, a South African powergenerator, and
Yasar, a Turkish firm that makes TV din-
ners, sell dollar-denominated bonds. By
borrowing dollars at several percentage
points below the prevailing interest rate in
their domestic currency, CEOs have
pepped up profits in the short term.

But finance rarely offers a free lunch.
The worry is that tumbling energy prices
mean firms like Gazprom and Petrobras
now have much lower dollar income than
expected when they tookon debts. Others,
such as Lodha, Eskom and Yasar, have few
dollar earnings. Taking on debt just before
a shift in exchange rates can be painful. In
2010 a Turkish firm borrowing $10m via a
ten-year bond with a 5% coupon could ex-
pect to pay 22.5m lira ($15m) over the life of
the bond. But the lira is down 43% against
the dollar since then (see chart 2); the pay-
ments are now over 39m lira. 

Where foreign debts and earnings line
up there is little reason to worry. Asian
firms’ foreign-currency debts tripled from
$700 billion to $2.1 trillion between 2008

and 2014, going from 7.9% of regional GDP

to 12.3%, according to economists at Mor-
gan Stanley, a bank. To see whether the
surge was bearable, the economists looked
at the accountsof762 firmsacrossAsia. The
findings were reassuring: on average 22%
of their debt is dollar-denominated, but so
are 21% of earnings. Although Asian firms
are a big part of the emerging-markets’ bor-
rowingbinge, on the whole theyseem well
placed to cope with a rising dollar. 

Yet there are still two reasons to worry.
First, the outlook for China is a puzzle. The
country holds $1.2 trillion in Treasury bills,
many of which are sitting in its sovereign-
wealth fund. When the dollar rises, the
fund gets richer. But even in a dollar-rich
country, there can be pockets of pain. Chi-
na’s firms have built up a nasty currency
mismatch. Almost 25% of corporate debt is
dollar-denominated, but only 8.5% of cor-
porate earnings are. Worse, this debt is con-
centrated, according to Morgan Stanley,
with 5% offirms holding 50% of it. 

Chinese property developers are the
most obviously vulnerable. Companies
like Evergrande, China Vanke and Wanda
build and sell offices and houses, so most
of their earnings are in yuan. Banned from
borrowing directly from banks, they have
been active issuers of dollar bonds. They
have also borrowed from trust companies,
according to Fitch, a rating agency. The
trusts are themselves highly leveraged and
have borrowed dollars via subsidiaries in
Hong Kong. This arrangement will amplify
the economic pain if property prices in
China continue to decline, as they have
been doing for several months.

The second problem is thatwhole econ-
omies, rather than just the corporate sector,
look short of dollars. In Brazil and Russia,
for instance, bail-outs of firms lacking
greenbacks are blurring the lines between
the state, banks and big companies. The
general scramble for dollars has contribut-
ed to the plunge of the real and the rouble.
Others could followthispath. Turkey’sdol-
lar borrowing has grown rapidly since
2009: in addition to the debts Turkish firms
have taken on, the state’s external debt has
grown to almost 50% of GDP, far above the 
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2 average for middle-income countries
(23%). South Africa looks worrying too: its
current-account deficit is the widest of any
big emerging market, and the govern-
ment’s external debt is 40% ofGDP.

Awave ofdefaults would be unlikely to
cause problems as widespread as the sub-
prime crisis of 2008. Most bonds are
owned by deep-pocketed institutional in-
vestors such as pension funds and insur-
ers. The banks that have made loans face
far tougher regulation than they did eight
years ago and are generally far better capi-
talised. An emerging-market rout would
not cause another Lehman moment. But it
would mean big job losses at stricken
firms. As investors reprice risk it would
probably also lead to a sudden tightening
of credit. In countries like South Africa or
Turkey, where growth is evaporating fast,
that could still be very painful. 7

Mobile payments

Unfriending cash

NEWS of the death ofcash has always
been exaggerated. But the wounds

being inflicted on notes and coins multi-
ply. On March 17th Facebook, the world’s
biggest social network, announced that
in America its instant-messaging app will
soon allow users to send each other
money just as easily as texts and photos.
All they need to do is link their debit
cards to their Facebookaccount, tap on a
dollar sign in the app, type in the amount
and press send.

Facebook is not the first to enter the
market for free person-to-person (P2P, as
geeks have it) payments. In November,
for instance, Snapchat, a messaging app
that lets users send each other photos
that disappear after a few seconds, in-
troduced a service called Snapcash. It
competes with Venmo, a popular money-
transfer app owned by PayPal, an online-
payments firm. In Asia, messaging apps,
such as WeChat and Line, have offered
P2P transfers for some time.

The incumbents don’t have to worry
too much, at least for now. In contrast to
Snapcash and Venmo, Facebook’s service
does not make instant payments: the
money only arrives after a few hours or
even days, depending on how quickly
users’ banks act. This is because money is

not transferred between accounts man-
aged by the social network, but goes
through conventional payment channels
from one bankaccount to the other.

Still, Facebook’s new offering is fur-
ther proof that technology firms are
moving onto banks’ turf. Next month
Apple will begin selling its smartwatch,
which lets consumers pay by waving
their arm at the till; this will help the
firm’s new contactless payment service,
which already accounts for two ofevery
three dollars spent in America by gestur-
ing with a smartphone or a card. Google
recently bought Softcard, a mobile-pay-
ment service, to boost its own payment
app and catch up with Apple. Meanwhile
Naver, South Korea’s biggest online por-
tal, will launch a new mobile-payment
service in June.

Were Facebookto expand its offering
internationally and make it truly instant,
the impact could be huge. Facebookhas
1.4 billion members, its messaging service
500m users. Many doubtless send remit-
tances across borders; some are probably
unbanked. The regulatory and logistical
challenges ofserving such customers
would be huge. Banks struggle to profit
from them. Then again, that is just the
sort ofchallenge tech firms relish.

Facebookenters the booming market formobile payments

AMONG the many aggrieved parties
who have taken to the barricades in re-

cent months to protest reforms intended to
make France’s economy more competitive,
perhaps the most unlikely were notaries.
This special class of lawyers, who oversee
most commercial transactions and main-
tain official registers of property, were ob-
jecting to some modest pruning of the
thicket of regulation surrounding their job.
In Italy, too, the government has provoked
outrage by attempting to trim the rules of
the profession. The row about even minor
changes to a highly protected business
shows why structural reform is so slow in
some ofEurope’s biggest economies.

In America, notaries’ main job is to cer-
tify documents, mundane work that re-
quires fewqualifications. In France and Ita-
ly, however, as in much of continental
Europe, valuable assets (houses, compa-
nies, shares and so on) cannot change
hands without a notary’s approval. Entry
to the profession is by a rigorous exam. The
numberofnotaries is restricted, as is the re-
gion in which they can work; some of their
fees are fixed, too. 

In France there are also rulesabout who
can own notary firms (notaries, of course)
and who else can work in them (not law-
yers, accountants or other professionals).
Aptly, a firm of notaries can only change
hands with the approval of the profession-
al association. In Germany, notaries must
read all documents aloud in front of the
parties concerned before signing them, ty-

ing them up with string and sealing them
with red wax. (Once home, they apply
leeches and read by candlelight.)

All these regulations add to costs and
shelter notaries from competition, making
the profession very lucrative. In 2010 the

average self-employed French notary
earned €190,812 ($265,309). In Italy, in 2013,
the figure was €210,400. The average profit
margin ofFrench notaries in 2010 was 35%.

These costs are borne, naturally, by
those buying and selling assets, particular-
lyhousing. The OECD, a club mostlyof rich
countries, found in 2009 that legal fees
added 1% to the bill for buying a home in
France and 2% in Italy, compared to just
0.25% in Britain. Between 1981 and 2011, as
French property prices surged, fees paid on
housing transactions, which account for
half of notaries’ revenues, rose by 68%.
That was despite the increased use of tech-
nology, which has helped to drive down
notaries’ costs.

The French reform paves the way for an
increase in the number of notaries in cer-
tain parts of France. It also makes their fees
more transparent. Better yet, notaries will
be allowed to open practices with accoun-
tants and lawyers in a bid to provide a one-
stop-shop for clients, which should help to
lower transaction costs. But the law that in-
cluded these measures was so controver-
sial that the government did not risk put-
ting it to a vote in the National Assembly;
instead, it pushed it through by decree.

Notaries

The princes of
paperwork

Milan

A highlyregulated profession fights to
preserve its privileges

A contemporary scene in much of Europe
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2 In Italy, successive governments have
chipped away at notaries’ privileges. Since
2006, for example, it has been possible to
buy a used car without recourse to one. In
2012 the government of the day abolished
fixed minimum fees. This, plus a slump in
transactions, has cut their earnings: in
2008 their average income was €440,800.

The current government wants to go
further, allowing notaries to practise any-
where in Italy rather than in a designated
region. It also hopes to abolish the arrange-
ment whereby notaries pool their income
to ensure a minimum for everyone—a sys-
tem that dampens the incentive to com-
pete. More dramatically, it would permit
mere lawyers to sign offon certain transac-
tions that are currently the exclusive pre-
serve of notaries, such as the sale of non-
residential properties worth less than
€100,000 and the registration ofparticular
types ofcompanies.

Notaries argue that allowing transac-

tions to take place without their oversight
will increase the risk of fraud. The World
Bank, after all, considers Italy’s system of
property registration superior to Britain’s
or Germany’s. It is a terrible place to en-
force contracts in court, however, as would
be necessary if lawyers took over from no-
taries. “In a country in which there are so
many things to change,” says Eliana Mo-
randi, an Italian notary who has also
worked in America, “it is irrational to start
with the one thing that works.”

But there are good reasons to fret about
high transaction costs. An OECD study
published in 2011 found that high legal fees
on home purchases acted as a significant
disincentive to moving. The report suggest-
ed that even small reductions in such costs
would encourage greater mobility, which
might help the jobless to find work. With
unemployment at 10.2% in France and
12.6% in Italy, that sounds like a reform
everyone should sign offon. 7

ALMOST 90% of government revenue in
Iraq comes from oil. Yet the price of the

stuff has fallen by more than half over the
past year, and the volume of Iraq’s exports
has fallen by a fifth, even as the govern-
ment embarks on an expensive military
campaign against IslamicState (IS), the mil-
itant group that has taken over much of the
north and west of the country. The coun-
try’s fiscal problems, in short, are almost as
big as its political ones.

In January Iraq’s parliament passed a
budget of 119 trillion Iraqi dinars ($105 bil-
lion). That constitutes a 16% cut in spend-
ing: funds to every ministry were slashed.
The budget also attempts to raise revenue,
by introducing a sales tax on mobile and
internet top-up cards, airline tickets, vehi-
cles, alcohol and cigarettes. It nonetheless
projects a deficit of 25 trillion Iraqi dinars,
or about 9% ofGDP.

