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Europe’s populist parties
caused an earthquake at the
polls, allowing them to take
around 30% ofseats in the new
European Parliament. France’s
Front National won 25% of the
votes, Britain’s UK Indepen-
dence Party scored 27.5%, the
Danish People’s Party se-
cured 26.6% and far-left Syriza
in Greece tookhome 26.5%—all
beating their countries’ go-
verning parties and promising
to fight for sweeping changes.
Mainstream parties held their
ground in some countries,
including Italy, where Matteo
Renzi’s Democrats won 40.8%
of the vote and Germany,
where Angela Merkel’s Chris-
tian Democrats won 35.3%. In
the Netherlands, Geert Wild-
ers’s populist Party for Free-
dom failed to follow his allies
in other countries, coming
third with 13.2%.

Jean-Claude Juncker’s hopes
ofa smooth ride to become the
new European Commission
president were dashed when
his presumed backer, Angela
Merkel, the German chancel-
lor, decided to hedge her bets.
Brussels is bracing for long
negotiations over the EU’s new
leadership. 

Billionaire Petro Poroshenko,
known as the chocolate king,
was elected as Ukraine’s new
president. His leadership was
immediately tested when
militants seized a terminal of
Donetskairport, in the east of
the country. On May 26th
dozens ofpro-Russia separat-
ists plus a number ofcivilians
were killed after Ukrainian
security forces launched an
assault to take back the airport.
It was the deadliest outbreak
ofviolence in the city thus far.

Too little choice
Abdel Fattah al-Sisi, Egypt’s
former defence minister who
organised the coup last July
that overthrew the previously
elected president, Muhammad
Morsi, was himselfelected
head ofstate. Supporters of Mr
Morsi’s Muslim Brotherhood
boycotted the poll. Prelimi-
nary results gave Mr Sisi 92% to
his sole opponent’s 4%, but
turnout was dismally low.

Mali’s defence minister, who
later resigned, said that 50
soldiers had been killed and
900 had surrendered in a vain
attempt to recapture the town
ofKidal, which Tuareg rebels
had taken a weekbefore. 

Jacob Zuma was re-elected
South Africa’s president by
the country’s new parliament,
a fortnight after his ruling
African National Congress had
won another five-year man-
date with 62% of the vote. 

Nine days after Malawi’s
presidential elections, the
results had not been formally
announced by the electoral
commission, due to alleged
irregularities and a string of
court challenges. Unofficial
preliminary results suggested
that the incumbent, Joyce
Banda, had lost. 

The Nigerian authorities said
they now knew the location of
the 270-odd schoolgirls kid-
napped a month ago by ex-
treme Islamists, but would not
divulge where they were or
how they would be freed.

Married, happily

In Venezuela the wives of two
imprisoned mayors won
elections for their husbands’
posts. Patricia Gutierrez (pic-
tured) won the city ofSan
Cristobal, while Rosa Brando-

nisio won in San Diego. The
men, part of the opposition to
President Nicolás Maduro,
were convicted of failing to
dismantle protesters’ barri-
cades and for allegedly encour-
aging rebellion. 

Juan Manuel Santos, the in-
cumbent, narrowly lost the
first round ofColombia’s
presidential election to Óscar
Iván Zuluaga, a protégé of the
former president, Álvaro
Uribe. 

Subcomandante Marcos,
long-time head ofMexico’s
Zapatista rebels, announced
that he was stepping down as
the group’s spokesman. The
Zapatistas staged a briefarmed
rebellion in 1994.

Public prosecution
Police in the north-western
Chinese region ofXinjiang
said that they had detained
more than 200 suspects fol-
lowing a spate ofattacks,
including a “terror group” of
five with explosives. Chinese
media reported that 55 people,
thought to be ethnic Uighurs,
had been paraded through a
stadium in front of7,000 spec-
tators having been convicted
ofvarious crimes.

The leaders ofa military coup
in Thailand received royal
endorsement several days
after they seized power. They
say they want to return the
country to stability after
months ofpolitical turmoil.
The army says it has released
124 people, who were detained
after the coup, including the
former prime minister, Ying-
luckShinawatra. 

An influential faction of the
Pakistani Taliban split from
the umbrella organisation,
blaming ideological differ-
ences. A spokesman for the
Mehsud tribe said that it con-
siders the bombing ofpublic
places, extortion and kid-
nappings to be un-Islamic and
so could no longer co-operate. 

Softly softly
On May 28th BarackObama
outlined his vision for when
and why America should use
military force. In future, he

said, America must be sure
that its wars do not “create
more enemies than we take off
the battlefield”. Earlier the
president had visited Afghani-
stan to address some of the
32,000 American troops still
stationed there. He laid out
plans for their withdrawal: all
but a tiny guard for the Ameri-
can embassy will be gone by
the end of2016. 

America’s Supreme Court
ruled that states could not rely
solely on an IQ test to deter-
mine whether a murderer is
too mentally disabled to be
executed. Florida, which uses
a cut-offof70 IQ points, was
planning to execute Freddie
Lee Hall, who scored 71.

Tea Party candidates beat
establishment Republicans in
primaries in Texas. David
Dewhurst, the state’s lieuten-
ant governor during more than
a decade of robust economic
growth, lost to Daniel Patrick,
who accused him ofbeing
insufficiently flinty. 

Maya Angelou, author, poet
and human-rights activist,
died on May 28th, aged 86. Her
1969 autobiography “I Know
Why The Caged Bird Sings”
was a huge bestseller and is
widely taught in American
schools.

On the same day Malcolm
Glazer, a billionaire busi-
nessman and sports-club
owner, died aged 85. Mr Glazer
is remembered fondly in Tam-
pa Bay, for turning the strug-
gling Buccaneers into Super
Bowl winners, but rather
differently in Manchester: the
impressive haul of trophies
won after his controversial
takeover ofUnited came at a
high cost—saddling it with
£500m ofdebt.

Politics

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

In its biggest acquisition yet,
Apple agreed to pay $3 billion
for Beats Electronics, a spe-
cialist in pricey headphones
and music-streaming. The
growth ofstreaming services
has posed a threat to music
sales on Apple’s iTunes. As
part of the deal the co-foun-
ders ofBeats, Jimmy Iovine (a
record mogul) and Dr Dre (a
rapper), will join Apple.

Pfizer, an American drugs
company, has conceded defeat,
at least for now, in its pursuit of
AstraZeneca, a British com-
petitor. The proposed £70
billion ($117 billion) takeover
would have created the
world’s biggest drugs firm. The
deal was opposed by some
politicians on both sides of the
Atlantic. British MPs voiced
worries over potential job
losses in research centres,
while in America the concern
was Pfizer avoiding taxes.
AstraZeneca’s board rejected
the offer, saying it undervalued
the company. Under British
takeover rules, Pfizer must wait
six months before it can make
another approach.

Google unveiled its latest
driverless car. It plans to build
100 prototypes from scratch,
rather than modifying others’
vehicles as it has done in the
past. The car has no steering
wheel or pedals, only a “stop”
and a “go” button. The two-
seater electric vehicle can
travel up to 25mph (40kph)
and the firm hopes to pilot it
on Californian roads within
two years. However, there
remain significant regulatory
and legal barriers to its spread.

A delicate truth
The Financial Times says it has
found flaws in the data used in
“Capital in the Twenty-First
Century”, the bestselling
analysis of inequality by
Thomas Piketty. The paper
said it had uncovered tran-
scription errors and flawed
formulae in spreadsheets and
that some of the data appeared
to be cherry-picked. Mr Piketty
responded that the FT was
wrong to suggest that this casts

doubts on his conclusion that
inequality is becoming more
entrenched.

GlaxoSmithKline, a British
drugmaker, is being investigat-
ed by the UK’s Serious Fraud
Office. The exact nature of the
investigation is not known, but
two weeks ago China charged
three of the firm’s executives
with corruption, alleging that
GSK had bribed doctors to
prescribe its medicines. The
firm said it intended to co-
operate fully with the SFO.

The battle for control ofClub
Méditerranée, a French holi-
day firm, continues. Last year,
Fosun, a Chinese conglomer-
ate, and Ardian, a French priv-
ate-equity firm, launched a
joint bid to take Club Med
private. Some shareholders
took the matter to the French
courts, arguing the bid was too
low and lacked transparency.
Now it seems a rival bidder,
the Bonomi family from Italy,
may attempt a takeover of its
own. Club Med has been
successful at attracting Asian
tourists to its all-inclusive
resorts. 

Coming in from the cold
BP signed a deal with Rosneft,
a state-owned Russian oil
company in which it owns a
20% stake, to explore for hard-

to-reach shale oil in the coun-
try. The agreement comes
despite American sanctions
against Igor Sechin, Rosneft’s
boss, relating to Russia’s in-
tervention in Ukraine. The
deal was signed at the St Peters-
burg International Economic
Forum, Russia’s answer to
Davos, which many Western
firms boycotted.

Mario Draghi, the president of
the European Central Bank,
provided some hints on how it
intends to tackle the threat of
deflation when its governing
council meets in June. In a
speech he suggested that,
along with interest-rate cuts,
there will be an attempt to
boost credit in southern Eu-
rope by providing long-term
funding to banks on the condi-
tion that they deploy it to
expand business loans. 

Christine Lagarde, the head of
the International Monetary
Fund, said that banks have
been too slow to reform them-
selves following the financial
crisis. Ms Lagarde said that
some banks are still too big to
fail and would pose a systemic
risk if they got into trouble. In a
subsequent speech, Mark
Carney, the governor of the
BankofEngland, said that
growing inequality was un-
dermining trust in capitalism.

Rio Tinto agreed on a $20
billion deal with the govern-
ment ofGuinea to mine iron
ore. The Simandou project had
seen a decade ofwrangling
over who owns the concession
to mine the site. The firm will
also build a 650km (400 mile)
railway and a deepwater port
to service the mine.

Soldier, spy
Unconfirmed reports suggest-
ed that China has told state-
owned companies to stop
working with American con-
sulting and technology firms,
for fear of industrial espionage.
It has also reportedly told
some banks to stop using IBM

servers. The tit-for-tat move, if
true, comes after America
indicted five Chinese army
officers ofcyber-spying on
American companies, in-
cluding Alcoa and US Steel.

Business Iron ore

Source: Bloomberg
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BUSINESS power follows eco-
nomic power. In the 1920s

British firms owned 40% of the
global stock of foreign direct in-
vestment. By 1967 America was
top dog, with a 50% share. Be-
hind those figures lie cultural
revolutions. The British spread

the telegraph and trains in Latin America. American firms sold
a vision ofthe good life, honed by Hollywood and advertising.
Kellogg’s changed what the rich world ate for breakfast, and
Kodak how it remembered holidays. The next corporate revo-
lution, as we describe in our special report this week, is hap-
pening in Asia. This too will change how the world lives. 

Arrested development
Asian capitalism has brawn. The continent’s share of global
GDP has risen from a fifth to 28% since 1984. It is the world’s fac-
tory, a diverse region of rivals bound together by supply
chains. But it lacks brains and global savvy. Asia smelts 76% of
the world’s iron and emits 44% of its pollution, but hosts only a
tenth of its most valuable brands and venture-capital activity.
Its multinationals punch below their weight, owning 17% of
the world’s foreign direct investment. Wealthy Japan and
South Korea have a cast ofsuperstars, such as Toyota and Sam-
sung. But few other firms command the world stage. 

That is because Asian capitalism has been too cosy. In the
boom between 2002 and 2010 easy profits were made at
home—growth was fast and labour and credit cheap. Two-
thirds of big Asian firms are state-controlled or “business
houses” (often family-run). These incumbents tend to be
chummy with the government and get cheap land and loans.
Half of all billionaire wealth in Asia has been made in sectors,
such as property, that are prone to cronyism, versus 15% in the
West. Outside Japan, Taiwan and South Korea, innovation has
been neglected. Mahindra & Mahindra and Great Wall, car
champions from India and China, have a combined research-
and-development (R&D) budget that is 3% ofVolkswagen’s.

For Western firms, Asia’s shortcomings have been a relief.
The iPhone shows why: although it is made by the hands of
Chinese workers, it is the brainsbehind it, atApple and athigh-
tech component-makers in the rich world, that take nearly all
the profits. Now, however, the rules that have governed Asian
capitalism for the past two decades are changing. Asian firms
are having to become brainier, more nimble and more global.

The immediate motivation is underperformance: growth
has slowed, and Asian shares have lagged American ones by
40% in the past three years. Three deeper trends are also at
work. First, labour costs are rising, not least in China, and East
Asia’s workforce is ageing. Second, Asia’s middle class is be-
coming more demanding. They are no longer satisfied with
fake LouisVuitton handbags; theywantclean air, safe food and
more leisure, and are madly in love with the internet. Third,
competition has intensified from Western multinationals,
which have invested $2 trillion in Asia. They also now use the
same cheapish labour, and they generally have much more so-

phisticated supply chains, brands and R&D.
With their home markets no longer quite so safe, Asian

firms are adapting—and becoming stronger. In response to ris-
ing wages, production (ofclothes, for example) is shifting from
China to South-East Asia and Africa, led by Japanese firms
which are also worried abouta warwith the Middle Kingdom.
Chinese firms such as Haier, which makes fridges, plan to
automate factories and get into cleverer products. And as the
Chinese push upmarket, the Koreans are redoubling efforts to
stay ahead. Samsung’s spending on R&D rose by 24% in 2013. If
they get their act together, India and Indonesia, Asia’s bum-
blinggiants, will attract lots offactory jobs. Their best firms are
also getting brainier. Once dismissed as “body shops”, India’s
IT-outsourcing firms are now leaders in big data.

Rising consumer aspirations are helping internet firms dis-
rupt traditional industries. Alibaba, a Chinese internet giant, is
expanding into banking, telecomsand logistics. Analysts think
it might be worth $150 billion, more than China’s steel indus-
try. China’s drive to reform its state-owned firms is meant to
make them more responsive to customers. Xi Guohua, the
boss of China Mobile, plans to give shares to his staff. Across
Asia demand for health care is likely to create a whole new
generation of companies—the industry comprises only 4% of
the region’s stockmarket, compared with 12% in the rich world.

In order to challenge foreign rivals, Asian firms are globalis-
ing, following the example of Samsung and Toyota. Lenovo, a
thriving Chinese computer firm, has Western-style gover-
nance and many foreign staff. Huawei has overtaken Ericsson
in telecoms equipment. India’s Sun Pharma is now one of the
world’s biggest generic-drugs firms. Tencent, China’s Face-
book, has hired the footballer Lionel Messi to advertise its ser-
vices abroad. Sprawling business houses are evolving into fo-
cused multinationals. Tata Sons is now a superb IT firm and
luxury-car maker tied to a ragbag of Indian assets. 

Cereal killers
Asian business needs to do much more. Big firms are spending
50% more on R&D than five years ago, but must get better at
breakthrough innovations. Conglomerates must focus on a
few areas where they can achieve global scale. Governments
can do their bit, by freeing state firms from meddling and en-
suring that powerful incumbents do not stifle entrepreneurs. 

Western firms should pay attention. In some industries—
aircraft manufacturing, for example—the barriers to entry are
still immense, but in other sectors brands and technology will
no longer be a shield from emerging Asian competition. The
threat to low-paid Western jobs may recede. Haier’s Chinese
workers are paid 25% of what its American workers get, up
from 5% in 2000. Instead it may be copywriters, scientists and
designers who feel the chill ofcompetition from the East.

History suggests consumers will adapt fast. In 20 years, mir-
acle cures for the old will come from Japan, the best web apps
from India and couture from China. And cornflakes, once a
cutting-edge food, will be rivalled by congee and dosas, sold in
boxes by a global brand. Asian capitalism will change the
world—even, maybe, what it has for breakfast.7

A world to conquer

Asian business is reforming. Its emerging multinationals will change the waywe all live

Leaders
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“DETERMINED to lay the
foundations of an ever-

closer union among the peoples
of Europe…” proclaims the
Treaty of Rome that began the
European project in 1957. When
the history of the European Un-
ion is written, 2014 will very

probablycome to be seen asan equallysignificantdate, for this
was the year that Europe’s voters told its leaders to abandon
the noble aspiration that launched the venture more than half
a century earlier and has shaped its policies ever since.

Even though a big anti-European vote had been expected,
the scale of it still came as a shock. In France Marine Le Pen’s
National Front (FN) came top with 25% of the vote. The UK In-
dependence Party (UKIP) did better still, with 27%. Almost 40%
of the vote in Greece went to broadly Eurosceptic or avowedly
racist parties. As many as 30% of the seats in the next European
Parliament will be held by anti-establishment and/or anti-
European parties. Manuel Valls, the French prime minister,
was right to speakafterwards ofa political “earthquake”.

Prosperity v democracy
The direct political consequences may not in themselves be
hugely significant. Within the European Parliament, the popu-
lists will probably squabble so much that the pro-European
70% can continue in their usual consensual way. But the lon-
ger-term ramifications could be enormous. Europe faces the
possibility that Britain—whose ruling Conservatives have
promised a referendum on EU membership after the next elec-
tion—will pull out. The EU might survive a British withdrawal;
but if France elected an anti-European of Ms Le Pen’s ilk and
pulled out, that would be the end of it. 

Muddling through, the typical Brussels response to crises, is
not an option this time, for if the EU does not change volunta-
rily, voters will force change upon it. To respond to their hostil-
ity, Europe’s leaders need first to examine the reasons for it. 

Nationalism is clearly a factor. The message that voters do
not want foreigners telling them what to do was broadcast
loud and clear from the platforms of parties such as UKIP and
the FN, and this is not the first rejectionist vote. The French and
Dutch threw out the draft EU constitution in 2005 and the Irish
rejected its replacement, the Lisbon treaty, in 2008 before be-
ing asked to vote again. 

Hostility to immigration is another motive. Most of the
anti-EU parties are also against foreigners. Resentment of the
EU has risen since it expanded eastwards, and workers from
those poorer countries moved westwards. 

Finally, economics is a big driver of discontent. It is notable
that the French, whose leaders have no solution to their stag-
nation, are far angrier than the Germans, whose economy is
recoveringnicely. Britain may be growingnow, but the fact that
its economy shrank so sharply in the aftermath of the crisis
helps explain the grumpiness with its government.

There are two solutions to Europe’s problems: economic
prosperity and increased democracy, which basically means

returning power to the states and institutions that voters trust.
The two aims often coincide, but not always.

There are plenty of areas of national life in which Brussels
should interfere less. Much unnecessary red tape should be
torn up and many regulations scrapped. Freedom to fix many
detailed social and employment rules—parental leave, work-
ing time and so on—should be handed back to national gov-
ernments. The European Parliament’s powers should be re-
duced, and national parliaments given more say in EU

legislation. At least initially, such reforms can be made without
the lengthy (and risky) business of treaty change.

Butprosperityand democracyclash in two areas. The first is
immigration. Yes, countries should be freer to clamp down on
“welfare tourism”, a particular source of anger: rules can be
tightened to make it harder for immigrants to claim benefits.
And poorer new EU applicants could be subject to even longer
transition periods when free movement is limited. But the
“four freedoms” of movement of goods, services, capital and
labour underpin Europe’s single market. To junk any one of
these would not only call into question the point of the enter-
prise, but also reinforce the economic stagnation that is a big
reason for the current discontent.

The single market provides the second set of conflicts. In
some areas—labour-market flexibility, for instance—“less Brus-
sels” will help growth. But not all. The euro crisis showed that
the euro zone needsa bankingunion, which centralises a lot of
power. And the best hope of growth lies in expanding the sin-
gle market. The next commission needs to remove blockages
to trade in services, energy and the digital economy. More free-
trade deals, starting with America, are another priority. Open-
ing up Europe’s economy will annoy some voters (and scare
some politicians); but the alternative—years of economic stag-
nation—will doom the project anyway.

The quest for leadership
It may be, as Eurosceptics argue, that Europe cannot change.
But the initial reaction from national leaders has been encour-
aging. Germany’s Angela Merkel and the present commission
president, José Manuel Barroso, have both called on the com-
mission to do less. France’s François Hollande says the EU is
too remote and must scale back its power. Italy’s Matteo Renzi
has won backing for reform. David Cameron, Britain’s prime
minister, has been demanding a reduction in the powers of
Brussels foryears, while campaigningfora broadersingle mar-
ket. Europe’s other leaders would do well to adopt his ideas—
and then pretend they did not come from Britain. 

The first job is to appoint a new president of the European
Commission prepared to implement radical change. The con-
tinuity (and federalist) candidate, Luxembourg’s Jean-Claude
Juncker, used to have Mrs Merkel’s support. But she seems to
have realised that doing nothing is not an option. Our choice
would be Christine Lagarde, the French boss of the IMF, a clev-
er, brave outsider, who knows how to take on vested interests.
With Ms Lagarde as president, Britain would be more likely to
stay in. If the EU is to survive, it will need that sort of leader-
ship. And its survival really is in question now.7

Europe’s angry voters

Bucked off

Europe’s leaders need to cut the powerofBrussels in manyareas, but in some theyneed to extend it
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MEDICAL science is hazy
about many things, but

doctors agree that if a patient is
losing pints of blood all over the
carpet, it is a good idea to stanch
his wounds. The same is true of
a health-care system. If crooks
are bleeding it of vast quantities

ofcash, it is time to tighten the safeguards.
In America the scale ofmedical embezzlement is extraordi-

nary. According to Donald Berwick, the ex-boss of Medicare
and Medicaid (the publichealth schemesfor the old and poor),
America lost between $82 billion and $272 billion in 2011 to
medical fraud and abuse (see page 26). The higher figure is 10%
of medical spending and a whopping 1.7% of GDP—as if rob-
bers had made offwith the entire output ofTennessee or near-
ly twice the budget ofBritain’s National Health Service (NHS). 

Crooks love American health care for two reasons. First, as
Willie Sutton said of banks, it’s where the money is—no other
country spends nearly as much on pills and procedures. Sec-
ond, unlike a bank, it is barely guarded. 

Some scams are simple. Patients claim benefits to which
they are not entitled; suppliers charge Medicaid for non-exis-
tent services. One doctor was recently accused of fraudulently
billing for 1,000 powered wheelchairs, for example. Fancier
schemes involve syndicates of health workers and patients.
Scammers scour nursing homes for old people willing, for a
few hundred dollars, to let pharmacists supply their pills but
bill Medicare for much costlier ones. Criminal gangs are
switching from cocaine to prescription drugs—the rewards are
as juicy, but with less risk of being shot or arrested. One clinic
in New York allegedly wrote bogus prescriptions for more
than 5m painkillers, which were then sold on the street for
$30-90 each. Identity thieves have realised that medical re-
cordsare more valuable than credit-card numbers. Steal a cred-

it card and the victim quickly notices; photocopy a Medicare
card and you can bill Uncle Sam for ages, undetected. 

It is hard to make such a vast system secure: Medicare’s con-
tractors process 4.5m claims a day. But pointless complexity
makes it even harder. Does Medicare really need 140,000 bill-
ing codes, as it will have next year, including ten for injuries
that take place in mobile homes and nine forattacks by turtles?
A toxic mix of incompetence and political gridlock has made
matters worse. Medicare does not check new suppliers for
links to firms that have previously been caught embezzling
(though a new bill aims to fix this). Fraud experts have long
begged the government to remove Social Security numbers
from Medicare cards to deter identity thieves—to no avail.

Start by closing the safe door
One piece of the solution is obvious: crack down on the crimi-
nals. Obamacare, for all its flaws, includes some useful mea-
sures. Suppliers are better screened. And when Medicaid
blackballs a dodgy provider, it now shares that information
with Medicare—which previously it did not. For every dollar
spent on probing health-care fraud, taxpayers recover eight. So
the sleuths’ budgets should be boosted, not squeezed, as now. 

But the broader point is that American health care needs to
be simplified. Whatever its defects, Britain’s single-payer Na-
tional Health Service is much simpler, much cheaper and rela-
tively difficult to defraud. Doctors are paid to keep people well,
not for every extra thing they do, so they don’t make more
money by recommending unnecessary tests and operations—
let alone billing for non-existent ones.

Too socialist for America? Then simplify what is left, scale
backthe health tax-perks for the rich and give people health ac-
counts so they watch the dollars that are spent on their treat-
ment. After all, Dr Berwick’s study found that administrative
complexity and unnecessary treatment waste even more
health dollars than fraud does. Perhaps that is the real crime.7

Health-care fraud in America

That’s where the money is

Howto hand over$272 billion a year to criminals

WHEN a country has had to
attack one of its own air-

ports, seen a chunk of territory
seized by a neighbour and
watched armed insurgentsover-
run another portion, it might
seem odd to argue that restoring
peace is not its leader’s hardest

challenge. But Petro Poroshenko, Ukraine’s new president,
faces an even bigger task: to dismantle the corrupt, oligarchic
system ofgovernment that helped create Ukraine’s turmoil—a
system in which Mr Poroshenko himselfparticipated. 

Given not just Russia’s annexation ofCrimea and the insta-
bility fomented by the Kremlin in eastern Ukraine, but a
wrecked economy and a free-falling currency, it is commend-
able that the presidential election of May 25th went ahead at
all. Likewise it is a good thing that Mr Poroshenko won in the
first round, sparing the country a run-off, and with strong sup-
port everywhere except in the eastern regions of Donetsk and
Luhansk, where armed separatists largely prevented voting.
Forall the Russian hysteria aboutUkrainian “fascists”, far-right
candidates notched up only 2%—much less than many nation-
alists in the European elections on the same day. And Mr Po-
roshenko is a more palatable president than Yulia Tymosh-

A chocolate baron wins in Ukraine

Sweet victory

As well as pacifying separatists and dealing with Russia, Petro Poroshenko must remake Ukraine’s politics 
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THE freshly minted presiden-
cy of Abdel Fattah al-Sisi has

got off to an embarrassing start.
The turnout for the poll on May
26th-27th that was supposed to
provide civilian camouflage for
a military dictatorship was low-
er even than expected—so low,

indeed, that polling stations were kept open for a third day in
the hope that more Egyptians could be enticed into them. The
election has thus failed to provide the former general with the
stamp of legitimacy that he was hoping for.

Mr Sisi’s true popularity is hard to measure. Most Egyp-
tians, exhausted by three-and-a-half years of turbulence since
Hosni Mubarak was overthrown after 30 years of stultifyingly
repressive rule, still probablywish him well. Buta strongman’s
allure can fade fast. And unless he changes direction, Egypt
could slide back to where it was in 2011, with a populace just as
angrily frustrated and as ready to oppose a dictator, should
they come to see him as malevolent.

Goose-stepping down the wrong road
MrSisi must loosen up both politicsand the economy. So farhe
has shown scant readiness to do either. He has been viciously
intolerant of dissent expressed not just by those suspected of
supporting the Muslim Brotherhood of the former president,
Muhammad Morsi, but also by the secular-minded young lib-
eralswho were the first to stirup the revoltagainst MrMubarak
three years ago. At least 16,000 people—some say more than
twice asmany—have been putbehind bars since MrMorsi was
overthrown, and at least a thousand killed. The courts have
sentenced hundreds of protesters to death, though the sen-

tences are unlikely to be carried out.
Most of Egypt’s media have become cravenly sycophantic

and xenophobic, and independent voices have been muzzled.
There is at present no parliament to check the powers of the
president. Mr Sisi should call an early general election, seek to
include non-violent Islamists in politics and allow a freer de-
bate. Ifhe does not, the opposition is likely to go underground.
Parts of it are already resorting to terrorism. 

MrSisi’splans for the economy, which hasgone from bad to
nearly catastrophic since the fall of Mr Mubarak, are equally
worrying. Unless Egyptians are given a chance to prosper,
there is likely to be another popular explosion. But Mr Sisi
sounds hostile to market economics. He has praised the kind
of military-led state intervention that proved wasteful in the
past, promising the familiar grandiose schemes in the desert
rather than bold, simple moves to fix the problems of the 90%
ofEgyptians still squeezed into the Nile Valley.

Mr Sisi should embark swiftly on a targeted reduction of
fuel and food subsidies that gobble up a quarter of the budget,
cut the country’s bloated, 7m-strong civil service, and sell an
array of decrepit state behemoths—not, as Mr Mubarak did, to
his cronies but in an open auction, allowing Egypt to benefit
from an injection of foreign capital and technology. The coun-
try is being kept afloat by the Gulf monarchies, from which it
has received around $20 billion since MrSisi stepped in. That is
not sustainable. With 85m people, Egypt is the biggest country
in the Arab world. The generals may help get the trains to run
on time, but that is not enough. Egypt needs foreign invest-
ment, a decent legal system and an open society.

Perhaps Mr Sisi, now more firmly ensconced in power, will
surprise his doubters with a surge ofcommon sense and cour-
age on all these fronts. But the early omens are grim. 7

Egypt’s new president

Marching to the wrong tune

Abdel Fattah al-Sisi must change course—orriskthe fate ofhis predecessors

enko, a discredited former prime minister who came a distant
second, let alone Viktor Yanukovych, the disgraced thug
whose flight from Kiev in February precipitated the contest.
Those two should have no further role in Ukrainian politics. 

Many of Mr Poroshenko’s intentions are laudable. He says
he will talk to separatists in the east who have not resorted to
violence, though any conciliation will be a lot tougher after a
bloody battle at Donetsk airport in which dozens of pro-Rus-
sian militants died (see page 48). A long-term advocate of inte-
gration with the EU, he sensibly vows also to mend relations
with Russia, despite Vladimir Putin’s banditry in Crimea—
though an influx ofChechen fighters into eastern Ukraine will
complicate that process, too. Mr Poroshenko plans an early
parliamentary election, another positive step, since the Rada,
Ukraine’s parliament, is a sewer ofoligarchs’ placemen.

More useful than a chocolate fireguard
The big drawback is that Mr Poroshenko, a confectionery bil-
lionaire, is himselfan oligarch, as well as beinga veteran ofthe
self-serving political struggles that have left Ukraine in this
mess. He wasa ministerboth underMrYanukovych and in the
government that followed the Orange revolution of 2004—

which collapsed amid feuds in which Mr Poroshenko played a
part. The legacy of this wasted, venal decade is a deeply rotten
state: crooked police, suborned courts, woeful public services
and monopolised industries.

Much more than regional differences, it was this pervasive
corruption that brought Ukraine to the brinkofdisintegration.
It alienated citizens from their government, stymied entrepre-
neurs and allowed tycoons to establish local fiefs. And it left
Ukraine vulnerable to predation by Russia, through both brib-
ery and propaganda aimed at a disenchanted population. To
woo his compatriots, especially in the east, it is corruption,
above all, that Mr Poroshenko and (after the parliamentary
election) a new government must tackle. Among other re-
forms, that will mean liberalising the economy, cleaning up
politics and wholesale sackings ofpolice, prosecutors, tax offi-
cials and the judiciary. It will, in short, mean dismantling the
system in which the likes ofMr Poroshenko have flourished. 

That is a daunting job, but Mr Poroshenko, who risked life
and limb on the barricades of the Maidan in Kiev, might have
the guts to do it. His Western allies must urge him on—because
if he fails, and ordinary Ukrainians are once again disappoint-
ed, their country could irrevocably fall apart.7

  



DO YOUR INVESTMENTS FALL SHORT OF YOUR 
INVESTMENT STRATEGY?

Before investing, carefully consider the funds’ investment objectives, 
risks, charges and expenses. To obtain a prospectus or summary 
prospectus, which contains this and other information, call 
1.866.787.2257 or visit www.spdrs.com. Read it carefully.

ETFs trade like stocks, fl uctuate in market value and may trade at prices above or below the ETFs net asset value. Brokerage commissions 
and ETF expenses will reduce returns.

The SPDR S&P MidCap 400 ETF Trust is an exchange traded fund designed to generally correspond to the price and yield performance of the S&P MidCap 400 Index.TM

“SPDR” and MidCap SPDR are registered trademarks of Standard & Poor’s Financial Services, LLC (“S&P”) and have been licensed for use by State Street Corporation. No fi nancial 
product offered by State Street or its affi liates is sponsored, endorsed, sold or promoted by S&P. 