Even that seems optimistic. The budget
is based on an oil price of $56 a barrel, and
assumes exports of 3.3m barrels a day. In
January Iraq exported 2.4m b/d, at an aver-
age price of $41 a barrel, according to the
Economist Intelligence Unit, a sister com-
pany ofThe Economist.

To fill the void the government plans to
sell bonds, postpone some payments and
dip into its savings. Having paid down its
publicdebt from over300% ofGDP in 2004
to 31% of GDP today, it has some room for
manoeuvre. It is discussing a $6 billion

bond sale with Citigroup and Deutsche
Bank. Officials say they will also borrow
from the IMF and World Bank. The govern-
ment of the autonomous Kurdish region in
northern Iraq is borrowing from Turkey.
Haider al-Abadi, Iraq’s prime minister, has
talked to Egypt about convertingdebts into
oil (although that would also cut into ex-
port revenues).

Kuwait, meanwhile, has agreed to defer
some ofthe compensation Iraq owesfor its

invasion in 1990. Western oil companies
with contracts to boost Iraq’s oil output
have agreed to cut back on investment, the
costofwhich ispartlyborne by the govern-
ment. Shell alone has reportedly agreed to
savings of $0.9 billion—although this, too,
will eventually curtail exports.

The government also plans to borrow
from the central bank’s reserves, which the
World Bank puts at $78 billion. It still has
some assets abroad, although it appears to
have exhausted a special fund in which it
stashed excess oil revenue. 

War and austerity are taking their toll
on the economy, which shrank by 2.7% last
year, according to the IMF. Unemployment
is thought to be over 25%; another 40% of
Iraqis of working age are employed by the
government. Even in 2013, before IS burst
on the scene, new foreign direct invest-
ment was only $2.9 billion—a fraction of
what Iraq needs to rebuild its war-torn in-
frastructure and revive its oil industry.

In something of a vicious cycle, the
shortage of cash is poisoning Iraqi politics.
The budget only passed after the authori-
ties in Baghdad and the Kurdish regional
government agreed to share the income
from oil, which the central government
claims the sole right to export. The deal
stipulates that the Kurds must provide the
government with 550,000 b/d in exchange
for17% of the government’s oil revenues.

Neither side is keeping to the bargain.
So far the central government has paid a
measly $250m to the Kurds, who, in turn,
have handed over less oil than promised:
only 248,000 b/d in the first seven days of
March, for instance. Ashti Hawrami, the
Kurds’ oil minister, says poor infrastructure
prevents them from providing enough.
Adil Abdul Mahdi, the national oil minis-
ter, insinuates that the Kurds are selling
barrelson the side. Thisbickering, needless
to say, is not helping the supposed allies
push back IS. 7

Iraq’s economy

An empty chest

BAGHDAD

Fiscal problems add to the country’s woes

They do not come cheap
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AFTER years of missed deadlines, the coming months will be
decisive for international trade talks. Much hinges on wheth-

er Congress gives the president “trade promotion authority” by
waiving its right to reopen trade deals that have already been ap-
proved by America’s negotiators. This would help clear the path
to an agreement among Pacific countries and to an American-
European pact. Completion of these deals, in turn, would be evi-
dence that regional trade negotiations are capable of success
where global talks have foundered. With that, an old debate will
begin anew: do regional deals lead to freer trade globally, or do
they obstruct it by Balkanising the world?

In classical economic theory, free trade boosts prosperity by
encouraging nations to focus on their relative strengths. The reali-
ty of regional deals is messier. Jacob Viner, a Canadian econo-
mist, showed more than 60 years ago that customs unions some-
times divert rather than create trade by inducing consumers to
buy from inefficient producers. A hypothetical example: Thai-
land makes widgets more cheaply than Mexico, but Americans
buy them from Mexico due to lower tariffs on Mexican goods.
Such a diversion hurts the global economy, keeping resources
from the placeswhere theywould be used mostproductively. Jag-
dish Bhagwati ofColumbia University expanded on this with his
observation that regional deals might be stumbling, not building,
blocks towards freer trade worldwide. Many had hoped that re-
gional agreements in the early 1990s would lead to global pacts.
ButMrBhagwati argued that lessefficientproducerswould lobby
for regional accords, seeking protection inside them.

At first glance, the past 20 years bear out his warnings. Since
1994 there have been more than ten regional deals a year on aver-
age but only one global deal: the World Trade Organisation’s un-
derwhelming “Bali package” of 2013. Moreover, forecasts about
the regional deals now under negotiation highlight the dangers
of trade diversion. According to a controversial study by Ger-
many’s Ifo Institute, the Transatlantic Trade and Investment Part-
nership (TTIP), a mooted deal between America and the Euro-
pean Union, would boost America’s GDP by 13.4%. But it would
leave the economy of Canada, which is not part of the pact, 9.5%
smaller than it would otherwise have been. Other studies reach
similar, if less dramatic, conclusions about the Transpacific Part-

nership (TPP), which links12 countries in Asia and the Americas.
On closer scrutiny, though, regional deals do not look so bad.

One indication that the stumbling-block claim was true would
have been a proliferation of preferential tariffs following the ex-
plosion of regional agreements in recent years, as trading part-
ners lowered barriers for each other exclusively. There has not
been one. As of2008 less than 17% ofglobal trade flows were sub-
ject to any preferential treatment. Instead, there has been a spec-
tacular decline in tariffs in general. The average rate applied by
Latin American countries fell from 13.1% in 1996 to 4.8% in 2012, ac-
cording to the World Bank. Developing countries in Africa, Asia
and Europe have also slashed tariffs.

The trade-diversion argument is also wanting. Despite the
gloomy forecasts for countries excluded from TPP and TTIP, re-
gional dealshave a good record in practice. Almostall have boost-
ed trade for non-members, albeit not by as much as for members.
The reason is that trade dealsnowadayshave relatively little to do
with tariffs; they focus instead on deeper regulatory issues such
as rules governing capital flows and competition policy.

Richard Baldwin, a trade economist, explains their benign ex-
ternal impactbywayoftwo examples. First, America and Peru, in
their free-trade deal, promised that one another’s firms would get
just as good access to telecoms services as local companies. That
may sound like a non-tariff preference for American firms in
Peru, since, say, Japanese companies do not get the same guaran-
tee. But the nationality offirms is malleable: Toyota USA qualifies
since it is incorporated in America. Second, aligningregulations is
more like a public good than a preference, since countries outside
the deal also benefit. The European Union’s shared standards on
mobile telecoms, for instance, make life easier for all firms doing
business in Europe, wherever they are headquartered.

In predicting trouble for those outside TTIP, the Ifo study did
not consider the positive spillovers from harmonised regulation.
The Centre for Economic Policy Research, which did, forecast
small income gains for non-members. To be clear, truly global
deals would deliver even greater gains. But this research suggests
that regional agreements, especially big ones, should be wel-
comed as productive alternatives.

Blockand tackle
The European example reveals another dimension to regional
deals. Although third parties may benefit from a common mobile
standard, it is Europe that sets the standard, with the interests of
its companies in mind. Those inside trade zones get to draft rules
that outsiders must adhere to.

This helps to explain America’s decision to exclude China
from TPP at the outset, Shintaro Hamanaka ofthe Asian Develop-
ment Bank argues in a new paper. America is pushing, among
other things, for severe restrictions on state-owned firms, which
are central to China’s economy. If TPP is completed, America
could then invite China to join, presenting the limiting provisions
as a fait accompli. China, meanwhile, is trying to craft an Asian
free-trade pact, with America on the outside. Describing regional
deals as stumbling or building blocks often misses their real im-
portance. They are also power bases. Countries use them to pro-
ject their vision of free markets on to the global economy. 7

Game of zones

Regional trade deals aren’t as good as global ones but theyare still beneficial
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*Studies cited in this article can be found at www.economist.com/tradedeals15
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THE outbreak of Ebola fever brought to
the world’s attention on March 22nd

2014 by Médecins Sans Frontières, an inter-
national charity, has infected some 25,000
people and killed more than 10,000 of
them—almost all in Guinea, Liberia and
Sierra Leone. It is abating. Liberia is close to
declaring itself free of the virus and infec-
tion rates are falling in Sierra Leone. But it is
not over yet, for in Guinea Ebola still kills
dozens of people a week. Moreover, the
aftermath will harm the three countries’
economies, costing at least $1.6 billion in
forgone economic growth this year, ac-
cording to the World Bank. 

Though it could have been a lot worse
(at the height of the crisis some epidemiol-
ogists were talking of hundreds of thou-
sands of deaths) it might also have been a
lot better. Previous Ebola outbreaks killed
dozens or hundreds. The whole episode
therefore suggests that the world’s de-
fences against epidemics, though they
have been strengthened since the rapid
spread of SARS in 2002 and 2003 demon-
strated their weaknesses, could do with re-
inforcing still further.

The prime directive of epidemic pre-
vention is early detection. That means
good surveillance. Unfortunately, only 64
ofthe 194 membersofthe World Health Or-
ganisation (WHO) have surveillance pro-
cedures, laboratories and data-manage-
ment capabilities good enough to fulfil
their obligations under an agreement

preparations have been put in place. 
An army, of course, needs weapons.

And, in the case of epidemics, it is impor-
tant to think about what those might be.
The temptation is to put money into high-
profile areas like vaccines and drugs. It
may, though, be more useful to concentrate
on diagnosis, because this can stop people
spreading a disease. The science of diag-
nostic testing is advancing rapidly, making
it easier to come up quickly with a test for a
new pathogen. That, Mr Gates believes,
presents an opportunity. But it is one, he
says, which requires the establishment ofa
rapid approval and procurement process,
so that diagnostic tests can be made avail-
able quickly during outbreaks. They also
need to be portable, like pregnancy tests, to
keep people out of clinics where they
might otherwise spread infection.

Drugs and vaccines are still important,
ofcourse. Research is going on into ways to
make new vaccines quickly, so trials can
start within days of an outbreak. Modern
biological techniques mean a pathogen’s
genome can be copied and stuck into other
cells to turn out proteins which might be
used as a vaccine’s active ingredients.
Once a vaccine has been identified, the
same techniques could be used to make it
quickly, and possibly locally if a portable
factory were shipped to an affected area.

The sinews of war
But none of this rapid response can hap-
pen without cash. One lesson of an earlier
incident, the H1N1 influenza (“swine flu”)
pandemicof2009, was the lackofa contin-
gency fund to deal with such things. This is
a problem Jim Yong Kim, president of the
World Bank, is determined to solve. He has
been meetingwith politiciansand the priv-
ate sector to advance the case for a “global
pandemic emergency financing facility”. 