ALPS Distributors, Inc., a registered broker-dealer, is distributor for the MidCap SPDR Trust, a unit investment trust. 

IBG-9404

An investment may look 

perfect to you on paper. But 

that’s no reason to believe 

it will measure up to your strategic goals. 

 Consider what State Street Global Advisors 

brings to the table. With over 120 SPDR® ETFs, 

there’s a fund to fi t virtually any portfolio strategy.

 Interested in Equities? Fixed Income? 

Dividends? Whatever the market segment, 

you’ll get precisely what’s on the label. Nothing 

more. Nothing less. 

 When it comes to building your portfolio, it’s 

not the thought that counts. It’s fi nding the 

right product. To learn more, scan the QR code 

or visit spdrs.com.

  

http://spdrs.com/
http://www.spdrs.com/


16 The Economist May 31st 2014

Letters are welcome and should be
addressed to the Editor at 
The Economist, 25 St James’s Street,
London sw1A 1hg

E-mail: letters@economist.com
More letters are available at:
Economist.com/letters

Chinese philanthropy

SIR – Xi Jinping, you say, could
help philanthropy by applaud-
ing JackMa and “by making all
donations tax-deductible”
(“China’s Carnegie”, May 3rd).
This tax-break is akin to a
subsidy; it impoverishes the
government and forces philan-
thropists and non-philanthro-
pists alike to make up the
difference. Essentially, it
imposes upon the public a
decision it has not made and
would not necessarily make.

Tax-deductible donations
are illiberal and against what
The Economist stands for.
GERT RAMMELOO

Luxembourg

SIR – Although there is truth to
the assertion that the ultra-
wealthy Chinese fear the
political repercussions from
the glare of the Gates-Buffett
giving pledge, it also goes
against the traditional ethic of
giving generously but quietly.
Furthermore, the pledge was
doomed to failure in any
Chinese society as it does not
resonate with the cultural
value ofone’s responsibility
first to family and heirs. We
can only hope that JackMa
will become the “Carnegie of
China” in deeds as well as in
words. But he will soon find
out as Carnegie did in his day
that “it is harder to give your
money away wisely than to
make it”. I pray that one day,
my children will say “Bill
Gates? Oh yes, he was the Jack
Ma ofAmerica”.
JAMES CHEN

Chen Yet Sen Family Foundation 
Hong Kong

Putin’s playground

SIR – You argued that ifall
borders were to be redrawn
according to Vladimir Putin’s
view (“The world according to
Putin”, May10th), things
would “lookup for the old
colonial powers”. However,
you ignored the fact that the
vast country we now call
Russia was originally colo-
nised from Kiev. Ifwe follow
the same logic and use a mix
ofGDP and population size for
determining the new centres
ofgravity, then Britain, Spain

and Portugal will be annexed
by America, Mexico and Brazil
respectively—not vice versa.
THORSTEN MÜLLER

Berlin, Germany

SIR – I suggest taking another
page from Mr Putin’s playbook
to resolve the lingering issue of
Kaliningrad. This Russian-
governed territory sits square-
ly isolated in the midst of the
European Union and
surrounded by NATO mem-
bers. 

Crimea was claimed to be
historic Russian patrimony
wrongfully annexed to
Ukraine only by Nikita
Khrushchev’s fiat in 1954.
Kaliningrad was founded by
German crusaders in the 13th
century and remained a Ger-
man speaking territory for
over 700 years, until handed
over to the Soviet Union as a
war prize in 1945. Kaliningrad
and its surrounding East Prus-
sian territory never hosted any
significant Russian population,
nor was it ever claimed as
historic Russian territory. Like
Crimea, its population was
alien to the annexing power, at
least until that population of
about two million Germans
was forcibly removed from
1946-48, and replaced by set-
tlers from the far reaches of the
Soviet state.

Given this legacy, and Mr
Putin’s view ofsuch territories,
he would certainly wish to
right wrongs and offer to re-
turn Kaliningrad to its mother
country, Germany.
PHILLIP A. BUHLER

Jacksonville, Florida

Thai liberalism

SIR – Your leader on Thailand
(“Everything is broken”, May
10th) is caught on the horns of
an intriguing dilemma for a
self-proclaimed liberal news-
paper. On the one hand you
want to defend democracy
through the ballot box yet you
also admit that the Thaksin
dynasty has been distasteful
and corrupt. Liberalism and
democracy are by no means
the same thing. 

Liberalism is about the
defence of freedom ofchoice,
autonomy and equality of
opportunity for all citizens

(values which you defend).
Democracy is seen (usually) as
the least bad way ofchoosing a
government. However, a
democratic election can be-
come a tool whereby the rich-
est lobby groups or dynasties
buy their way to power. Might
this latter not be the case in
Thailand at present? 
PATRICK O’SULLIVAN

Senior professor
Grenoble Ecole de Management
France

A double-edged sword

SIR – To say that global
information exchange on
offshore wealth is within reach
sounds a bit over-optimistic
(“The data revolution”, May
10th). Only countries that
collect all required data can
join the system and receive
information from others. That
seems an impossible require-
ment for countries like Malawi
or El Salvador, even though no
one is concerned about off-
shore wealth hidden there.
Moreover, without a joint
sanctions mechanism, enforce-
ment is within reach for Amer-
ica only. It will be a true revolu-
tion if the system can be made
to workfor poor countries too.
FRANCIS WEYZIG

Utrecht, The Netherlands

Friends orfoes?

SIR – Sometimes I wonder if
there is a war that The Econo-

mist thinks America shouldn’t
fight (“What would America
fight for?”, May 3rd). Iraq,
Afghanistan, Libya, Syria and
now new, exciting possibilities:
always the drumbeat for
America to step up and fight,
and the head shaking when it
won’t. Countries that put
millions into the field in 1914
and 1939 cannot afford real
military budgets anymore, and
anyway, it is America’s respon-
sibility now.

Leaving aside my despair
over more useless, unwin-
nable wars, my question is
what would America’s so-
called “allies” fight for, instead
ofsitting backand waiting for
massive spending ofour
wealth and blood?
PATRICK CARLISLE

Sausalito, California

SIR – Britain and Europe have
been hiding behind America’s
backsince the second world
war and continue to shirk their
collective responsibilities and
reduce their financial contribu-
tion to their defences. This
British and European welfare
club believes it is the Ameri-
cans who are somehow re-
sponsible for resolving and
standing up to the bullies in
Ukraine and Syria. If the Brit-
ish and the Europeans can’t be
bothered to deal with issues in
their backyard why should the
Americans? 

Perhaps the closure of
American bases in Britain and
Europe will inspire a greater
commitment to defence. The
alternative is to become irrele-
vant in resolving conflicts.
JULIAN BRENARD

Bristol

SIR – Your newspaper is al-
ways quick to encourage
America offto battle, but we
are feeling like a punch-drunk
boxer who eked out a split
decision last night, and you are
asking us to get back in the ring
tonight.
VEGGO LARSEN

Palmetto, Florida

Magical realism

SIR – Publishing an entire
special report on that-which-is-
not-a-bank (“International
banking”, May10th) was a
fitting tribute to the late master
ofmagic realism, Gabriel
García Márquez. Congrat-
ulations. 

I lookforward to future
efforts on topics such as non-
aeroplanes and un-science.
You could start with a piece on
shadow asset management. It
would be about those opaque
institutions that invest their
customers’ money but do not
tell them where it is invested or
how their investments are
funded. In other words: banks.
MIKE PETERSON

Cambridge, Cambridgeshire
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Middle East: Doing it our way
Gulf charities have become vital in
helping some of the 2.8m Syrian

refugees. But their ways of operating differ
from those of Western agencies

Britain: If Ken Clarke had won
The political landscape in Europe
could be vastly different today had

Ken Clarke won Britain’s Conservative
leadership election in 2005. We explore how

United States: Slavery reparations
Some argue that African-Americans

are indebted to the slave trade as they would
still be in Africa without it. It is a lesson in
how not to use counterfactuals

The internet of nothings
There is a lot of hype around embedding
sensors in everyday machines and
connecting them to servers in the cloud to
create the “internet of things”. In reality,
mundane issues of interoperability and
data management will take years to resolve

Links to all these stories 
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or by scanning this code
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Mind if I take this space?
“Hot-desking” within workplaces leaves
staff scrambling to secure the best desks at
the start of each working day. Some might
even seek an alternative location. Flexible
workspaces now whisk you away from noisy
colleagues at the click of a button

Hard to get over
Two distinguished prelates of the Christian
world, Pope Francis and Bartholomew I,
knelt together in the Church of the Holy
Sepulchre in Jerusalem on May 25th. Both
are wise and charismatic figures. History
explains why some opposed the meeting 
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“Putin is very good at putting the wealth of his
country into the pockets of connected friends.
He’s very bad at creating a sustainable future
for the people that he’s meant to be serving.
In 20 years countries like Indonesia and
Turkey will join the BRICs and Russia will be a
stagnant, despotic, insular mafia state.”—on
“Best frenemies”, May 24th 2014

2

3

4

5

1

To subscribe go to
econ.st/Sb6Prb 

Follow us @TheEconomist

  



Barclays undertakes its US securities and investment banking business in the name of its wholly-owned subsidiary Barclays Capital Inc., an SIPC and FINRA member. ©2014 Barclays Bank PLC. 

All rights reserved. Barclays is a trademark of Barclays Bank PLC.

What if a merger could transform the way we all connect, setting a new course 
for your company, now and into the future? At Barclays, our experts can help you 
navigate the myriad of challenges that arise when two companies become one. 
After all, ambitious plans raise complex questions. Our comprehensive strategic 
advisory and fi nancing solutions can enable you to emerge stronger today and 
better positioned to succeed tomorrow. It’s what can happen when your ambition 
meets our drive to help you realize it. Get macroeconomic insights daily at 
barclays.com/realizations

What if a merger 
could bring together
more than just two companies?

  



20

The Economist May 31st 2014

Announcement

President

World Maritime University

The World Maritime University (WMU) based in Malmö, Sweden is seeking a 
dynamic and experienced leader for its post as President.

The WMU was established by the International Maritime Organization (IMO) 
in 1983 as an international post-graduate education and research institution 
for capacity building in various aspects of shipping and related fi elds 
concerning the improvement of maritime safety and security, the protection 
of the marine environment and the effi ciency of international shipping, in 
furtherance of the purposes and objectives of IMO as a specialized agency of 
the United Nations.

The University has established an excellent reputation as the global centre 
for advanced education, training and research for specialized managers and 
personnel from the international maritime community. Over 3,600 graduates 
can be found in over 165 countries throughout the world.

The new President will have excellent leadership skills and a proven track 
record of success in strategic planning, managing change and demonstrate 
the ability to motivate and gain the confi dence and trust of academic and 
non-academic staff while also developing effective, mutually benefi cial 
collaboration arrangements with the locality, the host government, the 
Members States of IMO and donors. The new President will have excellent 
fi nancial management experience and a strong commitment to academic 
education and capacity building in an international environment, as well as 
familiarity with the maritime industry and the challenges it faces.

The initial appointment will be for a fi xed-term period of four years with 
the opportunity for further one four-year term, subject to satisfactory 
performance. The WMU offers a competitive benefi ts package, free of 
income tax in Sweden, aimed at attracting the highest calibre candidates. 

For further information on the position and how to apply please visit the 
WMU website at www.wmu.se/vacancies. 

The closing date for applications is 31 July 2014.

Executive Focus
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Dominion Diamond Corporation 
Chief Financial Offi cer 
Northwest Territories, Canada   

Dominion Diamond Corporation is a Canadian diamond mining company with ownership 
interests in two of the world’s most valuable diamond mines. The company is one of 
the largest producers by value globally and is listed on the Toronto and New York stock 
exchanges.

The company’s positioning is attractive. Founded in 1991, it is a well established company 
and, having sold its luxury brand diamond jewellery division, Harry Winston Inc., in 2013, 
now is a single commodity play and focused exclusively on diamond mining. The business 
has produced strong results and is well positioned to deliver value from the mines and to 
pursue a value enhancing strategy. The company is well funded and has a strong balance 
sheet.

At this exciting time in the company’s development, the Board is looking to appoint a new 
Chief Financial Offi cer. Based in the headquarters in Yellowknife, Canada, this individual 
will bring strong leadership to the fi nance function of this publicly listed company. 

To apply, please email a CV and covering letter to ddc@ridgewaypartners.com.  

The Role: 
• Lead the fi nance function, and its team, 

to ensure growth and development.
• Deliver year-end and quarterly closing 

of accounts and submission of fi nancial 
statements.

• Manage the capital structure in line with 
strategy.

• Establish a strong fi nancial discipline and 
culture across the company.

• Communicate all aspects of fi nancial 
performance of the business with key 
stakeholders. 

The Candidate:
• A Chief Financial Offi cer, or divisional 

fi nance leader, with experience of a listed 
plc.

• A robust, senior operator with 
experience in the sector (or a related 
resources or industrial sector).

• A track record of managing all aspects of 
the fi nance function.

• A strong leader who can motivate and 
develop a high performing fi nance 
function.

• An effective communicator who will 
enjoy working with external stakeholders.

Executive Focus
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WHEN Barack Obama addressed the
graduates of West Point, the army’s

elite academy, in 2009 he told the assem-
bled cadets that he “would gladly order ev-
ery single one of our troops home tomor-
row” if he did not think that the country’s
security was at stake. That day he an-
nounced a plan to send 30,000 extra
troops to fight in Afghanistan. Four of the
cadets who were in the audience lost their
lives there. On May 28th he gave a fresh
class of West Point graduates another mes-
sage: “You are the first class to graduate
since 9/11who may not be sent into combat
in Iraq or Afghanistan.”

At the beginning of Mr Obama’s presi-
dency nearly 180,000 American troops
were fighting wars. On current planning,
that number will be reduced to a few thou-
sand by the time he leaves office. Under
what circumstances then, might the as-
sembled cadets in their grey uniforms and
white caps be sent to fight?

MrObama argued that America should
use military force when its security or that
of its allies is threatened, and may do so
unilaterally if necessary. This is uncontro-
versial: no president would sit back if
America were to be attacked. His adminis-
tration is also bound to defend some of its
allies by Article 5 of NATO’s founding
treaty. Where America’s security and inter-
ests are not directly threatened but con-
science urges the country to act, such as
when a dictator is killing a large number of
his own citizens, America should not act

uniforms as it might seem. Mr Obama
agrees with his immediate predecessor
that terrorism will be the biggest threat to
America for the foreseeable future.

In less abstract terms, what does this
policy look like? The administration will
seek authorisation from Congress for $5
billion to fund counter-terrorism partner-
ships with willing governments, from Ye-
men to Mali. As during the cold war, this
will no doubt involve givingmilitary aid to
some unpleasant regimes. In Afghanistan,
the president plans to leave 9,800 Ameri-
can troops in place at the beginning of next
year, once a security agreement to that ef-
fect can be signed with the new Afghan
government, which will be elected in mid-
June. By the end of 2015 half that number
will remain, and by the end of 2016 Ameri-
can troops will not venture beyond its em-
bassy and consulates (see page 34).

Not ourproblem any more
Thereafter, support for Afghanistan’s gov-
ernment will take the form of $4 billion-6
billion a yearfor the Afghan National Secu-
rity Forces. Compared with the nearly $120
billion America spent on the war in 2011,
this is good value, but it is more than is
spent on military aid to Israel. Stephen Bid-
dle of the Council on Foreign Relations re-
cently spoke to 70-odd congressional staff-
ers who follow Afghanistan, and asked
them if they thought funding for the coun-
try’s army would stay at this level. None
did. “We have to recognise that Afghani-
stan will not be a perfect place,” said Mr
Obama on May 27th, “and it is not Ameri-
ca’s responsibility to make it one.”

In Syria, having concluded that Ameri-
ca’s interests are not directly threatened by
a civil war that has so far cost over 100,000
lives, the administration is considering of-
fering more assistance to the opposition.
The CIA already trains some rebel fighters,
something the White House is careful not 

alone and only use force if there is a good
chance of success. This too is safe territory:
no president would deliberately send
troops to carry out an impossible task.

These rules do not, on their own, deter-
mine the circumstances under which
America would go to war. Interests look
different to different presidents, as does
what can be achieved with bombs and
bullets. Some commanders-in-chief be-
lieve that military might can be used to
make the world a better place; others fret
about the unintended consequences of
well-meaning wars. Mr Obama is one of
the latter. “Since world war two,” he ar-
gued at West Point, “some ofourmost cost-
ly mistakes came not from our restraint,
but from our willingness to rush into mili-
tary adventures without thinking through
the consequences.” Some of these esca-
pades, he argued, have been counter-pro-
ductive. In future, America must be sure
that its wars do not “create more enemies
than we take offthe battlefield”.

Mr Obama’s idea ofAmerica’s interests
looks different from those held by some of
his predecessors. His notion ofnational se-
curity takes in climate change, obedience
to maritime law and other international
treaties. As China and other non-Western
powers rise, his administration reasons, it
is in the interest of America to create a set
of rules that they will follow. Military ac-
tion, he reckons, has in the past tended to
undermine that effort. This is not as clean a
break with the era of desert camouflage
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2 to provide too many details on as the oper-
ation is covert—a sensitivity to the ways of
spooks that was undone by a bit of bun-
gling when the White House press office
included the name of the CIA’s station
chief in Kabul in an e-mail to reporters de-
tailing the president’s schedule. Increasing
the number of fighters that can be trained
requires the involvement of the army,
which will in turn require fundingauthori-
sation from Congress.

It is not clear why the administration is
taking this step now, three years after the
war began and almost as long since Mr
Obama was first urged to do something
similar. John Kerry, the secretary of state,
has argued for the change and seems to
have got his way. This suggests that despite
what Mr Obama’s speech suggested, his
foreign policy resembles a continual pro-
cess of trial and error rather than the appli-
cation ofclear principles.7

IT IS an odd place to stage a conservative
mutiny; conservativesalreadyrun every-

thing in Texas. Republicans hold all major
statewide officesand both armsofthe state
legislature. The Lone Star State has low tax-
es, light regulations and skimpy public ser-
vices. Lefties loathe it; businesses can’t
wait to move there. So what exactly is the
Texan wing of the Tea Party upset about?

Plenty, if this week’s primary run-offs
are anything to go by. David Dewhurst, the
lieutenant-governor, washopingto remain
in office for a fourth term. His biography is
not obviously bearded or sandal-wearing:
a former air force officer, he has worked for
the CIA and made a fortune in finance and
ranching. He favours the death penalty but
frowns on taxes and art that insults Jesus.
While he has been in office, growth and
job creation have been better in Texas than
in most other states (see chart). 

Yet this record was not flinty enough to
ward off a primary challenge. His chief ri-
val, Dan Patrick (pictured), a state senator,
accused Mr Dewhurst of squishiness on
the flimsiest of evidence. For example, he
claimed that MrDewhurst had left the Sen-
ate chamber during last summer’s debate
over a new abortion law to eat steakwith a
lobbyist. After several months, Mr De-
whurstbroke down: he had indeed gone to
a steakhouse that night, although he had
eaten chicken. Whether chicken was the
trouble, or the storms that swept through
Texason election dayand keptvoters away
from the polls, Mr Patrick won the run-off
on May 27th. 

A Tea-Party challenger won the Repub-
lican nomination for a race for the US

House of Representatives, too. John Rat-
cliffe, a small-town mayor, beat 91-year-old
Ralph Hall, the oldest member of Con-
gress. In the primary forstate attorney-gen-
eral another state senator, Ken Paxton, em-
blazoned his campaign website with a
snapshot he had taken next to US Senator

Ted Cruz, a former state solicitor general
whose unlikely primary victory two years
ago inspired a gaggle of backbench Texan
Republicans to revolt. Mr Paxton attacked
his opponent, Dan Branch, for having pro-
posed in 2005 an amendment to an

amendment that would have made a
pending abortion law slightly less strin-
gent—a grave offence. Mr Paxton won. 

The primary election itself, on a cold
and even snowy day in March, was a
mixed bag for the Tea-infused challengers.
Those who forced the establishment can-
didates into a run-offdid better. Voter turn-
out in Texas is always tepid; about 10% of
registered voters cast ballots in the Repub-
lican primary this year. In the run-offs the
figure was a little more than half that, and
in most of the high-profile races the louder
conservative candidate prevailed. Mr Pat-
rick won by a nearly two-to-one margin,
and declared it a “mandate”. 

It was certainly a bitter blow for Mr De-
whurst, who, having served as lieutenant-
governor since 2003, is among the Republi-
cans who have been in charge during a de-
cade of economic success that has given
millions of Texans the opportunity to ig-
nore state politics altogether. But Mr De-
whurst, havingatfirstblamed hisdefeat on
the horrid weather on both election days,
ended his speech graciously, by calling on
Republicans to move past the pratfalls of
the primary season: “We must unite to win
in November.” 

United or not, they have little to worry
about. In the Democratic run-offs, voters
opted for a millionaire dentist as their Sen-
ate nominee rather than the woman who
proposed to impeach Barack Obama and
industrialise the moon. For agriculture
commissioner they settled on a former
dairy farmer called Jim Hogan, who had
asked voters to Google “Jim Hogan Texas
agriculture commissioner” because he had
no campaign website. When contacted by
reporters after the run-off results came in,
he told them that he was at home making
stew. In ordinary-Joe check shirt and base-
ball cap, he will now face Sid Miller, re-
splendent in white Stetson, blazer and tie,
and already looking as self-satisfied as a
Texas Republican should. 7
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THE sushi is fresh, the muscat perfectly
chilled and the denunciations of Iran’s

theocracy unyieldingly firm. It is a safe bet
that few candidates running for office this
year will find themselves pitching for the
wealthy Iranian-Jewish-American vote.
But most ofthe leadingcandidates for Cali-
fornia’s 33rd congressional district found
time to attend a recent Beverly Hills “mix-
er” for 30 Years After, an organisation that
aims to get local Iranian Jews interested in
politics—if only for the chance to network
with a notably well-heeled crowd. 

The 33rd is a pistol-shaped coastal con-
stituency that runs from the private beach-
es of Malibu to the bluffs of Palos Verdes,
taking in several millionaires’ playgrounds
on the west side of Los Angeles and some
slightly grittier towns further south. Whit-
er, richer and more Jewish than most other
congressional districts, it is a fertile source
of mirth for those who cannot quite be-
lieve that California is a real place. The
New York Times has called it the “Botox
Belt”, and the race is shaping up to be one
of the most expensive in the country.

Yet it is this district, in one form or an-
other, that Henry Waxman, a mousta-
chioed policy expert with a deep knowl-
edge of parliamentary procedure and no
apparent experience of cosmetic surgery,
has served for almost 40 years. In January
Mr Waxman, a Democrat, unexpectedly
said he would not seek re-election, declar-
ing himself fed up with Republican ob-
structionism. With the seat open for the
first time in two generations, 18 candidates
are battling it out. Since they must genu-
flect to the man they hope to replace, they
stress their ability to get things done.
“You’re not going to be successful running
a populist campaign against Washington,
DC in this district,” says Garry South, a lo-
cal Democratic strategist.

Mr Waxman is one of the most effective
legislators of recent history, helping pass
laws on clean air, children’s health and
much besides. He has also been the
scourge of food manufacturers, drug firms
and banks. His grilling of tobacco bosses in
1994 was brutal; they floundered when re-
peatedly asked how many people had
died from smoking. His priorities were lib-
eral, like his constituents, but he was will-
ing to work with Republicans and, occa-
sionally, to take on his own side.

His successor will find it hard to fill his
shoes, for two reasons. First, Mr Waxman
scored some of his biggest wins through

the committeeshe chaired; a first-term con-
gressman will not be granted such a seat.
Second, the House of Representatives is a
far less chummy place these days. One of
Mr Waxman’s last big legislative efforts, a
cap-and-trade bill to reduce carbon emis-
sions, died in the Senate in 2010; Barack
Obama now pursues climate policy al-
most exclusively through executive orders. 

The race is unusually hard to read,
thanks to newish political rules in Califor-
nia designed to boost moderates. The two
candidates that win the most votes in the
primary, on June 3rd, will progress to the
general election in November, regardless
of party. That will probably mean two
Democrats, although their sheer number
may dilute the vote enough to let a Repub-
lican sneak through. 

Ted Lieu, a Taiwanese-American state
senator with a strong local following,
looks a good bet to come first; Wendy
Greuel, a failed candidate for the mayoral-
ty of Los Angeles, and Matt Miller, a policy
wonkand radio host who won the coveted
endorsement of the Los Angeles Times,
may battle it out for second spot. Turnout
will be low in the primary, and somewhat
higher in November. The Iranian-Jewish-
American vote could yet prove crucial. 7
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The race to replace a legislative lion

FOUR years ago construction was still
deep in recession. When Baker Triangle,

a drywalling firm, put out word that it was
hiring, applicants would be lining up out-
side the door the next day. Now it has to
place an ad, and “I’m lucky if I get two or
three people in the door,” moans Mike Si-
reno, a manager. He once looked for ten
years’ experience; now, two or three years’
isa triumph, and he will happilyhire work-
ers “right out of high school with no expe-
rience whatsoever”.

Though still a shadow of its former size,
construction is experiencing something it
has not felt since the housing bubble
peaked in 2006: labour shortages. Builders
complain that they cannot find enough
carpenters, labourers and estimators. It is
too soon to call it a seller’s market, but
wages are starting to respond. Mr Sireno
reckons a commercial drywaller in south-
ern Texas, where his company operates,
could expect to earn $15-20 an hour a year
ago. Now, that might be $18-25. 

Workers without college degrees have
for years seen their share of the economic
pie shrink as the hyper-educated top 1%

grab ever more. That long-run trend may
still be intact; but for now, workers with
dirt under their nails are staging a come-
back. Besides construction, Nancy Lazar of
Cornerstone Macro, an investment adviso-
ryfirm, notes thatwage growth hasalso ac-
celerated in manufacturing, mining and
logging, and transport. All these are indus-
tries where business activity is starting to
grow faster than the overall economy, and
all pay well. Ms Lazar says: “You are now
entering a new cycle where higher-paying
jobsare going to be a keycomponentof the
growth in employment.”

This may be why blue-collar pay is on
an upswing. For the past two years hourly
wages for all workers have grown at an an-
nual rate ofaround 2%. But, excludingman-
agers and supervisors, the growth of hour-
ly wages for production workers has
accelerated, to 2.3% in April from 1.5% in ear-
ly 2012 (see chart). The gains are still too
slight to pose an inflationary threat, espe-
cially since salaries in low-paid industries
such as retail remain weak. 

The unemployment rate for high-
school graduates has actually fallen faster
than for college graduates: by 4.4 versus 1.5
percentage points since 2010. However, it is
still much higher, at 6.3% to 3.3%. And its fall
owes less to red-hotdemand than to falling
supply, as many workers have left the la-
bour force. Ken Simonson of the Associat-
ed General Contractors ofAmerica, a trade
group for builders, notes that in the past
four years the number of jobless construc-
tion workers has fallen by 1.1m, but only
40% of this is because jobless workers
found jobs in construction. The remainder
left for other industries, such as oil and gas,
stopped looking, or retired. 

Truckers are in short supply, too. The
median driver is 47 years old; about100 re-
tire every day. Many companies would put
more trucks on the road if they could find
more drivers. Some offer signing bonuses
of $1,000 to $3,000. Making pay attractive
is only half the battle; the other half is find-
ing candidates without criminal records,
who can pass drugs tests and are ready to
spend mostoftheir life on the move. This is
harder than it sounds.7
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INVESTIGATORS in New York were look-
ing for health-care fraud hot-spots.

Agents suggested Oceana, a cluster of lux-
ury condos in Brighton Beach. The 865-unit
complex had a garage full of Porsches and
Aston Martins—and 500 residents claim-
ing Medicaid, which is meant for the poor
and disabled. Though many claims had
been filed legitimately, some looked iffy.
Last August six residents were charged.
Within weeks another 150 had stopped
claiming assistance, says Robert Byrnes,
one of the investigators.

Health care is a tempting target for
thieves. Medicaid doles out $415 billion a
year; Medicare (a federal scheme for the el-
derly), nearly $600 billion. Total health
spending in America is a massive $2.7 tril-
lion, or 17% of GDP. No one knows for sure
how much of that is embezzled, but in 2012
Donald Berwick, a formerhead of the Cen-
tres for Medicare and Medicaid Services
(CMS), and Andrew Hackbarth of the
RAND Corporation, estimated that fraud
(and the extra rules and inspections re-
quired to fight it) added as much as $98 bil-
lion, or roughly 10%, to annual Medicare
and Medicaid spending—and up to $272
billion across the entire health system. 

Federal prosecutors had over 2,000
health-fraud probes open at the end of
2013. A Medicare “strike force”, which was
formed in 2007, boasts of seven nation-
wide “takedowns”. In the latest, on May
13th, 90 people, including 16 doctors, were
rounded up in six cities—more than half of
them in Miami, the capital city of medical
fraud. One doctor isalleged to have fraudu-
lently charged for $24m of kit, including
1,000 power wheelchairs.

Punishments have grown tougher: last

year the owner of a mental-health clinic
got 30 years for false billing. Efforts to claw
back stolen cash are highly cost-effective:
in 2011-13 the government’s main fraud-
control programme, run jointly by the De-
partment of Health and Human Services
(HHS) and the Department of Justice, re-
covered $8 for every $1 it spent.

As fraud-fighting has intensified, dodgy
billinghas tumbled in areas thatwere most
prone to abuse, such as durable medical kit
and home visits (see chart on next page).
Home-health fraud—such as charging for
non-existent visits to give insulin injec-
tions—got so bad that the CMS, which runs
the programmes, called a moratorium on
enrollingnewproviders in several large cit-
ies last year. Since tighter screening was in-
troduced under Obamacare, the CMS has
stripped 17,000 providers of their licence to
bill Medicare. Thousands of suppliers also
quit after being required to seek accredita-
tion and to post surety bonds of$50,000.

Yet the sheer volume of transactions
makes it easier for miscreants to hide: ev-
ery day, for instance, Medicare’s contrac-
tors process 4.5m claims. In this context the
$4.3 billion recovered by fraud-busters in
2013, though a record, looks paltry. 

Better than cocaine
Fraud migrates. Take one popular scam:
overbilling for HIV infusion, an outdated
therapy that Medicare still covers despite
the existence of cheaper, better alterna-
tives. This scam waned in Florida after a
crackdown, only to pop up in Detroit, run
by relatives of the original perpetrators.

Fraud mutates, too. As old hustles are
rumbled, fraudsters invent new ones.
“We’ve taken out much of the low-hanging

fruit,” says Gary Cantrell, an investigator at
HHS—an example being the thousands of
bogus equipment suppliers registered to
empty shopfronts. Scams now need to be
more sophisticated to succeed, he argues.
Doctors, pharmacies, and patients act in
league. Scammers over-bill for real ser-
vices rather than charging for non-existent
ones. That makes them harder to spot.

Some criminals are switching from co-
caine trafficking to prescription-drug fraud
because the risk-adjusted rewards are
higher: the money is still good, the work
safer and the penalties lighter. Medicare
gumshoes in Florida regularly find stock-
piles of weapons when making arrests.
The gangs are often bound by ethnic ties:
Russians in New York, Cubans in Miami,
Nigerians in Houston and so on.

Stealing patients’ identities is lucrative.
Medical records are worth more to crooks
than credit-card numbers. They contain
more information, and can be used to ob-
tain prescriptions for controlled drugs.
Usually, it takes victims longer to notice
that their details have been pinched. The
Government Accountability Office has rec-
ommended that the CMS remove Social
Security numbers from Medicare cards to
prevent fraud. It has yet to do so. 