One more modest possibility is that 

known as the International Health Regula-
tions. This, though, is changing. In Africa,
Ethiopia, Rwanda and Uganda have sharp-
ened up. So has Vietnam. America is now
helping 30 other countries, including the
three affected by Ebola, to follow suit
while, at the same time, improving their
networks of clinics. Groups of neighbours
are also coming together to form regional
surveillance networks that can follow out-
breaks across borders. Researchers in Cam-
bodia, China, Indonesia, Laos, Thailand
and Vietnam, for example, have formed
what they call the Asian Partnership on
Emerging Infectious Diseases Research.

Along with early detection, the world
needs to get better at responding—both in-
stitutionally and technologically. The
WHO, notoriouslyslowoffthe mark when
it came to Ebola, is widely regarded as too
ponderous and bureaucratic to react with
the speed needed to nip an emerging epi-
demic in the bud. There is talkof setting up
a specialist international epidemic-pre-
vention organisation. Bill Gates, a philan-
thropist whose foundation does a lot of
work on disease control in poor countries,
encourages this idea in this week’s New
England Journal of Medicine. He notes that
epidemics and war are similarly costly of
blood and treasure, but thatonlywar is tak-
en seriously by politicians—at least in
terms of preparations such as standing ar-
mies. As if to prove the point, the threat of
bioterrorism hasbeen one motive forwhat

Pandemic disease

Never again

As the Ebola epidemicdraws gradually to its close, how should the world arm itself
against the risks of insurgent infections?

Science and technology
Also in this section

70 Faster 3D printing

70 Breast-feeding, IQ and income

71 A private minisubmarine

71 C02 emissions have stopped rising

72 Why are there so many beetles?

  



70 Science and technology The Economist March 21st 2015

2 pools of research funding could be set up
in advance, along with agreed research
protocols, allowing health studies to start
more quickly. An existingexample ofthis is
a fund created by the Wellcome Trust, a
British medical charity.

Even on the coldest of calculations, a
contingency fund would be a wise precau-
tion. The damage caused by Ebola to west
Africa’s economy is trivial compared with
the cost of, say, a global influenza pandem-
ic. The World Bank reckons that might re-
duce global economic activity by almost
5%. How many would die would depend
on the virus’s virulence. But even a 1%
death rate, for something that was truly
worldwide, would add up to millions.
That is too much blood, and too much trea-
sure, for politicians to ignore. 7

Nutrition, IQ and income

Breast really is best

FOUR extra points of IQ, an extra year’s
education and a significantly en-

hanced income at the age of30. Those are
the benefits ofhaving been breast-fed,
according to a study just published in
Lancet Global Health by Bernardo Horta
of the Federal University ofPelotas, in
Brazil, and his colleagues.

Other research has suggested that
breast-feeding has beneficial long-term
effects. But Dr Horta’s is particularly
persuasive because it looks at adults
rather than children and teenagers, and
because it contradicts the suggestion that
social class is a confounding variable,
with rich mothers tending to breast-feed
more than poor mothers do.

The participants were among a group
ofBrazilians born in Pelotas in 1982
whose lives are being tracked by scien-
tists. Following a cohort like this through
their lives is an established method of
medical research. It lets doctors test hy-
potheses that retrospective examination,
relying on memory, cannot address
reliably. In 2012 and 2013 Dr Horta man-
aged to trackdown 3,493 members of the
cohort whose diet as babies, including
their consumption ofbreast milk, had

been recorded at the time, ask them some
questions, and give them an IQ test.

Comparing those who had been
breast-fed for less than a month with
those who had been so fed for more than
a year, Dr Horta found the latter’s IQ was
3.76 points higher than the former’s and
that they had attended school for 0.91
years longer. The income data were
slightly more complicated. Those breast-
fed for over a year had incomes15% high-
er than those suckled for less than a
month, but those breast-fed for 6 to 12
months did even better, at 55%. These
effects, moreover, were unaffected by a
family’s income at the time a study par-
ticipant was born. 

The reasons for this are not known,
though it is easy to speculate. Human
milkhas, presumably, been optimised for
human nutrition by evolution. The social
contact involved in suckling may also
have an effect. But the underlying cause is
less important than the result. As Win-
ston Churchill once said, “There is no
finer investment for any community than
putting milk into babies.” Add the word
“mother’s” in front of“milk”, and the
returns on that investment get finer still. 

More evidence that breast-feeding babies changes their lives for the better

ADDITIVE manufacturing, or 3D printing
as it is popularly called, can make com-

plex objects out of many materials. The
technology, though, has a problem: speed.
Fusing together tiny filaments of plastic or
melting successive layers of metallic pow-
der into a solid shape takes time. This
means even a small object may require
hours to emerge from a 3D printer. Things
can be printed simultaneously, in batches,
which speeds things up a bit. But to carry
the technology beyond specialist and low-
volume manufacturing into mass produc-
tion will require a step-change in speed.
This week a group of researchers led by Jo-
seph DeSimone of the University of North
Carolina, Chapel Hill, showed, in a paper
in Science, how that might be done.

Their idea harks backto a process called
stereolithography that was invented in
1986. Stereolithography uses ultraviolet
(UV) light to cure plastic into the desired
shape. A pattern of light played onto the
surface of a vat of liquid polymer creates a
solid layer out of part of that surface. The
process is then repeated to cure another
layer of polymer on top of the first, and
then another, and another, with the result-
ing shape being lowered steadily into the
liquid until it is complete. 

Dr DeSimone and his colleagues have
turned stereolithographyon itshead. Their
3D printer works from the bottom of the
vat rather than the top, and cures continu-
ously as the growing object is gradually ex-
tracted from the fluid. 

Doing things continuously is much fast-
er. The top-down approach makes layers a

twentieth to a tenth of a millimetre thick.
Each needs several seconds to complete,
and it can take an hour or so to make just a
few millimetres-worth of product. The
continuous liquid interface production
(CLIP) process, as Dr DeSimone calls the
new method, is able to build items such as
a 10cm-tall model of the Eiffel Tower (illus-
trated) in that amount of time. Other
shapes have been printed even faster, at up
to 50cm an hour.

The process is not, however, just a mat-

ter of turning stereolithography upside
down. For a start, the UV that cures the re-
quired shape has to be projected through a
window in the bottom of the vat contain-
ing the liquid polymer. This window must
also be permeable to oxygen, letting the
gas pass into the zone between the win-
dow and the area being cured. Oxygen in-
hibits polymerisation and is used in plas-
tics production to slow down the process
of curing. By employing it to create a “dead
zone” in this way, Dr DeSimone stops the
cured polymer sticking to the base of the
vat. As the shape is steadily formed above
the dead zone, the printer raises the object
until, eventually, it emerges complete.

Dr DeSimone and his colleagues have
established a startup called Carbon3D to
commercialise CLIP. At the moment it
would be no rival to printing metals with a
laser or electron beam, a technique that a
number of aerospace companies are now
using. But CLIP could give existing ways of
printing plastics a run for their money. The
researchers think it would be particularly
good at making soft, elastic objects, and
that it could be adapted for ceramics. It
might also be used to make medical de-
vices and even biological tissues—which
one day may be printed on demand when
patients need a transplant. 7

3D printing

Rising from the
ooze

Aquickerwayto print objects

A towering success
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FOR years, it seemed like carbon-dioxide
emissions rose relentlessly, whatever

the world’s level of economic activity and
however much countries spent on no- or
low-carbon energy. Now, though, that de-
pressing fact may be changing. 

The International Energy Agency (IEA),
made up mostly of energy-consuming rich
countries, reckons worldwide emissions
ofcarbon dioxide in 2014 were the same as
in 2013. The only occasions CO2 emissions
have actually fallen were in the early 1980s
and 2008, both periods of economic con-
traction, but this is the first time for many
years that the world economy has grown
(up by 3.3% according to the IMF) and emis-
sions have not risen too. In the European
Union, GDP went up by 1.4% last year but
CO2 emissions from energy use fell by 6%.
Over the past five years GDP amongall rich

C02 and the climate

Flatlining

A rayofhope in the debate about
climate change

THERE has, in recent years, been much
talkofholidays in space. Though things

have not gone well for one aspiring space-
tourism business, Virgin Galactic, whose
prototype suborbital rocket plane blew up
on a test flight in October, those with truly
deep pockets can still book a trip to the In-
ternational Space Station courtesy of an
American firm called Space Adventures
that arranges seats on Russian launches.
But for people who cannot quite stretch to
the $20m or so such a trip will cost, there
maysoon be an alternative to rocketing up-
wards in search of adventure: heading in
the other direction.

This, at least, is the hope of Stockton
Rush, the boss ofa company called Ocean-
Gate. Mr Rush is the mastermind behind
Cyclops, a five-seat submarine that will be
able to brave depths currently accessible
by but a handful of research vessels.

Cyclops aside, there are eight such deep-
diving submersibles in the world. Most
date back to the Cold War. One of the best
known is Alvin, which surveyed the wreck
of the Titanic in 1986. But Alvin exemplifies
the problem of manned submersibles.
Around 90% of its weight is dedicated to
keeping the three people within it alive.
Only the remaining 10% is applied to the
job ofscientific investigation. It is also ruin-
ouslyexpensive to maintain and operate. It
has, forexample, justundergone a $42m re-
fit, and it costs over $50,000 a day to keep
at sea, because of its need for a large, spe-
cially adapted support vessel. The trend in
deep-ocean research, as in the exploration
of outer space, has thus been to prefer ro-
bots: ROVs (remotely operated vehicles),
which are tethered to a ship, and AUVs (au-

tonomous underwater vehicles), which
swim freely. These have progressed in
leaps and bounds over the past 20 years.
They can now dive to the ocean’s deepest
trenches, glide beneath ice caps formonths
at a time or fix underwater drilling rigs. 

MrRush, however, believeshe can buck
this robotic trend. And Cyclops, unveiled
in Seattle on March 11th, is his attempt to do
so. It has a steel pressure hull that will let it
dive 500 metres beneath the waves and a
battery which will allow it to manoeuvre
for up to eight hours when it gets there. It
also has a specially strengthened acrylic
window (which inspired the craft’s name)
at the front for the crew to observe what is
going on, and a life-support system that
will last three days. It ispacked with the lat-
est marine technology, including a swanky
sonar, a PlayStation games controller in-
stead of conventional thruster controls
and wraparound LED mood lighting to
lessen the crew’s feelingofclaustrophobia.
Its successor, Cyclops 2, which should be
ready next year, will have a carbon-fibre
hull and a borosilicate-glass window that
are good for a depth of 3,000 metres, an
autopilot and 24 hours’ battery life. 