In one fast-growing area of fraud, in-
volving pharmacies and prescription
drugs, federal investigators have seen case-
loadsquadruple over the pastfive years. El-
derly patients may receive kickbacks to sell
their details to a pharmacist. He will then
provide them with drugs they need while
billing Medicare for costlier ones.

Paid recruiters scour nursing homes for
accomplices. Some pharmacies also pay
wholesalers to produce phoney invoices.
Others bribe medical workers for leftover
pills: in April a pharmacy-owner in Louisi-
ana admitted to payingnursing-home staff
a few hundred dollars a time to bring her
unused drugs, which she repackaged and
sold as new, billing Medicare $2.2m for the
recycled meds between 2008 and 2013.

Another scam is to turn a doctor’s clinic
into a prescription-writingfactoryfor pain-
killers (or“pill mill”) and resell them on the
street. A clinic in New York was recently
charged with fraudulently producing pre-
scriptions for more than 5m oxycodone
tablets, which were sold locally for
$30-$90 each. The alleged conspirators in-
cluded doctors and traffickers who ran
crews of “patients” so large that long
queues sometimes formed outside the
clinic. The doctors charged $300 per large
prescription. One raked in $12m. To cover
their backs they would ask for scans or
urine samplespurporting to showinjuries.
The fake patients typically obtained these
from the traffickers at the clinic door. 

False billing by pharmacies is rife. New
York’s Medicaid sleuths have stepped up
spot checks to see if the drugs in the back
room square with invoices. But this is a lot 
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ofwork, so most outlets are never checked. 
Dozens of operators of ambulances

and ambulettes (vans designed to take
wheelchairs) have been caught offering
kickbacks to patients to pretend they can’t
walk. This lets them qualify for “emergen-
cy” pick-ups, for which the company can
charge $400 per patient. New York has
clamped down with roadside checks. But
in one case, word that a checkpoint had
been set up spread so quickly—as drivers
called each other and a local Russian-lan-
guage radio station put out a warning—that
the number of ambulettes on the main
street “went from several to none in a few
minutes as they re-routed down side
streets”, says Chris Bedell, who tookpart.

This sort of pavement-pounding inves-
tigative work remains important. Another
approach is the “desk audit”, where possi-
ble overpayment is identified but the only
way to ascertain losses is to sift through
heaps of records manually. Florida’s Agen-
cy for Health Care Administration (AHCA)
has recovered up to $50m a year solely
from hospitals billing for treatment of ille-
gal aliens that is wrongly coded as “emer-
gency care”. But the work is labour-inten-
sive. Data-crunching technologies are
increasingly being used to complement
the human eye. “When I started in 1996 we
had little access to data,” says HHS’s Mr
Cantrell. “It had to be requested ad hoc
from CMS contractors.” Now a central
database houses near-real-time informa-
tion for Medicare. This helps the 300 work-
ersat the inspector-general’soffice who are
trained in data analytics to “triage” the tips
that flow in. “We receive far more than we
can investigate closely,” says Mr Cantrell. 

The CMS is still getting to grips with a
new predictive-analysis system, which
was introduced in 2011 to catch Medicare
fraud earlier and is modelled on tools used
by credit-card firms. This identified $115m
of dodgy payments in 2012, its first full
year. (The number for the second year has
yet to be released.) Another useful tool is
voice-recognition technology. In Florida,
health workers who conduct home visits
have to call in from the patient’s phone
during each appointment to have their
voice pattern matched against the one
stored electronically. This has greatly re-
duced billing for non-visits.

Technology is no panacea, however.
Medicare’s computers were pumping out
thousands of payments a year for patients
who had been struck off the programme
before receiving their treatment, until hu-
man hands began to intervene this year.
The electronification ofpatient records can
allow “cloning”, in which treatments auto-
matically trigger excessive billing codes by
defaulting to set templates. 

This is the medical world’s “dirty se-
cret”, says John Holcomb ofthe TexasMed-
ical Association. Everyone talks about it in
the doctor’s lounge, but few complain.

(What doctors do complain about is the
complexity of the bill-coding system: see
box.) Moreover, there are gaps in the data
picture—some of which could grow. Feder-
al investigators complain that there is no
propernational repositoryforMedicaid in-
formation, which is held state-by-state. 

A bigger worry is that, as ever more
Medicare and Medicaid beneficiaries
move to “managed  care” (privately ad-
ministered) plans, government sleuths
will have access to less data. This could
lead to lower fraud-related recoveries. 

Efforts have been made to improve in-
formation-sharing between government
and private insurers, including the creation
of a public-private forum, the National
Health Care Anti-Fraud Association
(NHCAA). But some insurers are reluctant
to take part, fearing that being too open
with their data would invite lawsuits over
privacy. Fraudsters bank on public and

private payers not working together to con-
nect the dots, said Louis Saccoccio, the
head of the NHCAA, at a recent hearing. 

The NHCAA is pushing for federal im-
munity guarantees for insurers that share
fraud-related information. On May 20th a
bipartisan group of senators introduced a
bill to make it easier for insurers to share
data with Medicare. It would also require
Medicare to check new providers for links
to firms that have previously swindled the
taxpayer (which you might have thought it
was already doing). 

Obamacare has had a big impact, says
Shantanu Agrawal of the CMS. One thing it
requires is that when a state kicks out a
dodgy Medicaid provider, it shares that in-
formation with Medicare, and vice versa.
Previously there were legal impediments
to doing this, for some reason.

Resources are tight for investigators.
New Yorkhas a Medicaid investigations di-
vision of110 souls (including support staff)
to scrutinise $55 billion of annual pay-
ments and 137,000 providers. Gloria Jar-
mon, an auditorwith the HHS, told a recent
hearing that budget cuts will probably
force it to cut its oversight of Medicare and
Medicaid by 20% in this fiscal year. “Every-
one [in Congress] isexcited thatwe bring in
eight times more than we cost, but that
hasn’t translated into more funding,” la-
ments Mr Cantrell. 

This squeeze makes it all the more im-
portant to enlist help. More than 5,000 old
folkhave joined “Medicare patrols”, which
hold local meetings to raise awareness of
common scams. A crucial part of the anti-
fraud effort is the new, simplerExplanation
of Benefits (summary statement) that lets
recipients see who has billed the pro-
gramme with their identification num-
bers. This is “a landmark change”, a CMS

executive told Congress last year, adding:
“Our best weapon in fighting fraud is our
50m Medicare beneficiaries.”7

The problem...

Sources: D.M. Berwick and A.D. Hackbarth,
Eliminating Waste in US Health Care;
Department of Health and Human Services
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How complex are health regulations?

The 140,000-code question

DOCTORS complain that honest
errors in how they code treatments

are often mistaken for skulduggery, and
that the automation ofclaims-monitor-
ing could make this worse. It is, they say,
becoming harder to stay on the right side
of the rules as billing requirements grow
more convoluted. Medicare will next
year have 140,000 different codes, in-
cluding nine for injuries caused by tur-
keys. (Was the victim struckor pecked?
Once or more often? Did she suffer nega-
tive after-effects? And so on.) 

Many clinics have fallen under suspi-

cion and had payments suspended, only
to win a reprieve when the facts are
examined closely. Medicare alone has a
backlog ofnearly halfa million appeals.

Carousel Pediatrics, a children’s clinic,
was at first accused of fraud and told to
repay $18m, plus $4m in penalties. But
when investigators tooka closer look, it
was asked to pay just $3.75m for unin-
tended errors. John Holcomb of the Texas
Medical Association suspects the case is
likely to make doctors in the Austin area
reluctant to take Medicaid patients. Al-
ready, 80% don’t. 

If the rules were simpler, defrauding Medicare would be harder
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AS WELL he might, the young skateboarder looked startled as
he rounded the African-American civil war memorial in

Washington, DC and met a crowd of black motorcycle riders be-
ing addressed by a brigadier general. Sentry-straight in his blue
and gold uniform, the general was leading a remembrance cere-
mony on May 25th, the Sunday of the Memorial Day weekend.
He spoke of the more than 200,000 black soldiers and sailors
who fought for the Union in the civil war, and of the debt that he
owed them as an officer and African-American. To one side sat a
group of grandmotherly ladies in 19th-century dress, lace para-
sols aloft. In front stood nearly1,000 members of the Buffalo Sol-
diers Motorcycle Club, from a dozen states. Several sported
striped riding-breeches, spurred boots and Stetson hats, in hon-
our of black cavalry regiments raised after the civil war to help
settle the West, overcoming hostile white settlers, harsh condi-
tions and short rations as they escorted wagon trains, carved
roadsfrom desertplainsand foughtAmerican Indians. The Chey-
enne first nicknamed the black troops “Buffalo” warriors, it is
said, in double homage to their toughness and their curly hair. 

Buffalo biker, in the heart ofAmerica
Today’s Buffalo riders are a formidable bunch, too. Many wore
patches and medal ribbons on their leather waistcoats, recording
wars in which they or their loved-ones had fought (a woman dis-
played a faded patch reading: “My Kid is in Iraq Kicking Butt”).
Several wore the crests ofpolice departments in which they now
serve, or the names of churches where they minister. Their vast,
sofa-saddled motorcycles filled the avenue behind them. Taking
all this in, the teenager hopped from his skateboard, tucked it un-
der an arm and loped past his elders, eyes down.

His meekness was not surprising. Impressing youngsters—
and especially black boys in neighbourhoods with few positive
male role models—has been a mission of the Buffalo Soldiers Mo-
torcycle Club since its founding in 1993 by a Chicago policeman.
Back in the days of “Easy Rider” and turf wars between outlaw
gangs, the idea of bikers as role models would have seemed out-
landish. But something happened to large, loud all-American
motorbikes: they became respectable. Buying a chrome-trimmed
Harley-Davidson became a way for greying baby-boomers to

play at youthful rebellion, driving sales for years (a growing mar-
ket exists for motor-trikes, for boomers who now struggle to hold
a two-wheeler upright). In some circles big bikes have become
symbolsofconservative defiance: fora heartland lover-of-liberty,
what better than a gas-guzzlingHog, ideally ridden without a hel-
met, to give nanny-state liberals heartburn?

Yet not all conservative bikers are the same. May 25th saw two
motorcycle rallies in Washington, both steeped in patriotic pride.
The larger and better-known was the Rolling Thunder rally, in-
volving hundreds of thousands of motorcycles, rumbling from
the Pentagon to a parknear the Vietnam veterans’ memorial. Roll-
ing Thunder blends remembrance with protest (it is officially a
“First Amendment demonstration”, asserting the right of citizens
to assemble and demand redress from the government). Though
many bikers ride to remember friends, family or all who died in
war, Rolling Thunder was founded in 1987 to advance a specific
crackpot belief: that successive Republican and Democratic ad-
ministrations have concealed evidence that American captives
are being held alive in South-East Asia. Even now, many believe
this. And fresh anger was injected into this year’s rally by revela-
tions about abuses at government clinics for military veterans.

The day’s other bike rally was Buffalo Thunder, running from
the Maryland suburbs through mostly-black neighbourhoods to
the African-American civil war memorial. Buffalo Thunder is not
angry at all, though its values are conservative in their own way.
The Memorial weekend rally, like the Buffalo Soldiers Motorcycle
Club as a whole, is the creation ofblackprofessionals. It started in
2003 with just 65 bikes, whose riders worried that their fore-
fathers’ history “gets buried downtown”, as one of the day’s co-
hosts put it. It is organised by a Maryland club chapter whose
members include military folk, lawyers, police officers and doc-
tors. Detroit’s chapter boasts lawyers, police and a judge. Anyone
convicted of a felony is barred: youngsters need to see that suc-
cess is possible without turning to crime, explained an Ohio rider
nicknamed “Four Wars” after serving in Vietnam, Afghanistan
and Iraq (twice). 

Club chapters often adopt schools, using gleaming, rumbling
bikes to catch children’s attention, concentrating on those be-
tween seven and 14 or so, before they grow deaf to grown-ups
bearing advice. “We can’t wait on the government. We’ve got to
do this, because we’ve lost a generation already,” says GregWard,
chaplain of the Detroit chapter.

Many Maryland members grew up in rough bits of Washing-
ton, before joining other black professionals in suburbs outside
the capital. They make a point of heading back to the city when
mentoring kids, among other good deeds. They explain that edu-
cation, work and—above all—the capacity to delay gratification
enabled them to buy $35,000 Harleys. That works better than ab-
stract sermonising, says Donald Thigpen, an organiser of Buffalo
Thunder: “They know these bikes are very expensive, and no-
body gave them to us.” Girls are not ignored. If bikes are not their
thing, members tell the story of Cathay Williams, who disguised
herselfas a man to join an early Buffalo regiment.

Today’s Buffalo riders are not naive about the snares and hur-
dles facing their children and grandchildren. Indeed the civil war
memorial—a half-block from U Street, in the historic heart of
blackWashington—is seeking funds to repair bullet damage, after
a gun battle in December between unknown adversaries. If his-
tory buffs on bikes can offer the young a dollop ofaspiration and
some sage advice, wish them luck.7

History and Harleys

Buffalo Thunderteaches blackkids that, with hard work, theycan live high on a Hog 
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WITH a universitydegree and a flat in a
smart neighbourhood of São Paulo,

Ernesto Filho, a 33-year-old choreographer
and dancer, is not your average Brazilian.
He is, however, typical of the 1m people
who took to the streets 12 months ago, in
the greatest social unrest Brazil has seen in
two decades. 

The protestsbegan on June 6th lastyear,
with a small rallyagainsta rise in São Paulo
bus fares of 20 centavos (at the time, nine
American cents). Over two weeks they
morphed into a nationwide outpouring of
dismay at shoddy public services, corrup-
tion, the cost of living, ineffectual govern-
ment and much else. Since then politicians
and pundits have been analysing the
events, which unfolded as Brazil hosted
the Confederations Cup, a warm-up tour-
nament for the football World Cup that be-
gins on June 12th—and trying to work out
whether they should brace for a replay.

For now the betting is against another
round of mass demonstrations. Among
paulistanos support for them has dropped
from 89% at the end of June 2013 to just 52%
now, according to Datafolha, a pollster.
That shift reflects the changing profile of
the protesters, says Christopher Garman
ofEurasia Group, a risk-analysis firm.

Research has found that an over-
whelmingmajority ofthose who tookpart
in the first big protests were, like Mr Filho,
under 35, university-educated or students,
and protest novices rather than hardened
activists. Most had little sympathy for es-

of the Federal University of São Paulo. In
February a cameraman covering a protest
in Rio de Janeiro died after being struck by
a firework set off by two of the group’s
members. Violence and the presence of
100,000 policemen and 57,000 soldiersen-
listed to keep the peace during the football
championship are likely to deter many
middle-class protesters.

None of which means the tournament
will be entirely protest-free. On May 27th
2,500 indigenous and other militants con-
fronted the police in Brasília, the capital. A
few days earlier, in São Paulo, at least
15,000 homeless people blocked one ofthe
city’s main thoroughfares at rush hour,
clogging already congested streets in the
biggest single protest since last June. Guil-
herme Boulos, a leader of the protesters,
says he was encouraged by last year’s bus-
fare reversals; his main demand now is for
City Hall formally to hand over property
that the protesters are occupying illegally.
A huge rally to commemorate the bus-fare
triumph is planned for June 19th, this time
to agitate for a bigger prize: universal free
public transport. 

These demands are either too narrow
or too radical to impress most Brazilians,
who are consequently less willing to toler-
ate the considerable inconvenience caused
by those who make them. At the same
time, politiciansare less likely to bow to ac-
tivists’ whims if these are not backed by an
outraged citizenry.

Bruno Torturra ofMídia Ninja, an activ-
ist news outlet, thinks the scale of World
Cup protests will depend on how well the
event is run, as well as on the performance
of Brazil’s team on the pitch. Support for
the tournament has already plummeted
from 79% in 2007 to 48%. Should the na-
tional team be eliminated early, Mr Tor-
turra reckons, more Brazilians are bound to
question the extravagant expense, which
the government puts at 25.8 billion reais 

tablished political parties. They were also
better off than average. Normally a quiet
bunch, this middle class rose up at first in
response to brutal repression of the bus-
fare crowd by ill-trained police. Images of
journalists wounded by rubber bullets
and innocent bystanders choked by tear
gas prompted Brazil’s conservative press,
which had called for a crackdown on pub-
lic disorder, to perform an about-turn.