Carbon fibre, though more resistant to
pressure than steel, is less forgiving of mi-
croscopic fractures. This means holes
drilled through the hull to control Cyclops
2’s thrusters and external lights will need
to be kept as small as possible, to reduce
the riskof structural failure. Mr Rush there-
fore plans to use narrow fibre-optic cables
to carry instructions to electronic instru-
mentsheld in spherical podsmounted out-
side the hull. Some pods will control Cy-
clops 2’s thrusters, lights and mechanical

“arms”. Others will crunch data from sen-
sors, cameras and microphones. The pods
themselves will be filled with oil to avoid
life-threatening implosions if the pressure
proves too much for them. 

Mounting the vessel’s electronics this
way, instead of inside the craft, means they
can be swapped swiftly in case ofmalfunc-
tion, making maintenance far cheaper.
This, in combination with the use ofa nov-
el launch rig that can be towed behind a
variety of support ships, rather than hav-
ing to rely on specially built vessels of the
sort that support Alvin, means, MrRush be-
lieves, that Cyclops 2 will be as cheap to
run as an ROV while offering the advan-
tages ofhaving its human operators actual-
ly within it. It could even act as the control-
centre for a fleet of AUVs, letting people
keep an eye on them directly, rather than
relying on images on television screens.

Most of Cyclops’s early customers, Mr
Rush thinks, will be scientific institutions.
But it has other potential uses. Sub-aquatic
tourism isone—he reckonsbespoke cruises
to sunken ships and coral reefs should be
possible for as little as $1,000 a person.
And he foresees lucrative opportunities
selling to the offshore oil and gas industry.
The market for ROVs in this business is
worth about $1.5 billion a year. Manned
submersibles will not replace robots for
most of that, but Mr Rush reckons there are
enough awkward jobs which are better
done by a craft unencumbered by tethers
that Cyclops and its successors might gar-
ner as much as 5% of the pie. 7

Exploring the ocean

An ambassador to Neptune’s kingdom

Seattle

A new miniature submarine will mean aquanauts can visit the abyss in comfort
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Evolution

Beetlemania

“AN INORDINATE fondness for bee-
tles.” That was the reply of J.B.S.

Haldane, a British scientific polymath of
the early 20th century, when he was
asked if there were anything that could
be concluded about God from the study
ofnatural history. There are 380,000
catalogued species ofbeetle, making the
Coleoptera, as they are known to ento-
mologists, the most species-rich group of
insects—and insects are the most species-
rich group ofanimals. But why there are
so many has been a mystery.

As they report in the Proceedings of the
Royal Society, Dena Smith of the Univer-
sity ofColorado and Jonathan Marcot of
the University of Illinois thinkbiologists
have been barking up the wrong tree on
the matter ofbeetle diversity. Previous
attempts to explain it considered reasons
why new beetle species evolve: their
catholic tastes in food, for example,
would open lots ofecological niches. Dr
Smith and Dr Marcot have looked from
the other end of the microscope and
asked if the explanation might rather be
that, once a beetle species has appeared,
it is less likely to become extinct than
other animal species are.

To assess this idea they examined
beetles’ fossil record. In general, insects
do not preserve well down the ages, so
their fossil record is patchy. But beetles,
which have strong exoskeletons, pre-
serve better than most, and the two
researchers were able, by searching the
world’s palaeontological archives, to
assemble a list of5,503 fossil species
collected from 221sites.

They divided the past 300m years, the
period during which beetles have exist-
ed, into a dozen 25m year blocks and
looked at the number ofconsecutive
blocks in which each known beetle
family was represented. (A family is the
taxonomic classification level above a
genus, and it is used by palaeontologists
interested in extinction rates because the
randomness ofpreservation makes it
hard to know when, exactly, a species or
a genus really has vanished from the face
of the Earth.)

About 90% ofmodern beetle species
belong to a group (technically, a suborder,
which is one level up the classification
ladder from a family) called the Poly-
phaga. That dominance, and thus, in
essence, the dominance of the beetles,
the researchers found, is indeed because
polyphagans seem hard to exterminate. 

Since the Polyphaga appeared about
220m years ago, no family belonging to
the suborder has become extinct—not
even at the end of the Cretaceous, 66m
years ago, when an asteroid strike did for
the dinosaurs and many other animals.
As new families have appeared, there-
fore, the diversity of the Polyphaga has
increased. Indeed, as they have pros-
pered, other groups ofbeetles have with-
ered. When they first appeared, they
were one of ten coleopteran suborders.
Now, only three other suborders remain. 

Why this group ofbeetles has such
resilience to extinction remains un-
known. But were Haldane alive today, he
might want to refine his answer to “an
inordinate fondness for Polyphaga”.

Whyare there so manyspecies ofColeoptera?

Beetle drive

countries has risen by 7% but CO2 emis-
sions from energy have fallen by 4%, offset-
ting a rise in developing countries. 

The IEA’s finding suggests the regula-
tions put in place to rein in pollution are
starting to have an impact. In the EU, for in-
stance, the number of household appli-
ances has risen by a quarter in the past ten
years, but household electricity use has
been flat—testimony (probably) to the
many efficiency requirements brought in
under European law. The IEA reckons
three-quarters of the cars sold around the
world in 2014 met some kind of vehicle-
emission or other efficiency standard, and
that the fuel-efficiency of new cars in the
EU last year was 28% higher than it had
been in 2000 (the global improvement
was less—16%—but still significant). The IEA

reckons that, in America, where emissions
ticked up slightly in 2014, vehicle-emission
standards have prevented more CO2 enter-
ing the atmosphere than switching from
coal-fired to gas-fired power stations.

The East is green
The other big contributor to the emissions
slowdown is a shift in the pattern of eco-
nomic activity, especially in China, the
world’s largest polluter. As manufacturing
and heavy industry decline as a share of
GDP (and services increase) demand for
coal is dwindling. According to China’s na-
tional bureau of statistics, coal consump-
tion fell by almost 3% in 2014—pushing CO2

emissions down slightly.
The flattening of global emissions will

not of itself make much difference to the
climate. Though the quantity did not in-
crease, people still threw a lot of carbon di-
oxide into the atmosphere last year. The
standard measurement of atmospheric
CO2 concentration, taken at the Mauna Loa
observatory in Hawaii, has therefore bare-
ly flickered in its upward rise. Though it
ebbs and flows on an annual cycle which
matches the growth and dormancy of the
great forests of the northern hemisphere, it
passed 400 parts per million this January,
the earliest in the year it has exceeded this
benchmark. Even if emissions stay flat, the
world remains on course towards a tem-
perature rise of around 3°C by 2100, com-
pared with pre-industrial levels. To keep
the rise to 2°C (which most climate scien-
tists think is needed) would require emis-
sions to fall.

All the same, the IEA’sfindingis remark-
able. It happened without either a climate-
change treaty or a global carbon price.
And, by providing evidence emissions can
actually be reined in, it might make the suc-
cessful negotiation of a new climate treaty
in Paris at the end of this year a bit more
likely. As Fatih Birol, the IEA’s chief econo-
mist says, “these numbers make me hope-
ful for Paris, full stop. But if nothing comes
of those talks, the targets scientists set for
us [a 2°C rise] may well be out of reach.” 7
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THE most important divide in America
today is class, not race, and the place

where it matters most is in the home. Con-
servatives have been banging on about
family breakdown for decades. Now one
of the nation’s most prominent liberal
scholars has joined the chorus. 

Robert Putnam is a former dean of Har-
vard’s Kennedy School of Government
and the author of “Bowling Alone” (2000),
an influential work that lamented the de-
cline of social capital in America. In his
new book, “Our Kids”, he describes the
growing gulf between how the rich and
the poor raise their children. Anyone who
has read “Coming Apart” by Charles Mur-
ray will be familiar with the trend, but Mr
Putnam adds striking detail and some 

school education, but neither of these fig-
ures has changed much since the 1970s.
However, the non-marital birth propor-
tion among high-school-educated whites
has quadrupled, to 50%, and the same fig-
ure for college-educated blacks has fallen
by a third, to 25%. Thus the class divide is
growing even as the racial gap is shrinking.

Upbringing affects opportunity. Upper-
middle-class homes are not only richer
(with two professional incomes) and more
stable; they are also more nurturing. In the
1970s there were practically no class differ-
ences in the amount of time that parents
spent talking, reading and playing with
toddlers. Now the children of college-edu-
cated parents receive 50% more ofwhat Mr
Putnam calls “Goodnight Moon” time
(after a popular bookfor infants). 

Educated parents engage in a non-stop
Socratic dialogue with their children, help-
ing them to make up their own minds
about right and wrong, true and false, wise
and foolish. This is exhausting, so it helps
to have a reliable spouse with whom to
share the burden, not to mention cleaners,
nannies and cash for trips to the theatre. 

Working-class parents, who have less 

excellent graphs (see below). This is a
thoughtful and persuasive book. 

Among the educated elite the tradition-
al family is thriving: fewer than 10% of
births to female college graduates are out-
side marriage—a figure that is barely higher
than it was in 1970. In 2007 among women
with just a high-school education, by con-
trast, 65% of births were non-marital. Race
makes a difference: only 2% of births to
white college graduates are out-of-wed-
lock, compared with 80% among African-
Americans with no more than a high-

Class and family in America

Minding the nurture gap

Social mobilitydepends on what happens in the first years of life
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2 spare capacity, are more likely to demand
that their kids simply obey them. In the
short run this saves time; in the long run it
prevents the kids from learning to organise
their own lives or think for themselves.
Poor parenting is thus a barrier to social
mobility, and is becoming more so as the
world grows more complex and the re-
wards forsuperiorcognitive skills increase. 

Mr Putnam’s research team inter-
viewed dozens of families to illustrate his
thesis. Some of their stories are heart-
rending. Stephanie, a mother whose hus-
band left her, is asked if her own parents
were warm. She is “astonished at our naï-
veté”. “No, we don’t do all that kissing and
hugging,” she says. “You can’t be mushy in 

Detroit...You gotta be hard, really hard, 
because ifyou soft, people will bully you.”
Justasherparents “beat the hell” outofher,
so she “whups” her own children. She
does her best, but her ambitions for them
go little further than not skipping school,
not becoming alcoholic and not ending up
on the streets. 

At every stage, educated families help
their kids in ways that less educated ones
do not or cannot. Whereas working-class
families have friends who tend to know
each other (because they live in the same
neighbourhood), professional families
have much wider circles. If a problem
needs solving or a door needs opening,
there is often a friend of a friend (a lawyer,

a psychiatrist, an executive) who knows
how to do it or whom to ask. 

Stunningly, Mr Putnam finds that fam-
ily background is a better predictor of
whether or not a child will graduate from
university than 8th-grade test scores. Kids
in the richest quarter with low test scores
are as likely to make it through college as
kids in the poorestquarterwith high scores
(see chart on previous page). 