The authorities’ reaction, Mr Garman
explains, inadvertently helped to reshape
the protests. Policemen were told to re-
strain themselves; seeing their popularity
plummet, mayors around the country
rushed to reverse bus-fare rises. This galva-
nised organised social movements with
traditional agendas and, often, links to po-
litical parties, to occupy the space left open
by the retreating riot police. Violent ele-
ments such as “Black Blocs”, an anarchist
group, moved in as well. 

The fire last time
In the year since, the protests have become
more overtly political, and more extreme—
putting off moderates such as Mr Filho
who had at first bulked them out. Again,
the authorities have been partly responsi-
ble. After the initial panic, little changed.
Talk of a constituent assembly, for exam-
ple—an idea floated by President Dilma
Rousseffin response to calls forpolitical re-
form—came to nothing.

That convinced Black Blocs of the futili-
ty of peaceful protest, says Esther Solano

Protest in Brazil

Cheering for Argentina

SÃO PAULO

The protest movement that shookBrazil last yearhas not died. But it is unlikely to
disrupt the World Cup
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2 ($11.5 billion), spending that has not yield-
ed the promised public infrastructure. “So-
cial movements are quietly cheering for
Brazil to lose,” remarks one activist, “even
to arch-rival Argentina.” 

But, given both skill and home advan-
tage, the odds are that the Brazilian team
will do well. And there are other reasons
why unrest is unlikely to spiral. Last year’s
protests took everyone by surprise. That is
no longer true. Security forces will be care-
ful not to repeat the excesses of last June;
13,000 police officers have received special
training in facing down troublemakers
without undue violence. The social move-
ments, for theirpart, will also tread careful-
ly. Many have a bone to pickwith Ms Rous-
seff’s Workers’ Party. But they are far less
keen on her centre-right rivals in the presi-
dential poll this October, who would use
any upheaval to score electoral points.

Last June was a dress rehearsal for the
World Cup and, for the politicians, a
warm-up for arguments at the presidential
election. This year there is more at stake,
both for them and for Brazil’s reputation.
Not wanting to be tainted by association
with the radicals, and fearful for their own
safety, Mr Filho and many like him plan to
play safe, and stay at home. 7

ANIGHTMARE is about to end for some
24,000 people in the Dominican Re-

public (DR). For months a court ruling has
in effect rendered them stateless, in the
process straining the country’s tense rela-
tions with Haiti, its poorer neighbour on
the Caribbean island ofHispaniola. But for
many others, the ordeal is continuing.

Until a decade ago the children of Hai-
tian migrants who were born in the DR

were recognised as Dominican nationals,
even if their parents had immigrated ille-
gally. The rules began to change in 2004,
and in 2010 a new constitution made a le-
gally resident parent a requirement for citi-
zenship at birth. Then, last September, a
ruling of the Constitutional Court denied
citizenship to the offspring of illegal immi-
grants who had arrived before that change.

The government maintains that these
revisions justly removed an anomaly and
conform with practice elsewhere. Yet the
children concerned—many well into mid-
dle age—were at a stroke reclassified as for-
eigners, and have since been refused new
identity documents. Instead they were
told to request new papers from their pur-
ported country of origin, even though the
vast majority have never been to Haiti,
speak only Spanish and cannot prove they
are eligible for Haitian citizenship. 

Relations on Hispaniola have been
tense ever since Haiti occupied the DR in
1821-44, but this time the world took notice.
Pressure groups and the Inter-American
Commission on Human Rights con-
demned the ruling. Caricom, a group of
Caribbean countries, suspended the DR’s
membership application. Meanwhile Mi-
chel Martelly, Haiti’s president, caused a
stir by quoting a Dominican journalist
who called the decision “civil genocide”.

All that leftDanilo Medina, who was in-
augurated as the DR’s president just a
month before the ruling, in a fix. His nation
can ill afford to be ostracised, yet capitulat-
ing would make him lookweak. He would
risk seeming too friendly to Haiti, which
Dominican politicians have long used as a
rhetorical punchbag. Joaquín Balaguer, a
strongman who ruled the DR intermittent-
ly for 30 years, once warned of a “peaceful
invasion” of Haitian immigrants. Leonel
Fernández, who was Mr Medina’s prede-
cessor and is married to his vice-president,
won a close election in 1996 after accusing
his darker-skinned, Haitian-descended ri-
val ofwanting to reunite the two countries.

In the end, Mr Medina and his legisla-

Migrants in the Dominican Republic

No place like
home

The travails of the children ofHaitian
migrants in the Dominican Republic

ÓSCAR IVÁN ZULUAGA’S name was
on the ballot, but it was his political

mentor and the former president, Álvaro
Uribe (pictured right), who pulled in the
votes. A finance minister under Mr Uribe,
MrZuluaga (pictured left) scored 29% in the
first round ofColombia’s presidential elec-
tion on May 25th, beating Juan Manuel
Santos, the current president, by four per-
centage points. The two men will now face
each other in a run-offon June 15th. 

With his direct, folksy manner, Mr
Uribe has dominated Colombian politics
since he first won the presidency in 2002.
After changing the constitution to allow
his re-election, he won again in 2006.
Barred from a third term, he backed Mr
Santos, his former defence minister, in
2010, expecting his successor to continue
his tough security policies, particularly
against the FARC guerrillas.

In office, though, Mr Santos veered
from Mr Uribe’s programme. He mended
frazzled relations with Venezuela and Ec-
uador, undid some ofMr Uribe’s measures
(such as tax breaks for mining and oil com-
panies), and began peace talks with a

weakened FARC. A furious Mr Uribe is
now Mr Santos’s fiercest critic.

In a congressional election in March,
MrUribe and 18 allieswon Senate seats un-
der the banner of a new party that at first
bore his name, Uribe Centro Democrático
(now known simply as Centro Democrát-
ico). Mr Zuluaga is running on the same
party’s ticket. The former president is still
wildly popular for taming the guerrillas,
despite questions about his government’s
human-rights record and scandals over
phone-tapping. Mr Zuluaga has himself
become entangled in an e-mail hacking
controversy (he denies wrongdoing). 

Since Mr Zuluaga’s profile was so low,
Mr Uribe accompanied him at many cam-
paign rallies. In the heat of the first-round
campaign, Mr Santos accused Mr Zuluaga
ofbeing a “puppet” ofMr Uribe, which the
candidate denied. But he has said he
would maintain peace talks with the FARC

only if it unilaterally declared a ceasefire, a
condition that would probably end the ne-
gotiations. He also says he would reinstate
many of Mr Uribe’s other security mea-
sures. “We will pick up your banners,” he
said after the first round of voting, a mes-
sage aimed at Mr Uribe.

For his part Mr Santos says the voters
have a clear choice on June 15th, “between
those who want an end to the war, and
those who want a war without end”. Most
of the 15.5% who voted for Marta Lucía Ra-
mírez, a Conservative, will back Mr Zu-
luaga, while supporters of Clara López,
who won 15.2% for a leftist party, are likely
to back Mr Santos. His chances of a second
term turn in part on his ability to galvanise
an apathetic electorate to vote to keep the
peace talks going. But for many Colombi-
ans the choice is not between Mr Santos
and Mr Zuluaga, but between bringing Mr
Uribe back to power, albeit behind the
scenes, and keeping him out. 7

Colombia’s election

Uribe’s wrath

BOGOTÁ

The real subject ofColombia’s
presidential vote is not running

A word in the boss’s ear
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SINCE taking office as Mexico’s presi-
dent18 monthsago, Enrique Peña Nieto

has implemented an extraordinarily am-
bitious set of reforms. He has swept away
a constitutional taboo on private invest-
ment in energy, gained new tools to bust
private oligopolies, and wrested power
from the teachers’ union, whose leader is
in jail. This month a limited political re-
form was approved as well.

Yet this impressive list has one striking
omission. In the opening pages of a book
in which he setouthis campaign platform
(translated into English as “Mexico: The
Great Hope”), even before detailing any
of the measures that he has since accom-
plished, Mr Peña promised first and fore-
most “a new Universal Social Security
System”, to be financed largely from gen-
eral tax revenues, rather than the current
system which relies on payroll contribu-
tions. This new proposal would reduce
incentives to enteror remain in the “infor-
mal” economy, he wrote. As a result, “job
quality, productivity and economic
growth all go up.”

Quite so. Yet this reform has not just all
but vanished from the government’s
agenda, but Luis Videgaray, the finance
minister and reform tsar, appears to have
shut the door on it. After implementing a
limited tax measure last year that raised a
ragbag of imposts and was deeply unpop-
ular with business, Mr Videgaray prom-
ised no more tax changes until 2017.

That is a mistake. The main reason for
Mexico’s mediocre economic perfor-
mance (annual growth has averaged just
2.3% since 1982) is low productivity. And
the most plausible explanation for it is the
prevalence of a huge informal economy
of unregistered and mainly small busi-
nesses, in which three Mexicans in five
work. Santiago Levy, a formerMexican of-
ficial now at the Inter-American Develop-

ment Bank, has long argued that this figure
is high because public policies perversely
encourage informality through subsidies,
while taxing formality.

The heart of the problem is the way so-
cial-security provision and labour laws
have evolved in Mexico. Formal-sector
workers contribute to their pensions,
health care, child care and the like through
payroll taxes that add an extra 30% or so to
wage costs. Yet as democracy has come to
Mexico, governments have added a paral-
lel system of non-contributory pensions,
health and child care for informal workers,
paid out ofgeneral government revenues.

The gap in quality between the two sys-
tems is narrowing. After employee and
employer contributions totalling 6.5% of
salary for 24 years, a low-paid formal
worker might get a pension of 1,700 pesos
($132) a month at 65. Under a law close to
approval by Congress, an informal worker
under 50 can expect a pension at 65 of at
least 1,050 pesos a month, gratis. Mean-
while, firms are discouraged from hiring
formal workers by rigid and expensive
rules for severance pay. 

Mr Levy’s proposal, initially endorsed

by Mr Peña, was to scrap most payroll tax-
es and phase in over five years a universal
pension and health system (similar to
Britain’s NHS), mainly financed from gen-
eral taxes. Separating pension and health
coverage from employment would in
turn facilitate a reform of the labour laws,
replacing severance rules with an unem-
ployment-insurance fund. All this would
add two percentage points a year to eco-
nomic growth, Mr Levy reckons.

Some economists question his argu-
ment, insisting that informality is a result
rather than a cause of low growth. But Mr
Peña’s volte-face appears to have been
driven by a more practical worry: the size
of the increase in VAT and other taxes re-
quired to replace payroll taxes renders the
proposal “unrealistic”, a senior official ar-
gues. Instead, the government is offering
small carrots to encourage formalisation.
These are unlikely to have much effect. 

The president’sproblem is thathis oth-
er reforms have not yet born tangible
fruit. His approval rating, at around 40%,
is the lowest fora Mexican president since
polling began. The economy has per-
formed poorly on his watch, growing by
only 1.1% last year; despite hefty deficit
spending, the government this month
slashed its forecast for 2014 to 2.7%. Minis-
ters insist that the benefit of the reforms—
especially of energy—will be felt only in
the medium term; they expect growth to
rise to 5-6% by the end ofthe six-year term. 

If they are right, Mexicans will warm
to Mr Peña, and Mr Videgaray will no
doubt be elected as his successor. Certain-
ly, the energy and competition reforms
are important steps towards the modern-
isation of Mexico. But if Mr Levy is right,
Mr Peña may have forgone the single
most important measure to boost his
country’s economic performance. That
failing may come to haunt him. 

The reform that got awayBello

Mexico maypaya high price forEnrique Peña Nieto’s failure to discourage the informal economy

tive allies chose a cautious middle path.
For the group most starkly disadvantaged—
the 24,000 people with previously valid
Dominican identity papers—help is on the
way. On May 23rd the president signed a
law reinstating their citizenship. Although
Dominican bureaucracy can be arbitrary
and arduous, they are now formally eligi-
ble to renew their birth certificates, driving
licences and passports. People without
such documents who can still prove to the
authorities’ satisfaction that they were
born in the DR—a group that includes
21,000 children born from 2007-10—will
also geta reprieve. Aftera two-year waiting

period theywill be eligible to apply fornat-
uralised citizenship, which carries all the
rights of the native-born except the ability
to hold high office.

However, the law offers no solution for
the biggest group involved: those who
were born in the DR to parents without le-
gal residence, but cannot demonstrate it.
Theywill in effect remain statelessand offi-
cially eligible for deportation, though they
have nowhere else to go. A UN survey of
2013 found there were 244,000 people in
the DR whose parents were undocu-
mented foreigners, meaning around
200,000 may be in this predicament.

Human-rights groups angrily point out
that the new law thus leaves most of the
people affected by the ruling in limbo. All
the same, Mr Medina’s meticulous seg-
mentation ofthe problem will probably re-
lieve much of the political pressure. People
who alreadyhad identitypapers tend to be
richer and more influential than those
who did not; many of the most outspoken
victims of the court decision were educat-
ed professionals who could use the media
and lobby effectively. The new system pla-
cates this high-profile group, while leaving
those on the fringes of Dominican society
to fend for themselves. 7
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IT IS official. On May 26th General Pray-
uth Chan-ocha secured the royal impri-

matur for his coup four days earlier.
Dressed in a white army uniform, sword at
his side, General Prayuth knelt before a
portrait of King Bhumibol Adulyadej as he
formally took up his royal appointment as
head of the National Council for Peace and
Order, the junta that now runs the country.
That the frail 86-year-old king was not
there in person hinted at anxieties over the
royal succession that have played their
part in recent political ructions as well as in
the coup itself.

General Prayuth has since disbanded
the Senate, the only remaining semblance
of constitutional government. In its tone
and actions, the coup is a throwback to a
time when patronage and deference were
Thailand’s organising forces. A curfew has
been imposed. The army has summonsed
hundreds. Those detained are released
only on condition that they do not speak
out. Politicians and intellectuals have fled
the country or gone underground. One
military decree rules that no one should
voice opinions that will further “divide the
public”. The army has shut television and
radio stations and muzzled the press. It is,
says Human Rights Watch in New York, a
concerted effort by the military regime “to
enforce acquiescence”. It comes on top of
Thailand’s draconian lèse-majesté laws

down by setting up street camps, occupy-
ing government offices and shutting down
key areas of the capital. He said he wanted
an appointed government to draw up po-
litical reforms that would forever preclude
the “Thaksin regime” from winning office
again in elections. About 28 people have
been killed in confrontations between Mr
Suthep’s lot, the People’s Democratic Re-
form Committee (PDRC) and the pro-gov-
ernment red shirts.

In the daysbefore the coup, MrSuthep’s
programme appeared to be flailing. Al-
though the courts had first ruled as invalid
an election in February called by Ms Ying-
luckand then ordered her to step down for
supposedly abusing her power, the Pheu
Thai caretaker government that survived
her refused to resign. The political impasse
continued. But then General Prayuth de-
clared martial law on May 20th. He locked
all the political protagonists inside the
Army Club to knockheads together.

In effect, he offered Pheu Thai a deal
that the leaderofthe DemocratParty, Abhi-
sit Vejjajiva, had recently peddled: have a
popular referendum on political reforms
and then hold elections. One account of
what took place suggests that the general
asked a Pheu Thai leader whether the gov-
ernment would resign to make this hap-
pen. The leader, after Mr Thaksin had been
consulted by phone, replied: “As of this mi-
nute, no.” At which, General Prayuth re-
plied: “As of this minute, I’m taking over.”

The move represents a massive failure
of the political classes. It is a disaster not
just for the Thaksinites but also for the
Democrats, even if they are not languish-
ing in jail. In opposition, MrAbhisit surren-
dered the initiative to Mr Suthep’s mob
politics. One politician reflects: “How did
we allow this outcome to take place?…We 

that forbid any discussion of the monar-
chy, including the succession.