There are no obvious villains in this
story. MrMurraysuggested that the educat-
ed classes preach the values they practise
by urging the poor to get married before
they have children. But the record of those
who tell other people how to arrange their
love lives is hardly encouraging. Both
George W. Bush and Barack Obama
preached the virtues of responsible father-
hood, to no obvious effect. 

Mr Putnam sees “no clear path to reviv-
ing marriage” among the poor. Instead, he
suggests a grab-bag ofpolicies to help poor
kids reach their potential, such as raising
subsidies for poor families, teaching them
better parenting skills, improving nursery
care and making after-school baseball
clubs free. He urges all 50 states to experi-
ment to find out what works. A problem
this complex has no simple solution.7

English country life

Pride and promiscuity

SOFKA ZINOVIEFF has form as a cultur-
al explorer. She studied anthropology

and did research in Greece, a country
where she later settled and described
insightfully and at times lyrically, both in
fiction and memoir. In another work,
tracing the life ofone ofher grandmoth-
ers, a communist Russian princess, she
dives into the world of the Bolshevik
revolution and its aftermath. 

Her latest book, which came out in
Britain last year and is about to be pub-
lished in America, brings her much closer
to home. But in Ms Zinovieff’s case home
is a peculiar place. Having grown up as a
free-spirited Londoner whose father
hobnobbed with rockstars, she interrupt-
ed her Greek investigations when she
heard that she had inherited a famous
mansion in Oxfordshire, Faringdon
House. Suddenly she was “Miss Sofka”,
responsible for an estate and entitled to a
special pew in the ancient local church.

The story gets stranger still. She was
left the house by her grandfather, a flam-
boyant character called Robert Heber-
Percy, whose sexual preferences were
overwhelmingly gay; he in turn had
inherited Faringdon from his lover, Lord
Berners, a composer, writer and aesthete
nearly 30 years his senior.

This bookreconstructs the glamorous
world that was created by the two men in
the fine old house—one of the prettiest in
England—which became a magnet for the
famous, gifted and beautiful. Their
friends ranged from Salvador Dalí to Igor

Stravinsky and H.G. Wells. The decor and
atmosphere at Faringdon were corre-
spondingly outré; fluttering over the
rolling lawns were doves, the feathers of
which were (and still are) dyed in many
colours. Ms Zinovieffalso traces her own,
initially tenuous, link to this world, in-
cluding Heber-Percy’s marriage to Jenni-
fer Fry, a well-connected socialite with a
taste for sexually ambivalent men. The
marriage was predictably brief, but ap-
parently long enough to produce the
author’s mother, Victoria, though she
was never really sure that Heber-Percy
was her father. 

So bizarre is the subject matter that no
literary tropes are needed to bring it alive.
The challenge is simply to tell the story
with clarity and restraint. Ms Zinovieff’s
narrative tone is cool and clear enough to
let its astonishing characters, and her
relationship with them, come alive; that
makes for a compelling read.

The Mad Boy, Lord Berners, My
Grandmother and Me: An Aristocratic
Family, A High-Society Scandal and an
Extraordinary Legacy. By Sofka Zinovieff.
Harper; 436 pages; $35. Jonathan Cape; £25

ISRAEL’S creation has many causes, but
among the most powerful, argues Bruce

Hoffman, is terrorism. For a decade, the
anonymous soldiers of the Jewish under-
ground waged a terror campaign to estab-
lish a state, targeting first Arabs, then Brit-
ish forces, then Arabs again.

Mr Hoffman has worked for the CIA

and American forces in Baghdad, and he
established the Handa Centre for the Study
of Terrorism and Political Violence at St
Andrews University. Although he dismiss-
es some Arab militants of the age as atavis-
tic marauders out to “kill as many Jews as
possible”, he maintains a thinly veiled ad-
miration for the Jewish irregulars whose
plan to upset Britain’s 25-year rule of Pales-
tine he describes as “unequivocally trium-
phant” and “brilliant in its simplicity”.
“Terrorism,” Mr Hoffman writes, “can, in
the right conditions and with the appro-
priate strategy and tactics, succeed in 
attaining at least some of its practitioners’
fundamental aims.”

In its infancy, the Jewish Yishuv, or set-
tlement, cheered as Britain assiduously set 

The birth of Israel

Long, long road

Anonymous Soldiers: The Struggle for
Israel, 1917-1947. By Bruce Hoffman. Knopf;
618 pages; $35
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2 about fulfilling Lord Balfour’s promise to
create a Jewish homeland in Palestine. As
the Yishuv’s power grew, however, Brit-
ain’s presence became more of a hin-
drance than a help to its aspirations for
statehood. By 1945, its prime military arm,
the Haganah (or “Defence”), was a 40,000-
strong force—the most powerful in the
Middle East after the British army. The Ha-
ganah was against using force to end Brit-
ish rule, but two of its offshoots, the Irgun
and Lehi, had no such qualms. 

Some of the Irgun’s 3,500 men were
battle-hardened, having fought together
with the British army during the second
world war. Others, like its leader, Mena-
chem Begin, were officers with the exiled
Polish army. In 1944 they set about fighting
Britain’s occupation of Palestine much as
they had the Nazi occupation ofEurope.

By1947 they had killed almost 300 peo-
ple, many of them civilians, invented the
letter bomb and used milk churns to blow
up Britain’s seat of government in Pales-
tine, the King David Hotel. Over 90 people,
many of them civilians, were killed in the
attack, which ranked as the world’s bloodi-
est terrorist atrocity for four decades. The
Irgun targeted British symbols to puncture
its prestige, while the smaller Lehi targeted
its personnel. 

The British government, fresh from lib-
erating Jews from Nazi death camps, was
stunned to find so many now turning on it,
wanting to hasten the collapse of Britain’s
Middle East rule. Using declassified docu-
ments, Mr Hoffman explains how the Ha-
ganah’s crack force, the Palmach, bank-
rolled the Irgun and seconded 460 men to
its ranks. For a time, they formally joined
forces in a wider front, bombing railways
and approving the attack on the King Da-
vid Hotel. While Chaim Weizmann, presi-
dent of the World Zionist Organisation,
was entertaining British high commission-
ers for tea, his nephew and subsequent de-
fence minister, Ezer Weizman, was plotting
to blow up Evelyn Barker, commander of
Britain’s forces in Palestine.

Exhausted by world war, Britain lacked
the stomach, money and will to fight. Its
100,000 troops in Palestine turned down-
town Jerusalem into a fortified camp
ringed with barbed wire, imposed cur-
fews, checked pass papers and engaged in
crass anti-Semitism. But they were ham-
strung by America’s support for Zionism.
President Roosevelt’s wife, Eleanor, helped
fundraise for the Irgun, sponsoring a chari-
ty run ofa Broadwayplay. It starred Marlon
Brando, who celebrated the “new Jewish
language” ofbullets not prayers. 

Derided by Congress, Britain flinched
from the methods it had used on an earlier
Arab revolt. The Royal Air Force dropped
bombson Arabsnot Jews, and the army set
about trying to demolish much ofold Arab
Jaffa with gelignite, but they spared Jewish
houses until a few months shy of ceding

Britain’s mandate. (Mr Hoffman says the
British did not hit Arabs hard enough, and
was too tough on Jews.)

Somewhat oddly, MrHoffman stops his
account in August 1947, shortly before 
Begin’s militants went back to bombing 
Arabs in their cinemas and cafés, and Lehi
killed Count Folke Bernadotte, a Swedish
diplomat who had saved Jews from Nazi
death camps and who, at the time, was the
UN’s envoy to Palestine.

Disappointingly, also, the book lacks a
concluding chapter analysing the terro-
rists’ legacy. Mr Hoffman notes that Begin
and Lehi’s leader, Yitzhak Yezernitzky (lat-
erShamir), became Israeli prime ministers.
And he makes passing reference to the Ir-
gun’s operations chief, whose daughter,
Tzipi Livni, became foreign minister. But he
is circumspect on what practices as well as
personnel survived the passage to state-
hood. (In 1946, Lehi assassins dressed up as
tennis players to kill a British detective,
Thomas Martin, a disguise later adopted to
kill a Hamas operative in Dubai.)

On the Haganah’s broader influence,
Mr Hoffman notes that al-Qaeda’s Afghan
library had a copy of Begin’s “The Revolt”,
but does not ask why so many Palestinian
prisoners take Israeli university courses on
how Jews established their state. Much of
what they do, including building terror
tunnels, bombing transport nodes, lob-
bing mortars at residential neighbour-
hoods and burying arms dumps in places
ofworship, has antecedents in Jewish mili-
tancy. Israel knows Palestinian methods
and it has an array ofanti-terror legislation
which, had Britain responded similarly,
might have aborted the future state.7

NORTH KOREA, under its former leader
Kim Jong Il, was a monstrous “display

performance of its own”. This compelling
line lies at the heart of “A Kim Jong Il Pro-
duction”, a detailed and evocative retelling
ofone ofNorth Korea’smostextraordinary
heists: the kidnap ofa South Korean starlet,
Choi Eun-hee (known as Madame Choi),
and her ex-husband and film-maker, Shin
Sang-ok. Paul Fischer, a film producer, 
recounts the well-known story in three 
engrossing acts.

His set is Pyongyang, the North’s capi-

tal: less a city than “a stage on a monumen-
tal scale”, its central streets dotted with
white marks so that citizens—the extras in
this theatre state—move in unison at mass
events. The ubiquitous portraits and chest
pins of Kim Il Sung, its first dictator, only
began underhis son, who deified his father
to legitimise the succession. The younger
Kim developed a keen sense of showman-
ship and mythmaking, says Mr Fischer,
learned chiefly through his love ofcinema. 

For his delectation, foreign films were
pirated and dubbed at North Korean em-
bassies around the world. His collection
grew in the 1980s to about 15,000 films.
Aged 25, Kim was put in charge of cinema,
plays and publishing for the state’s power-
ful Propaganda and Agitation Department
and wrote a treatise on film-making. In a
country where cinema-going was obliga-
tory, he wanted to turn the art into captivat-
ing doctrine (no more tiresome stories of
exemplary workers)—and to help the
North shine once again on the world stage. 

Keen on covert operations and dramat-
ic denouements, Kim orchestrated the kid-
nap of the South Korean celebrity duo,
snatched in turn from a bay in Hong Kong
in 1978, in the hope that they would add
sparkle to the North’s dire film output. He
held Madame Choi in captivity in one of
his villas, sending her flowers daily, pricey
cosmetics and Japanese lingerie. At Kim’s
set-piece bacchanalian parties, Madame
Choi sat next to him as his trophy. It was
during one of these, in 1983, that a de-
lighted Kim choreographed the surprise 
reunion of the South Korean couple; peo-
ple clapped, flashbulbs popped.