In particular, the army has gone after
members of the previous government or
those thought sympathetic to it. Until Feb-
ruary it was led by Yingluck Shinawatra,
who won a general election in a landslide
in 2011. She is the sister of Thaksin Shina-
watra, himself ousted in a coup in 2006
and, from self-imposed exile in Dubai, the
power and money behind Ms Yingluck’s
Pheu Thai party. Among those rounded up
are former cabinet ministers and “red-
shirt” activistsand organisers, especially in
the north and north-eastofthe country, the
Shinawatras’ heartland. Sixteen senior po-
lice officers have been removed, along
with a dozen provincial governors. Promi-
nent politicians have been well-treated,
but more obscure activists have been held
in solitary confinement.

Among many ordinary Thais in Bang-
kok the coup is popular—for now. Resi-
dents were fed up with the political bicker-
ing that paralysed the capital for months. It
began last year with protests against a bill
that would have granted Mr Thaksin am-
nesty for corruption charges that hang
over him. When the Senate unanimously
voted the bill down, the protesters’ leader,
Suthep Thaugsuban, formerly from the es-
tablishment Democrat Party, scented
blood. He sought to bring the government

Thailand’s coup
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it takes to restructure politics and the economy, and manage the royal succession
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2 really blew it. It’s a…failure of politicians
that so many people can come to terms
with a coup.” 

Only Mr Suthep and the PDRC are smil-
ing. He is the street-level embodiment of
the establishment and the court surround-
ing King Bhumibol. He sees the Shinawa-
tras not only as corrupt but also as an exis-
tential threat to the nation. His campaign
has drawn much of its urgency from the
knowledge that the king’s reign is drawing
to a close. There is much speculation that
Mr Thaksin is close to the king’s 61-year-old
son and heir, Prince Maha Vajiralongkorn.
A martinet, he is immensely unpopular
amongThais. The crown prince and his en-
tourage satout the coup atan English coun-
try hotel—not the first time he has taken his
pleasures elsewhere as a political crisis un-
folded at home.

The idea ofMr Thaksin being cosy with
the crown prince horrifies Mr Suthep and
probably the generals. As one analyst puts
it, “they wanted to be in power to manage
the succession.” It seems unlikely that the
generals would actively seekanother royal
to succeed the king when the time comes.
But, crucially, they will be in charge of the
process, not Mr Thaksin. And so the junta
is finishing offwhat the PDRC started. 

What next? The coup may bring stabil-
ity in the short term. And though the gener-
als remain in charge, they have shown the
nous to recruit former politicians with re-
formist experience—some from Mr Thak-
sin’s early governments. Yet Chaturon
Chaisaeng, a minister under Ms Yingluck,
suggests that the army will use support for
reforms as a pretext to “redesign the sys-
tem so that the parties they don’t like can-
not run the government.” 

After the last coup in 2006, the generals
stayed for a year. But a growing concern is
that they may dig in for longer this time.
The soldiers made a mess of ruling last
time, yet their own assessment is that they
did not stay long enough to sort out every-
thing that is wrong with Thailand—not just
the pesky politics, but the economy, infra-
structure and the tax system as well. Gen-
eral Prayuth, says one person who knows
him well, is a reluctant coup-leader, but
“he’s the kind of character who will want
to finish the job.”

And that is where things can go wrong.
If, for instance, the generals launch ambi-
tious infrastructure and other plans, cor-
ruption could flourish and dissatisfaction
rise. As a top politician says, the longer the
junta stays in power, “the greater the
chance—and it’s exponential—of this end-
ing badly.” Mr Chaturon was making the
same point, calling before assembled jour-
nalists for democracy and the rule of law
and predicting that army rule would entail
“more conflict, more violence”, when the
soldiers burst in and arrested him. Despite
the mess that prevailed before, this is no
way to run a modern country.7

NARENDRA MODI might justifiably
have looked triumphant as he and his

ministers were sworn in on May 26th. The
newprime minister’s ceremony—a corona-
tion, some said—was the grandest since in-
dependence. At Rashtrapati Bhavan, the
president’s red sandstone palace, 4,000-
odd guests indulged Mr Modi’s fondness
since school for dramatics. Arrayed before
him were his vanquished rivals: leaders of
Congress and regional parties, and those
sidelined in his own party.

Instead Mr Modi seemed preoccupied.
He faces two difficult facts in national af-
fairs. First, despite his party, the Bharatiya
Janata Party (BJP), having 282 members of
parliament, most are insufficiently experi-
enced or honest to be trusted as ministers.
In theory that should be manageable, giv-
en Mr Modi’s hands-on style (senior bu-
reaucrats are already briefing him). He
could have produced a small cabinet
heavy with technocrats. The second diffi-
culty, however, pushed against lean, effi-
cient rule by experts. While having a BJP

majority in parliament’s lower house, Mr
Modi will need allies in the upper house.
He also needs support for his plans from
the states. Other parties, in other words,
must be wooed with ministerial jobs.

The result is a not-so-slender govern-
ment of 45 ministers. Though it is far slim-
mer than the previous Congress-led gov-
ernment, which from the start of 2009
boasted 79 ministers, overlapping respon-
sibilities among ministers might still frus-
trate reforms. For example, stemming ris-
ing food prices means scrapping rules
dictating how food is grown, stored, priced
and traded. Doing so will be tricky given
that at least three cabinet ministers—for ag-
riculture, food processing and distribu-
tion—will be involved. Similarly, deliver-
ing on promises of better transport will be
hard when three members ofcabinet—rail-
ways, road transport and civil aviation—
will share the responsibility. 

Mr Modi might yet overcome such pro-
blems through strong leadership and with
a clutch of trusted collaborators. The most
important of these is Arun Jaitley, an ur-
bane lawyer from the upper house, who is
the new finance minister and in effect Mr
Modi’s second-in-command. Mr Jaitley
has already talked about the need for eco-
nomic growth, lower inflation and balanc-
ing the books. He has also attempted to
soothe investors by hinting at more pre-
dictable taxation. On his first day in office
he met the governor of the central bank,
Raghuram Rajan, whom investors like,
thus helping to quash rumours that Mr Ra-
jan, an inflation hawk, might be sacked.

 Mr Jaitley had shrewdly supported Mr
Modi early in his bid to lead the BJP. So did
Rajnath Singh, the home minister, one of
several new ministers from Uttar Pradesh,
a populous northern state where the party
made great strides in the general election.
Like Mr Modi, Mr Singh is close to a resur-
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2 gent Hindu-nationalist outfit, the Rashtriya
Swayamsevak Sangh (RSS), as is Nitin Gad-
kari, the minister for roads. Another com-
petent senior figure, Ravi Shankar Prasad,
now has both the justice and the telecoms
portfolios. He had been busy: after the first
cabinet meeting this week, he announced
a special investigation team to help repatri-
ate billions of dollars of “black money”—
the untaxed, sometimes illegally acquired,
stashes Indians hold abroad. 

 The fate of Sushma Swaraj, one of six
women in the cabinet, is revealing. Her
clout in the party slumped after Mr Modi
toppled her mentor, the ageing Lal Krishna
Advani, as BJP leader last year. She has
won a prestigious job, as foreign minister,
but that position’s powers are traditionally
limited; besides, Mr Modi displays a grow-
ing interest in foreign affairs. He is poised
to appoint Ajit Doval, a brainy former spy
who is tough on Pakistan, as his national
security adviser. The two men may do
most to shape foreign policy. Earlier this
month, Mr Doval predicted that Indian for-
eign policy would be more decisive and
backed by greater resources. Above all, it
would seek a stable region so as to foster
faster economic growth at home.

 It all fits with Mr Modi’s foreign-policy
success this week: persuading leaders from
neighbouring countries to attend his
swearing-in. It had not been done before,
and after the ceremony, on his first day at
work, Mr Modi held bilateral talks with
each leader. The presence of Afghanistan’s
president, Hamid Karzai, mattered since
India will back a successor government to
Mr Karzai’s as American forces withdraw
(see next story). Mr Karzai told Mr Modi
that a failed attackon May 23rd on the Indi-
an consulate in Herat in western Afghani-
stan, was the work of Pakistani terrorists,
Lashkar-e-Taiba, who sought hostages to
embarrass Mr Modi. 

 Whoever struck probably will have
hoped to set back improving relations be-
tween Mr Modi and his Pakistani counter-
part, Nawaz Sharif. He attended the cere-
mony against the wishes of Pakistan’s
army, which sees India as an existential
threat. Mr Sharif was conciliatory enough
not to go on about the disputed territory of
Kashmir—despite the risk of being accused
ofweakness backhome.

In Delhi Mr Sharif also called on an ail-
ing former BJP prime minister, Atal Bihari
Vajpayee, recalling their joint search for
peace between the two countries back in
1999. Could talks get somewhere today?
Hawkish Indian bureaucrats will seek rea-
sons not to engage. Pakistan’s army has al-
ways been wary. But politicians on both
sides have a chance. The head of India’s
foreign service, Sujatha Singh, mentioned
two possible next steps: boosting trade and
restarting diplomatic talks. After a flying
start with an eager partner over the border,
Mr Modi has momentum to exploit.7

AT FIRST glance, it looked like good news
for Afghans who are increasingly ner-

vous about what will happen when the
American-led coalition of international
forces ends its combat mission in Decem-
ber. On May 27th, a couple of days after he
made a surprise visit to Bagram airfield
north of Kabul (his first for two years), Ba-
rack Obama made a long-awaited an-
nouncement about the size of the Ameri-
can force thatwill stayon to train and assist
Afghan security forces and conduct coun-
ter-terrorism operations against “the rem-
nants ofal-Qaeda”. 

Mr Obama said that the residual force
would number 9,800—down from 33,000
currently and 100,000 in 2011. The figure is
close to what had been suggested by Gen-
eral Joseph Dunford, America’s senior
commander in Afghanistan, and a long
way above the so-called “zero option” fa-
voured by some White House aides. A fur-
ther2,000-3,000 troopsare likely to be pro-
vided by NATO allies, principally
Germany and Italy.

The timing of the announcement was
prompted in part by the second round of
Afghanistan’s presidential election, which
will be held on June 14th. Hamid Karzai,
the outgoing president, has, to the frustra-
tion of American military planners and
most Afghans, refused to sign the bilateral
security agreement needed to provide a le-
gal basis for the troops to stay. However,
both of the remaining candidates to suc-
ceed him, Abdullah Abdullah, the favour-
ite, and Ashraf Ghani, have promised to
sign as soon as possible. They recognise
that without continued American help
with air support, logistics, communica-
tions and intelligence, Afghan forces,
which number about 380,000, risk suffer-
ing a morale-sapping level of casualties in
their struggle against a Taliban insurgency
that shows no sign offlagging. 

But Mr Obama also has an eye on how
things will play at home. Despite being
urged by his generals to apply “conditions-
based” criteria to how long the residual
force should be deployed in Afghanistan,
Mr Obama announced a strict timetable
that appears to owe everything to the cycle
of American politics and nothing to reali-
ties on the ground. Half of the remaining
troops will be withdrawn by the end of
2015; and by the end of 2016, as Mr Obama
prepares to leave office, nearly all of those
left will depart. A tiny contingent will stay
on to provide protection for the American

embassy and help with military sales. Mr
Obama, it seems, has decided that “to turn
the page” on Afghanistan, as he put it this
week, is more important for his political
legacy than doing the minimum thatmight
be required to prevent the failure of a long
and costly mission.

John McCain and Lindsey Graham,
two perennially hawkish Republican sen-
ators, promptly criticised the plan and its
“arbitrary date” as “a monumental mistake
and triumph of politics over strategy” that
risked a similar disastrous outcome to the
premature withdrawal of troops from Iraq.
But even allies of the president, such as Mi-
chèle Flournoy, a former Pentagon policy
chiefwho now heads the Centre for a New
American Security, a think-tank, are con-
cerned about the pace and inflexibility of
the timetable. David Sedney, a recent depu-
ty assistant secretary of defence for Af-
ghanistan and Pakistan, described the de-
cision as giving with one hand and taking
away with the other. As for the reaction of
Afghan army officers, reports suggest they
are bleakly pessimistic. They know that
the big gaps in their capabilities, especially
a chronic lack of air power, cannot be
bridged in the time allowed. Mr Obama
promised this week that he would bring
the war to “a responsible end”. Many Af-
ghans see it differently. 7
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THE mantra since Shinzo Abe returned
to office in 2012 has been about pulling

Japan outofits longdeflationaryspiral. But
that is much easier said than done when
the population is ageing and shrinking
more rapidly than any other.

In Maya think-tankpredicted that with-
in a little more than three decades some
1,000 rural towns and villages will be
largely empty of women of childbearing
age. The government forecasts that Japan’s
overall population, currently 127m, will
shrinkby a third over the next 50 years (see
chart). Indeed, it predicts there will be a
mere 43m Japanese by 2110. The latter fore-
cast is unscientific extrapolation—no one
can possibly know what the country will
look like a century from now. Still, the fore-
cast is a measure of the government’s
mounting alarm, and it is hard to square
with the prime minister’s notions of re-
turning Japan to national greatness. In
short, demography is once again coming to
the fore as a hot political issue. 

The chief problem is that a fast-shrink-
ing working population will struggle to
support a growingproportion ofthe old. In
part, the government is trotting out time-
worn ideas: Japan must raise its birth rate
(but that can be hard, see page 53); to cope
with labour shortages, it must develop ro-
bots to work on factory floors and in care
homes for the elderly. The head ofa special
panel advising Mr Abe, Akio Mimura, said
the government must act quickly if it is to
keep the population from falling below
100m. To prevent that, the panel’s report
points out, the average Japanese woman
should have 2.07 children overher lifetime,
up from the current level of1.41. The panel,
with plenty of greyheads on it, seemed to
be itching to intrude into the bedroom to
urge women to get going.

Population experts, however, say a
wholesale redesign of Japan’s social archi-
tecture is needed. Mr Abe has announced
plans to provide more publicly-run child
care, to help mothers get back to work. But
a big obstacle to working mothers is Ja-
pan’s corporate culture, with its long office
hours and late nights out bondingwith col-
leagues. The culture could take years to
change. So might the stigma attached to
children born out of wedlock. Meanwhile,
recent measures to boost the birth rate,
such as assigninggynaecologists to remind
young women of their biological clocks,
smackofdesperation. 

Yet signs suggest Mr Abe’s government

is now considering another obvious sol-
ution that Japan has usually shunned: im-
migration on a bigscale. Less than 2% ofthe
population is of foreign origin, a propor-
tion far below that of other rich countries.
Even this low figure includes large num-
bers of permanent residents with roots in
Japan’s former colony of Korea, as well as
China, whose families have been in Japan
for generations.

More recent arrivals include legions of
Chinese students. They seldom stay for
long, but without their labour, Japan’s
myriad urban convenience stores would
soon struggle. And during the 1990s thou-
sands of Brazilians were recruited to work
in car and related factories, notably in Ha-
mamatsu in Shizuoka prefecture south-
west of Tokyo and in Aichi prefecture
around Nagoya. Japan gingerly opened the
door to such workers when it desperately
needed cheap labour, says Kimihiro Tsum-
ura of Hamamatsu Gakuin University,
only to slam it shut when the economy
slowed after 2008, even paying many to go
home. Hamamatsu’s Brazilian population
has fallen from some 20,000 to around

9,000. Those who stayed have struggled to
integrate. It does not help that the govern-
ment has made next to no provision for the
educational and other needs of the chil-
dren of immigrants. 

Nonetheless, in February the govern-
ment released a report recommending that
Japan accept 200,000 new permanent im-
migrants a year from 2015 onwards. Per-
haps predictably, officials issued denials
that this scale of immigration was govern-
ment policy. Mr Abe himself has insisted
that recent moves to give longer temporary
visas to foreigners working in construction
and the like are “not an immigration poli-
cy”. Such workers, he said, would have to
return home afterwards.

In reality, an adviser to Mr Abe says, the
report marks the start of a move towards
opening the door to a lot more permanent
immigrants, even if Mr Abe cannot say so.
The usually xenophobic right-wing media
are coming around to the idea, says Hide-
nori Sakanaka, a former Tokyo immigra-
tion chief who is now head of the Japan
Immigration Policy Institute. These days,
he predicts, the mainstream media’s re-
porting on the issue will sway public opin-
ion in favour ofmore immigration.