Of the seven films Kim’s kidnapped
protégés produced forhim, many were hits
at home. Abroad, “Emissary of No Return”
won Best Director in 1984 at a film festival
in former Czechoslovakia. For her perfor-
mance in “Salt”, Madame Choi won Best
Actress in Moscow the following year.
Once a household name in the capitalist
South, she became one in the socialist 

North Korean cinema

Loan-star state

A Kim Jong Il Production: The
Extraordinary True Story of a Kidnapped
Film-Maker, his Star Actress, and a Young
Dictator’s Rise to Power. By Paul Fischer.
Flatiron Books; 353 pages; $27.99. Viking;
£14.99
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WHEN Graham Beal, the director of
the Detroit Institute of Arts (DIA), re-

alised about a decade ago what a turning
pointan 11-month visitbyDiego Rivera and
Frida Kahlo had represented for the city’s
art scene in the early 1930s, he decided to
make an exhibition out of it. The culmina-
tion would be the DIA’s immovable crown
jewel: Rivera’s “Detroit Industry” murals, a
series of frescoes depicting machinery and
workers at Ford’s River Rouge plant, which
the Mexican artist described as the finest
workofhis career.

During the period, which Mr Beal refers
to delicately as a time of “interesting finan-
cial circumstances”, the planned exhibi-
tion was put on hold for several years. At
that time the city’s funding of the DIA

dwindled to nothing and Detroit sankever
deeper into a financial morass. After the
city declared bankruptcy in 2013, the emer-
gency manager considered closing the DIA

and selling off its art. It was saved by a
“grand bargain”. Together, private donors,
charitable foundations and the state of
Michigan raised $816m to help pay public
workers’ pensions in return for transfer-
ring ownership of the museum out of the
hands of the municipality. 

“Diego Rivera and Frida Kahlo in De-

troit”, which opened on March 15th, is the
DIA’s first exhibition as an independent in-
stitution (it now belongs to a charitable
trust) and the last major show under Mr
Beal, who is retiringafter16 years in the job.
As Detroit so nearly lost its 130-year-old
museum, Mr Beal feels it apposite to be
leaving with a show so focused on the city.
The bilingual exhibition (all wall labels
and short films are in English and Spanish)
has an introductory section about the art-
ists’ years before Detroit, a main part fo-
cused on their time in the city, and a coda. It
brings together nearly 70 works of art, 
including Rivera’s huge preparatory draw-
ings for the “Detroit Industry” murals.

When he reached Detroit in 1932, 
Rivera, then 45, was at the peakofhis fame;
he had just been honoured with a solo 
show at the Museum of Modern Art in
New York. Few even knew that his much
younger wife, referred to as “Mrs Rivera”,
was an artist. Yet Kahlo didn’t lack pluck.
Asked upon arrival at the train station
whether she too was a painter, she ex-
claimed, “Yes, the greatest in the world.”
The visit would transform their respective
careers as artists.

Rivera’s murals were commissioned by
William Valentiner, a German arthistorian
and director of the DIA, who had con-
vinced Edsel Ford, the son of Henry Ford,
to pay up $10,000 ($170,590 today) for the
project. Rivera was a communist, but he
never hesitated to pocket his fee—just as he
had once accepted a commission by the
San Francisco stock exchange, another 
engine of capitalism. “Asking Diego to be
consistent is a non-starter,” says Mark Ro-
senthal, the curator of the exhibition, who
points out that Kahlo was more ideological
than her husband and accused him of
“dressing like a capitalist” in his elegant
three-piece suit.

On arriving in Detroit, Rivera immedi-

ately started to tour factories around the
city, in particular Ford’s River Rouge plant,
then the world’s biggest, making hundreds
of sketches. Kahlo, who was pregnant,
sometimes came along, but most of the
time she was bored and unhappy. In July
1932 she suffered a miscarriage (which she
subsequently described as an abortion), a
traumatic event she depicted in “Henry
Ford Hospital” with her lying on a hospital
bed surrounded by surrealist images of a
pelvis, a snail, the torso of a woman, a
machine, an orchid and her lost child.

Kahlo had fractured her pelvis (and 
suffered many other injuries) in a horrific
bus accident when she was 18, and “it is as
if all her art derived from her accident”,
says Mr Rosenthal. The experiences in 
Detroit sharpened her identity as an artist
who mostly depicts herself and her many
traumas. Rivera had encouraged her to
“paint her life” and Detroit was the 
moment of Kahlo’s breakthrough. For
Rivera, the visit marked one of the great
successes of his career, even though the
first showingofthe murals turned out to be
highly controversial. Depicting despon-
dent workers marching in line or a mach-
ine as an animal was decried as subver-
sive; some even called for the walls of the
DIA to be whitewashed.

It was in Detroit that Rivera and Kahlo
established themselves as a power couple.
They encouraged each other in their art
and conspired in their acceptance of the
honours and riches bestowed on them by
the capitalists that Rivera pretended to in-
filtrate with his prolonged sojourns in
America. In a reversal of artistic fortunes,
today it is Kahlo—with her unmistakable
eyebrows and feminist aesthetic—who is
regarded as the rock-star artist, whereas 
Rivera is respected but far less popular 
internationally. This show may help him
re-emerge from the shadows.7

Detroit Institute of Arts

Rivals and
accomplices

DETROIT

When Diego Rivera and Frida Kahlo
paid a seminal visit

Art on an industrial scale

North. The improbable stunt appeared to
have worked—until the couple escaped
while on a trip to Vienna.

Mr Fischer relies heavily on the pair’s
own lengthy account of their time in the
North and 50 interviews with defectors
and experts. Detractors, who have long ar-
gued that Shin (who fell out of favour with
the South’s government) defected to the
North, are unlikely to be swayed; the cou-
ple’s most irresistible evidence—a secret
tape-recording in which Kim explained
their kidnap to them—felt too staged for
some (although the CIA authenticated it). 

As with any good film, Mr Fischer’s ac-
count is enticing. At times, he is carried
away by his own neat narrative: suggesting
Kim’s love of films as a boy was “already
the lure ofcomplete control” overa people;
and that Shin’s sometimes gritty, auda-
cious movies (including North Korea’s first
on-screen kiss) were “wearing away the
Kims’ supremacy”. Mr Fischer is no Pyong-
yangologist; some have sniffed that he pro-
vides scant sourcing and no footnotes. But
such a remarkable saga is maybe best told
by those who weave tales.7
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Regional Coordinator for 
East South Africa

Regional Coordinator 
for Southeast / East Asia

We are seeking two outstanding professionals with an established international 
reputation to develop our future operations in ‘East South Africa’ and in ‘Southeast / 
East Asia’ as Regional Coordinators. S/he is expected to reside in the respective region 
and build up initiatives in at least four countries. Both positions provide competitive 
salaries with generous benefi ts and the opportunity for a long-term employment 
as Vice President for the particular region. We are offering two entrepreneurial and 
challenging jobs with a big chance to turn own ideas into reality to create an exciting, 
massive and innovative poverty-reduction program in cooperation with our inspiring 
and international team.

Fundación Capital won the globally recognized Skoll Award for Social Entrepreneurship 
in 2014. Now we are ready to carry our change-making approach to Africa and Asia! 

Visit our website to learn more about our work, the vacancies and how to apply: 

www.fundacioncapital.org

United States
Sabrina Feldman - Tel: (212) 698-9754 
sabrinafeldman@economist.com

To advertise within the classified section, contact:

United Kingdom
Martin Cheng - Tel: (44-20) 7576 8408 
martincheng@economist.com

Asia
David E. Smith - Tel: (852) 2585 3232 
davidesmith@economist.com

Middle East & Africa
Mirasol Galindo - Tel: (971) 4433 4202 
mirasolgalindo@economist.com

Europe
Sandra Huot - Tel: (33) 153 9366 14 
sandrahuot@economist.com

Appointments

Courses

  



79

The Economist March 21st 2015

Ministry of Energy and Mineral Development
Rural Electrif cation Agency

Republic Of Uganda

GENERAL PROCUREMENT NOTICE
Grid Rural Electrif cation Project 

The Government of the Republic of Uganda has applied for f nancing from the Islamic Development 
Bank (IDB) to implement the construction of Grid Rural Electrif cation Project in Western, Northern, 
Central and Eastern parts of the Country; and it intends to apply part of the proceeds towards payments 
for procurement of goods & works and consulting services under this project.

The proposed project intends to promote sustainable economic growth and improve standard of living of 
the rural population in Western, Northern, Central and Eastern Regions of Uganda by providing access 
to electricity through extending the national grid. 

The project will include the following components: 

A. Procurement of Goods and Works
 This component comprises detailed engineering design, supply, delivery, construction and 

commissioning of 1,106 km of Medium Voltage (i.e. 33 kV & 11 kV) lines, 678km of Low 
Voltage (415 V & 240 V) networks, 715 distribution transformers (i.e. 25, 50, 100, 200 kVA) 
with a total installed capacity of 34.10 MVA and 9,772 energy meters with connection cables in 
the rural areas of Western, Northern, Central and Eastern Regions of Uganda.

B. Consultancy Services
 (i) Support to the Project Management Unit
 (ii) Environment and Social Management
 (iii) Management and Supervision of Works
 (iv) Financial Audit

Procurement of Good & Works contracts f nanced by IDB will be conducted through International 
Competitive Bidding – Member Country (ICB/MC) procedures with Prequalif cation as specif ed in 
the Guidelines for Procurement of Goods and Works under Islamic Development Bank Financing (May 
2009 edition) and is open to all eligible bidders as def ned in the guidelines. 

Consultancy Services for Management and Supervision of Works will be selected through a shortlist 
limited to IDB Member Country f rms in accordance with the Guidelines for the Use of Consultants 
under Islamic Development Bank Financing (May 2009 edition), and is open to all eligible bidders as 
def ned in the guidelines.

Specif c Procurement Notices for contracts to be procured will be announced as they become available, 
on IDB Website and international newspaper or magazine of wide international circulation and in local 
newspapers as required. 

Interested eligible bidders who wish to be included on the mailing list to receive invitations to bid 
under ICB-MC (for procurement of goods &works) procedures and interested consultants (under ICB 
restricted MC) who wish to receive a copy of the advertisement requesting expressions of interest for 
consultancy contracts or those requiring additional information, should contact the address below and 
not the Islamic Development Bank:

Head, Procurement & Disposal Unit, Rural Electrif cation Agency, 
Plot 10 Windsor Loop, Kololo, 2nd Floor, House of Hope, P.O. Box 7317 Kampala 
Tel: +256 312318100, Email: procurement@rea.or.ug, Website: www.rea.or.ug

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* 2015† latest latest 2015† rate, % months, $bn 2015† 2015† bonds, latest Mar 18th year ago

United States +2.4 Q4 +2.2 +3.2 +3.5 Feb -0.1 Jan +0.3 5.5 Feb -388.1 Q3 -2.2 -2.5 2.06 - -

China +7.3 Q4 +6.1 +7.2 +6.8 Feb +1.4 Feb +1.5 4.1 Q4§ +213.8 Q4 +2.1 -2.9 3.36§§ 6.23 6.19

Japan -0.8 Q4 +1.5 +1.1 -2.9 Jan +2.4 Jan +1.0 3.6 Jan +40.1 Jan +1.7 -7.0 0.42 120 101

Britain +2.7 Q4 +2.2 +2.6 +1.2 Jan +0.3 Jan +0.5 5.7 Dec†† -163.0 Q3 -4.3 -4.4 1.79 0.67 0.60

Canada +2.6 Q4 +2.4 +2.1 +4.3 Dec +1.0 Jan +1.1 6.8 Feb -39.3 Q4 -2.5 -1.5 1.32 1.26 1.11

Euro area +0.9 Q4 +1.3 +1.3 +1.2 Jan -0.3 Feb nil 11.2 Jan +309.1 Dec +2.4 -2.2 0.20 0.92 0.72

Austria -0.2 Q4 nil +1.3 -2.6 Dec +0.8 Feb +1.3 4.8 Jan +2.4 Q3 +2.4 -2.2 0.39 0.92 0.72

Belgium +1.0 Q4 +0.7 +1.2 -2.4 Dec -0.4 Feb +0.4 8.5 Jan +8.0 Sep -0.1 -2.4 0.42 0.92 0.72

France +0.2 Q4 +0.3 +0.9 +0.6 Jan -0.3 Feb +0.1 10.2 Jan -21.1 Jan‡ -1.1 -4.3 0.53 0.92 0.72

Germany +1.5 Q4 +2.8 +1.6 +0.8 Jan +0.1 Feb +0.2 6.5 Feb +290.4 Jan +7.1 +0.7 0.20 0.92 0.72

Greece +1.2 Q4 -1.5 +2.0 +0.1 Jan -2.2 Feb -0.8 26.0 Dec +2.3 Dec +2.6 -3.2 11.30 0.92 0.72

Italy -0.5 Q4 -0.1 +0.5 -2.2 Jan -0.1 Feb nil 12.6 Jan +38.6 Dec +1.6 -3.0 1.32 0.92 0.72

Netherlands +1.0 Q4 +1.8 +1.3 -1.5 Jan +0.1 Feb +0.5 8.9 Jan +91.5 Q3 +9.1 -2.0 0.33 0.92 0.72

Spain +2.0 Q4 +2.7 +2.0 -2.0 Jan -1.1 Feb -0.7 23.4 Jan +0.7 Dec +0.5 -4.5 1.23 0.92 0.72

Czech Republic +1.2 Q4 +1.5 +2.9 +2.9 Jan +0.1 Feb +0.2 7.5 Feb§ +1.4 Q4 -0.4 -1.7 0.49 25.1 19.7

Denmark +1.3 Q4 +1.7 +1.6 -1.2 Jan +0.2 Feb +0.7 5.0 Dec +21.1 Jan +5.8 -3.0 0.29 6.86 5.36

Hungary +3.4 Q4 +3.2 +2.4 +7.5 Jan -1.0 Feb +1.0 7.4 Jan§†† +5.7 Q3 +4.6 -2.6 3.57 279 223

Norway +3.2 Q4 +3.7 +1.0 -1.1 Jan +1.9 Feb +1.4 3.7 Dec‡‡ +42.5 Q4 +11.3 +7.5 1.57 8.16 5.96

Poland +2.8 Q4 +2.8 +3.2 +4.9 Feb -1.6 Feb +0.8 12.0 Feb§ -5.5 Jan -2.4 -1.4 2.45 3.80 3.02

Russia -0.3 Q4 na -3.5 -1.4 Feb +16.7 Feb +12.5 5.5 Jan§ +56.6 Q4 +4.6 -1.5 13.10 59.4 36.3

Sweden  +2.6 Q4 +4.6 +2.3 +0.8 Jan +0.1 Feb +0.2 8.4 Feb§ +35.7 Q4 +5.6 -1.3 0.62 8.58 6.33

Switzerland +1.9 Q4 +2.4 +1.0 +2.7 Q4 -0.8 Feb -0.7 3.2 Feb +45.7 Q3 +7.6 +0.3 -0.05 0.98 0.87

Turkey +1.7 Q3 na +4.2 -2.3 Jan +7.5 Feb +6.7 10.9 Dec§ -42.9 Jan -4.1 -1.7 8.33 2.57 2.22

Australia +2.5 Q4 +2.2 +2.6 +3.3 Q4 +1.7 Q4 +1.7 6.3 Feb -40.1 Q4 -2.8 -2.2 2.45 1.29 1.10

Hong Kong +2.2 Q4 +1.5 +2.5 -3.7 Q4 +4.1 Jan +3.3 3.3 Feb‡‡ +7.7 Q3 +2.3 +0.1 1.62 7.76 7.77

India +7.5 Q4 +4.0 +6.6 +2.6 Jan +5.4 Feb +6.0 8.8 2013 -27.4 Q4 -1.6 -4.1 7.79 62.2 61.0

Indonesia +5.0 Q4 na +5.5 +5.0 Jan +6.3 Feb +5.2 5.9 Q3§ -26.2 Q4 -2.6 -1.8 7.27 13,094 11,334

Malaysia +5.8 Q4 na +5.5 +7.0 Jan +1.0 Jan +3.2 3.0 Dec§ +15.2 Q4 +3.8 -4.7 3.93 3.68 3.28

Pakistan +5.4 2014** na +5.6 +2.4 Dec +3.2 Feb +4.6 6.2 2013 -3.3 Q4 -0.8 -5.2 9.00††† 102 99.0

Singapore +2.1 Q4 +4.9 +3.1 +0.9 Jan -0.4 Jan +0.4 1.9 Q4 +58.8 Q4 +22.6 -0.3 2.43 1.38 1.26

South Korea +2.8 Q4 +1.5 +3.7 +1.8 Jan +0.5 Feb +1.5 4.6 Feb§ +92.8 Jan +5.7 +0.5 2.29 1,112 1,070

Taiwan +3.3 Q4 +4.8 +3.8 +8.1 Jan -0.2 Feb +1.0 3.8 Jan +65.3 Q4 +12.3 -1.2 1.61 31.3 30.4

Thailand +2.2 Q4 +7.1 +4.2 -1.3 Jan -0.5 Feb +1.8 1.1 Jan§ +14.2 Q4 +2.6 -1.6 2.70 32.7 32.1

Argentina -0.8 Q3 -2.1 +0.5 -2.1 Jan — *** — 6.9 Q4§ -5.0 Q3 -0.9 -2.8 na 8.79 7.95

Brazil -0.2 Q3 +0.3 nil -5.2 Jan +7.7 Feb +7.2 5.3 Jan§ -90.4 Jan -4.1 -4.9 13.01 3.21 2.34

Chile +1.8 Q4 +3.8 +3.0 +5.8 Jan +4.4 Feb +3.6 6.2 Jan§‡‡ -3.0 Q4 -1.6 -1.9 4.36 636 570

Colombia +3.5 Q4 +2.9 +3.9 -2.5 Jan +4.4 Feb +3.9 10.8 Jan§ -16.2 Q3 -6.1 -2.1 6.84 2,641 2,031

Mexico +2.6 Q4 +2.7 +2.9 +0.3 Jan +3.0 Feb +3.9 4.4 Jan -26.5 Q4 -1.8 -3.4 5.87 15.1 13.2

Venezuela -2.3 Q3 +10.0 -3.2 +0.8 Sep +68.5 Dec +65.9 7.9 Jan§ +10.3 Q3 -1.8 -15.1 11.18 6.29 6.35

Egypt +6.8 Q3 na +3.9 -5.3 Jan +10.6 Feb +9.7 12.9 Q4§ -4.4 Q3 -1.4 -10.7 na 7.63 6.96

Israel +3.3 Q4 +6.8 +3.5 +1.2 Dec -1.0 Feb nil 5.6 Jan +9.0 Q4 +4.6 -3.1 1.59 3.98 3.46

Saudi Arabia +3.6 2014 na +2.5 na  +2.1 Feb +2.8 6.0 2014 +120.1 Q3 -1.1 -9.7 na 3.75 3.75

South Africa +1.3 Q4 +4.1 +2.4 -1.5 Jan +3.9 Feb +5.2 24.3 Q4§ -19.1 Q4 -4.9 -3.7 7.90 12.1 10.7

Source: Haver Analytics.  *% change on previous quarter, annual rate. †The Economist poll or Economist Intelligence Unit estimate/forecast. §Not seasonally adjusted. ‡New series. **Year ending June. ††Latest 3 
months. ‡‡3-month moving average. §§5-year yield. ***Official number not yet proven to be reliable; The State Street PriceStats Inflation Index, Jan 35.9%; year ago 26.04% †††Dollar-denominated bonds. 
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Indicators for more countries and additional

Other markets
 % change on

 Dec 31st 2014

 Index one in local in $
 Mar 18th week currency terms

United States (S&P 500) 2,099.5 +2.9 +2.0 +2.0

United States (NAScomp) 4,982.8 +2.7 +5.2 +5.2

China (SSEB, $ terms) 304.1 +2.1 +5.0 +4.6

Japan (Topix) 1,582.5 +3.7 +12.4 +11.5

Europe (FTSEurofirst 300) 1,590.3 +1.0 +16.2 +2.2

World, dev'd (MSCI) 1,754.1 +2.5 +2.6 +2.6

Emerging markets (MSCI) 956.7 +1.5 nil nil

World, all (MSCI) 426.9 +2.4 +2.3 +2.3

World bonds (Citigroup) 872.8 +0.7 -3.3 -3.3

EMBI+ (JPMorgan) 689.2 -0.2 -0.4 -0.4

Hedge funds (HFRX) 1,240.6§ +0.6 +1.8 +1.8

Volatility, US (VIX) 14.0 +16.9 +19.2 (levels)

CDSs, Eur (iTRAXX)† 51.6 +4.7 -21.7 -31.1

CDSs, N Am (CDX)† 62.4 -4.2 -1.5 -1.5

Carbon trading (EU ETS) € 6.8 -0.4 -7.1 -18.3

Sources: Markit; Thomson Reuters.  *Total return index. 
†Credit-default-swap spreads, basis points. §Mar 17th.

The Economist commodity-price index
2005=100
 % change on
 one one
 Mar 10th Mar 17th* month year

Dollar Index

All Items 142.3 140.4 -4.2 -18.6

Food 160.4 157.4 -5.6 -22.3

Industrials    

 All 123.6 122.7 -2.1 -13.1

 Nfa† 118.8 117.4 -3.9 -24.8

 Metals 125.6 125.0 -1.4 -7.3

Sterling Index

All items 171.6 173.2 -0.3 -8.5

Euro Index

All items 165.3 164.6 +3.0 +6.8

Gold

$ per oz 1,161.5 1,148.6 -4.8 -15.4

West Texas Intermediate

$ per barrel 48.7 43.2 -19.2 -56.7

Sources: Bloomberg; CME Group; Cotlook; Darmenn & Curl; FT; ICCO;
ICO; ISO; Live Rice Index; LME; NZ Wool Services; Thompson Lloyd & 
Ewart; Thomson Reuters; Urner Barry; WSJ.  *Provisional  
†Non-food agriculturals.

Markets
 % change on

 Dec 31st 2014

 Index one in local in $
 Mar 18th week currency terms

United States (DJIA) 18,076.2 +2.5 +1.4 +1.4

China (SSEA) 3,749.1 +8.7 +10.6 +10.2

Japan (Nikkei 225) 19,544.5 +4.4 +12.0 +11.1

Britain (FTSE 100) 6,945.2 +3.3 +5.8 -0.4

Canada (S&P TSX) 14,962.2 +1.5 +2.3 -7.3

Euro area (FTSE Euro 100) 1,215.9 +0.6 +17.3 +3.1

Euro area (EURO STOXX 50) 3,668.5 +0.5 +16.6 +2.6

Austria (ATX) 2,481.8 -1.0 +14.9 +1.1

Belgium (Bel 20) 3,727.9 +0.2 +13.5 -0.2

France (CAC 40) 5,033.4 +0.7 +17.8 +3.6

Germany (DAX)* 11,922.8 +1.0 +21.6 +7.0

Greece (Athex Comp) 738.0 -7.4 -10.7 -21.4

Italy (FTSE/MIB) 22,565.2 -1.2 +18.7 +4.4

Netherlands (AEX) 496.6 +1.0 +17.0 +2.9

Spain (Madrid SE) 1,120.9 +0.2 +7.5 -5.4

Czech Republic (PX) 1,030.9 +1.4 +8.9 -2.9

Denmark (OMXCB) 821.4 +1.7 +21.6 +6.9

Hungary (BUX) 18,522.4 -0.9 +11.4 +1.6

Norway (OSEAX) 660.2 +1.3 +6.5 -4.4

Poland (WIG) 53,364.6 +0.6 +3.8 -5.3

Russia (RTS, $ terms) 841.1 -0.8 +8.0 +6.4

Sweden (OMXS30) 1,704.0 +2.4 +16.3 +4.1

Switzerland (SMI) 9,256.2 +1.6 +3.0 +2.9

Turkey (BIST) 79,942.3 +2.1 -6.7 -16.7

Australia (All Ord.) 5,808.0 +0.8 +7.8 +2.5

Hong Kong (Hang Seng) 24,120.1 +1.7 +2.2 +2.1

India (BSE) 28,622.1 -0.1 +4.1 +4.8

Indonesia (JSX) 5,413.1 -0.1 +3.6 -2.6

Malaysia (KLSE) 1,797.6 +1.1 +2.1 -3.7

Pakistan (KSE) 31,525.0 -3.1 -1.9 -3.1

Singapore (STI) 3,361.8 -0.5 -0.1 -4.7

South Korea (KOSPI) 2,028.5 +2.4 +5.9 +3.0

Taiwan (TWI)  9,653.4 +1.4 +3.7 +3.9

Thailand (SET) 1,531.5 -0.8 +2.3 +2.2

Argentina (MERV) 11,275.3 +11.3 +31.4 +26.5

Brazil (BVSP) 51,526.2 +5.4 +3.0 -16.4

Chile (IGPA) 18,862.5 -0.1 nil -5.5

Colombia (IGBC) 9,976.9 +4.8 -14.2 -23.3

Mexico (IPC) 44,360.9 +2.6 +2.8 -1.8

Venezuela (IBC) 4,704.7 +8.5 +21.9 na

Egypt (Case 30) 9,484.1 -1.0 +6.2 -0.4

Israel (TA-100) 1,390.0 +1.1 +7.8 +4.3

Saudi Arabia (Tadawul) 9,133.9 -5.7 +9.6 +9.7

South Africa (JSE AS) 52,187.5 +0.8 +4.9 -1.6 series, go to: Economist.com/indicators

World GDP

Sources: Haver
Analytics; IMF;
The Economist

*Estimates based on 48 economies
representing 83% of world GDP. Weighted

  GDP at purchasing-power parity
†Q4 2014 figures do not include Brazil

Contribution to growth, percentage points, from:

2010 11 12 13 14
1
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BRICS

US

Total, % increase on a year earlier*

Euro area

other emerging countries

other rich countries

†

Growth in the global economy slowed to
2.7% year on year in the final quarter of
2014, down from 2.9% the previous
quarter. Despite experiencing its weakest
GDP increase in 24 years in 2014, China
remained the largest contributor to
global growth. India was the fastest-
growing country for a second quarter,
staying ahead of China by a small margin.
Other emerging economies did not fare so
well. Non-BRICS emerging markets con-
tributed their smallest proportion to
global growth in more than five years. Of
the countries tracked by The Economist,
48 have so far reported their numbers for
the final quarter of 2014. Over half saw
growth rates fall, offsetting modest gains
in places like the euro area. 
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WHEN she had been married four
years to Orlando Fernández, a cardi-

ologist twice her age, Naty Revuelta grew
restless in the big, beautiful house in Ve-
dado. Each morning, when the shutters
were opened on the smell of jasmine, her
baby Nina would be taken away by the
nurse to be fussed and dressed in lace. In
the late afternoons, after an unsleeping si-
esta, her sparkling company might be
sought for tennis and canasta parties. Naty
was so lovely, with her emerald eyes and
dark blonde hair and tiny dancer’s waist,
that men would kneel at her feet. Her natu-
ral home appeared to be the Biltmore or
the Havana Yacht Club, dining on oysters
and sweet omelettes from plates of gold.
Yet much of her day was spent watching 
television in the darkened house until the
moment when Orlando would return
from work and fall asleep in his chair. It
was around then, in the spring of1952, that
she sent her house key to Fidel Castro. 

Although she wrapped the key in a lin-
en envelope, lightly scented with Lanvin’s
“Arpeggio”, she did not know him. They
had met, by moonlight, at a demonstration
on the grand stone staircase at the Univer-
sity of Havana. With her elegant dress and
gold cigarette case, she was plainly no stu-
dent. He asked if he could indoctrinate
her—the words having, for him, no other

meaning. She told him, with a shiverof flir-
tation, that she was free any afternoon
afterfive. ThatMarch Fulgencio Batista had
launched his coup d’état and delivered
Cuba to gangsterism; Fidel, and two other
members of the Orthodox Party to whom
she also sent keys, were his most energetic
opposition. Now the three of them, polite
and in starched guayaberas, sat among her
imitation French furniture and fine English
tea sets to plot their revolution. 

Social convention and the “sentence”
of her marriage stopped her going with
them into the mountains. That frustrated
her, for like her English grandfather, Her-
bert Clews, she liked the romance of ad-
venture in rough country. The attackon the
Montcada barracks on July 26th 1953 had to
happen without her. She would help in
other ways. Her fingers grew rough from
typingmanifestoes and sewingmilitary fa-
tigues. Stealthily she withdrew all her sav-
ings, $6,000, from the bank. Her dia-
monds, emeralds and sapphires, in their
plush boxes, disappeared from the bed-
room drawer, pawned to buy rifles. Then
when the attackfailed, and Fidel was jailed
on the Isle ofPines, she wrote to him. 

Their correspondence revolved at first
around books. She sent him the French
writers she most admired, Rolland, Victor
Hugo, Balzac. He responded enthusiasti-

cally, his tiny writing also filling the mar-
gins of the one page he was allowed. She
sent him the works of Dostoevsky; he was
impressed, but preferred Marx. The letters
became playful: they discussed oil lamps,
cake-dough, hats, goldfish. She sent an en-
velope filled with sand to remind him of
the beach. And though he too was mar-
ried, they became amorous. Her phrases
were like kisses, he told her, or honey that
nevercloyed. In return she loved him more
wildly than anyone since her playboy fa-
ther, kicked outofthe familywhen she was
three for his addiction to mojitos. 

A silken ribbon
Fidel said he longed to hold her “tight in
my arms, so tight that I will press you like a
flower”. That was not true for long. When
their correspondence was found out, he
asked her not to write again. In 1955, on his
release, they met and made love at last; she
conceived her daughter Alina, but after
two months he left. Four years later he
came to power in Havana, but did not send
for her. He barely communicated with his
daughter, and with Naty not at all, beyond
returning her letters to him. She who had
dreamed of being First Lady of Cuba,
svelte, gracious, fluent in English from her
education at elite girls’ academies in Wash-
ington and Pennsylvania, was now anoth-
er nobody in a country that was impover-
ished, grey and falling into ruins. 

And yet as before she would help in
other ways, for her love of Fidel was unal-
tered by his behaviour. She joined volun-
teer labour brigades and worked for the
government. The beautiful house, from
which Orlando had now fled, with Nina,
to the United States, was handed over to
become an embassy, and she moved into
somewhere uglier and smaller. There, un-
complaining, she lived from a ration book
like the rest of Cuba, queuing for hours for
half a kilo of black beans which Chucha,
the one remainingmaid, would serve with
rice on a silver tray. Her stubbornly tyran-
nical mother, Doña Natica, never forgave
her“treachery” ofaidingcommunism. Her
daughter Alina bickered and defied her be-
fore leaving, in her turn, for America. 

In the house in Nuevo Vedado, behind
heavy metal grilles against robbers, often
in candlelight when the power was cut,
Naty Revuelta lived without bitterness.
Her small alligator-covered address book
seldom had a new entry of interest, but
portraits of her past self, the toast of high
society, covered the walls and sideboards.
As always, cigarettes from the slim gold
case and black coffee from tiny cups kept
her going. Ifanyone asked—and even if no-
body did—she would fetch from her stock-
ing-drawer in their blue satin case, tied
with a blue silk ribbon, Fidel’s letters, and
read them aloud. Then she would sit, no
longer restless, almost content. 7

For love of Fidel

Natalia Revuelta Clews, Havana socialite and mistress ofFidel Castro, died on
February27th, aged 89

Obituary Naty Revuelta
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