Yet Hamamatsu highlights the chal-
lenges. Even though the Brazilians had to
have some Japanese blood as a visa quali-
fication (many Japanese emigrated to
South America in the early 1900s), they
struggled to speak and read Japanese.
What is more, says Yasuyuki Kitawaki,
who was mayor of Hamamatsu from 1999
to 2007 and oversaw the city’s attempts to
assimilate the newcomers, locals were not
ready for a blast of multiculturalism. The
vast majority of Japan’s Gastarbeiter are
law-abiding, but Japanese associate them
with crime and antisocial behaviour. Hi-
royuki Hashimoto, committee chairman
of a block of Hamamatsu flats, said Brazil-
ians at first wanted to barbecue on their
balconies and—nossa!—samba inside their
flats; they were obliged to quieten down.
One sign for the better, he says, is that Japa-
nese and Brazilian children now skate-
board noisily together outside. Yet immi-
gration is still far from an easy option.7
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IN1987, when he was 27, Benigno “NoyNoy” Aquino was in Ma-
nila when plotters attempted a coup against the president, his

mother Corazon Aquino. Recalling a promise to his late father to
lookafter his mother and sisters, he rushed towards Malacanang,
the presidential palace, to join them. He and his four guards were
ambushed. Three were killed and one lost his eyesight. Mr
Aquino himself still carries a bullet, along with his guilt.

Mr Aquino, president himself since 2010, recently recounted
this incident to The Economist, to explain the lesson he took from
it: not to act impulsively. He said this in the context of rows with
China over the South China Sea. “Responsible for the future of
98m people”, Mr Aquino owes it to them to remain “level-head-
ed, as calm as possible”, even when provoked. Mr Aquino’s crit-
ics say he has learned the lesson too well, accusing him of too
much deliberation and not enough decisiveness.

The story ofthe ambush, however, also draws attention to the
transformation of Philippine politics. His mother became presi-
dent in 1986 after a people-power revolution. In her first term
coup attempts occurred more predictably than scheduled elec-
tions. As late as 2001, a president was ousted unconstitutionally
when people tookto the streets to topple Joseph Estrada. Nowthe
army is in its barracks, and although Philippine politics remain
rambunctious, few doubt that Mr Aquino will complete the final
two years ofhis term. The Philippines is not Thailand.

The anecdote also sheds light on Mr Aquino himself. Known
affectionately as “PNoy”, blending his title, his own nickname
and the national one, he is often portrayed as an amiable, rather
happy-go-lucky loaferwho drifted into Malacanangon a wave of
nostalgia and popular sympathy following his mother’s death.
Since then, critics have chuckled about his ruling style and the
“student council” of young enthusiasts that surrounds him. An
obvious comparison is to India’s Rahul Gandhi, another politi-
cian who appears to owe his position more to dynastic clout than
to personal inclination. Yet, just as forMrGandhi, being born into
national politics has brought personal anguish for Mr Aquino.
Both men lost their fathers to assassins. Perhaps partly as a result,
both are thoughtful types. Both can adopt a rather wonkish ap-
proach to policy. But unlike Mr Gandhi, a so far ineffective and
rather desultory aspirant to national leadership, in office Mr

Aquino seems to have acquired an appetite for it.
He is still uncomfortable with the trappingsofthe job. He does

not like travelling abroad; his aides say that he finds Malacanang
“oppressive”; and hisoffice wall sportsa calendarcounting down
the days until he leaves office. But he cannot remember how
many it now shows. He seems in a hurry as much to get things
done as to retire to an easier life. He knows the three big achieve-
ments ofhis presidency are all provisional.

The first is the acceleration in the country’s economic
growth—to 7.2% in 2013 and not much less in 2014. South-East
Asia’s tortoise has become its hare. In the coming decades the
economy might grow faster even than China’s. The government
finances and bankingsystem are sound. Avast army of10m over-
seas workers—a quarter of the workforce—provides a wealth of
foreign-exchange inflows. Above all, the economy is entering a
demographic sweet spot of falling fertility rates and a large work-
ing-age population. Here, however, high rates of growth are not
just possible but essential if the Philippines is not to be forced to
send even more young people abroad to earn a living.

Mr Aquino can point to fast-growing job opportunities in out-
sourcing and other businesses, drawing some overseas workers
home. But the numbers overseas are still expected to keep grow-
ing. Colleagues have expressed disappointment overhow pover-
ty is not falling as fast as they hoped with such high growth. Yet
the president professes himself “kind of proud” of what his gov-
ernment has done for the poor, with big increases in spending on
education and health care, and 2.9m Filipinos lifted out of pover-
ty. He also defends its record on diverting more of the budget into
building infrastructure. But he himself notes that some unfin-
ished road projects have been promised since the 1970s. Logistics
remain one of foreign investors’ big concerns and critics joke that
“PPP”, as in the government’s high-profile public-private partner-
ships, in fact stands for “Post-PNoy Project”.

The second achievement is both to maintain a fairly clean im-
age and to punish corruption elsewhere. But Mr Aquino’s anti-
corruption credentials suffered when he was slow last year to en-
dorse reform ofthe system ofscandalouslyplundered discretion-
ary funds available to legislators (the “pork barrel”). Many
suspected him ofwanting to keep his party sweet.

Mr Aquino also put a lot into bringing closer this year the end
of a long and bloody Islamist insurgency on the southern island
of Mindanao. He can claim that the “only people not champion-
ing the peace agreement are those profiting from the turmoil”. He
concedes, however, that there are many such. The hope is that the
prospect ofpeace will make support for them wither.

Legacy issues
The president has done better than many expected but must
know he cannot safeguard any of his reforms from a future gov-
ernment that chooses to be profligate or corrupt. He hopes voters
will treat politics as they would a restaurant: have a good meal
once and you might come backagain. But one ofhis ambitions, to
transform Philippine politics from a personality-based system
into one based on parties—and, presumably, platforms, policies
and even ideologies—still appears a long way off. His party’s man
isnoteven the favourite to succeed him in 2016. He hopes to count
as his legacy a change in Filipinos’ mindset from “don’t dream; it
will never happen”, to one in which they believe their dreams
can come true. But maybe Filipinos need to aim higher, and de-
mand more of their country’s leaders.7
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EVEN after the Chinese army moved into
Tiananmen Square on the night of June

3rd 1989, and cleared itofthe detritus leftby
the students who had occupied it for most
of the previous seven weeks, it was several
days before observers were certain who
was in control of China. Your correspon-
dent, lookingdown Beijing’s central boule-
vard, Chang’an Avenue, at a maze of still-
burning barricades a day after the bloody
operation, was not alone in wondering
whether the Communist Party could ever
heal. This newspaper, with which he was
not then linked, summed up a common
view: “This week China looked into the
abyss of coup, counter-coup and civil
war”. Foreign doomsayers were proved
wrong. But even after 25 years of relative
stability, it is still wise to be cautious about
the cohesion ofChinese politics. 

It was not just foreign observers who
were given to apocalyptic musings at the
time. “If the rebels had had their way, there
would have been a civil war,” Deng Xiao-
ping told a visiting Chinese-American
physicist, Tsung-Dao Lee, three months
after the army crackdown that left hun-
dreds, if not thousands, dead. Thanks to
strenuous efforts by the Communist Party
to erase memories of what happened (see
page 74), many in China now have only a
dim understanding of the history of the
protests in Tiananmen Square and the na-
tionwide unrest they triggered. But Deng’s
analysis is remarkably close to the main-
stream among the generation of young ur-

of high-level purges and numerous street
protests, most of them isolated and trig-
gered by local grievances). Yet political risk
is as important to bear in mind as the wob-
bles that are causing growing numbers of
observers to worry about China’s econ-
omy. Neither kind of risk is grounds for im-
mediate alarm. The government appears
sufficiently in control of the economy’s le-
vers (not least through ownership of the
main commercial banks) and has suffi-
cient assets at its disposal to prevent a
sharp slowdown, at least for another few
years. But one important lesson of Tianan-
men is that politics in China has a capacity
to surprise. Your correspondent recalls re-
spected analysts in the months before June
1989 pooh-poohing rumours of a serious
rift within the leadership. 

Xi’s got the power
There are few such rumours today. Mr Xi is
often described as the strongest leader in
China since Deng, and he hasbeen moving
fast to consolidate his power (he has set up
powerful new organs to oversee national
security and economic reform, and has
taken personal command of them). But
there have been hints, both before and
since the handover of power to Mr Xi in
2012, that politics at the top remains prone
to strife. Eight months before Mr Xi took
over, a fellow member of the ruling Polit-
buro, Bo Xilai, was purged; ostensibly for
corruption and abuse of power but also,
many observers believe, because he
threatened Mr Xi’s future grip on power.
The mopping up continues. Mr Xi is now
trying to eradicate the influence of Mr Bo’s
powerful patron, Zhou Yongkang, who
was the country’s security chiefuntil he re-
tired in 2012. Mr Zhou is being secretly in-
vestigated for corruption, the highest-rank-
ing leader to be targeted on such grounds
since the party took power in 1949. Ru-
mours abound in Beijing that Mr Xi is en-

ban residents who have grown up since: if
they have heard of the 1989 protests, many
feel that, though the killings may have
been bad, the army’s resolute action
helped to create the stability that allowed
China’s economy to grow from one that
was then smaller than Britain’s into the
world’s second-largest. 

This argument, however, glosses over
the factional infighting within the party
that paralysed decision-making and al-
lowed the protests to grow to the scale they
did. Even afterTiananmen, Dengappeared
to recognise that political stability was by
no means assured. By1992, then retired, he
had concluded that the collapse of the So-
viet Union and its allies was mainly attrib-
utable to their failure to make citizens rich-
er. To avoid a similar fate for China, he
went on his famous “southern tour” to
drum up support for a fresh round of eco-
nomic reform. It was this bold move, in the
face of stiff conservative resistance, rather
than the crushing of largely peaceful dis-
sent, that laid the groundwork for China’s
prosperity today. As he tottered round
southern China, berating conservatives
and calling for the liberation of China’s
economy from ideological shackles, he re-
marked: “Ifany problem occurs in China, it
will arise from within the party.” His
words remain apt. 

Not since the collapse of the Qing dy-
nasty in 1911 has China enjoyed such a pro-
longed period ofstability as it has between
Tiananmen and today (barring a handful

Remembering Tiananmen

The lessons of history

BEIJING

As ourbureau chief leaves China, he reflects on the crushing of the protests he
witnessed 25 years ago, and what has transpired since

China
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2 countering resistance from other retired el-
ders who fear that he is rocking the boat. 

It is extremely difficult to gauge the level
of political stress that these developments
are causing. Official statistics can be vague
and misleading, but there is no concerted
effort, as there is in politics, to keep the out-
side world in ignorance of pertinent facts.
Contactsbetween Chinese leadersand for-
eign journalists were very limited before
Tiananmen. They were curtailed even fur-
ther after it. Not since November1987 has a
general secretary of the party given the for-
eign press corps an unfettered opportunity
to ask questions about his policies. Your
correspondent vividly recalls the exhilara-
tion of that occasion in the Great Hall of
the People, when the newly appointed
party chief, Zhao Ziyang, raised glasses
with foreign journalists and fielded im-
promptu questions in an unprecedented
display of openness. It would have been
wrong to read too much into it, however.
Zhao said that those who believed conser-
vatives and reformers were at loggerheads
would “make one mistake after another”
in theiranalysis. He himselfwas purged by
the conservatives during the Tiananmen
upheaval and spent the rest of his life un-
der house arrest. 

Tussling with tigers
Mr Xi admits that economic reforms have
entered “deep water”. As he put it on a trip
to Europe last month: “We must get ready
to go into the mountains, being fully aware
that there may be tigers to encounter.”
These tigers could include others at the top.
Perhaps to avoid a Zhao-like fate (Zhao was
the last party chief to put political reform
high on his agenda), Mr Xi has begun his
leadership with two parallel crackdowns,
one on corruption and the other on politi-
cal dissent. Part of his strategy, many be-
lieve, is to scare corrupt officials into com-
pliance with his reforms while preventing
dissidents from fanning the flames of dis-
content in a society that has undergone
profound and wrenching change over the
past decade alongside broad economic
growth (see chart).

MrXi has three newsocial forces to con-
tend with that grew to critical mass under
his predecessor: a huge middle class, an
equally large underclass of rural migrants,
and online social media that have enabled
discontents to connect and communicate
with remarkable ease, in spite of vigorous
censorship. He can probably prevent street
demonstrations from coalescing into any-
thing like the 1989 unrest. Even if the econ-
omy were to slow sharply, a couple of
years of stagnation might not pose a great
threat to social stability.

After all, China has experienced
slumps before. Tens of millions lost their
jobs in the late 1990s as the regime closed
down loss-making state-owned enter-
prises. Protests did erupt, but most were

small. After the global financial crisis in
2008, millions of migrant workers were
laid off from export industries. Most, how-
ever, had ties to plots in the countryside to
which they returned for a few months be-
fore finding new work when manufactur-
ing picked up. Despite the current slow-
down, employment is holding up well. If
the economy were to slow more dramati-
cally, many migrant workers could again
melt back into the villages. 

There are also reasons to worry about
external dangers as China flexes its mus-
cles to assert territorial claims in the East
and South China Seas. Mr Xi appears to
have abandoned Deng’s post-Tiananmen
dictum that China should “hide its capaci-
ties and bide its time”. His latest territory-
marking manoeuvre was the installation
of an oil rig earlier this month in waters
claimed by Vietnam. This triggered bloody
anti-Chinese riots in Vietnam, but Mr Xi
appears unconcerned by the risks. His
moves seem calculated to avoid direct mil-
itary conflict, but ifa clash were to occur he
might stand to gain politically at home.
After Tiananmen the party launched a
campaign to boost “patriotic education”
among students. The aim was to portray
the party as the embodiment of Chinese
nationalism. It appears to have rubbed off.

Young Chinese especially applaud Mr Xi’s
more robust stance towards Japan, a coun-
try they are taught to abhor. 

Elite politics, however, is more of a wild
card. The Bo affair in 2012, which only
came to light thanks to the extraordinary
flight of his police chief to an American
consulate in the south-western city of
Chengdu, was a sharp reminder ofhow er-
ratic it can be. Both Mr Bo’s case and that of
his mentor, Mr Zhou, have exposed the
power and wealth of family networks
within the leadership and their extensive
influence in business. It will take all MrXi’s
strength to keep high-level corruption in
check. The protesters in 1989 were enraged
by it even then; they would be astonished
today. In a case thatcame to light in the Chi-
nese press this month, an official was
found to have 100m yuan ($16m) in bank-
notes stashed at his home.

Mr Xi’s sweeping campaign against cor-
ruption, the toughest in China in many
years, will make him powerful enemies.
So too will his efforts to expose big state-
owned enterprises to greater competition
and rein in profligate local governments.
He has called for “decisive results” by 2020
in his drive for economic reform. Yet this
will require measures that could make him
unpopular with the public, such as the im-
plementation ofa property tax that will in-
furiate the better off. After Mr Bo’s arrest,
rumours circulated on Chinese social me-
dia of an attempted coup by Mr Zhou. The
reports proved fanciful, but they suggested
that some Chinese at least are prepared to
imagine extreme scenarios. 

Your correspondent leaves China be-
lieving that the party has a good chance of
maintaining its grip on power during Mr
Xi’s remaining eight years at the top. But
the risks—political, economic and interna-
tional—are growing. The party has proved
unexpectedly adept at tackling a series of
crises since 1989. But it will need to be even
more agile if it is to remain in power for an-
other 25 years. 7

For better, for worse

Sources: World Bank; China Labour Bulletin;
Hu Angang, Wang Lei; The Economist
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SEVEN weeks ago Moussa Mara was the
rising star of Malian politics. Picked by

Ibrahim Boubacar Keita, the country’s
president, to be prime ministerat the age of
39, he had a reputation as a shrewd and ca-
pable administrator. An eventual rise to
the top seemed possible. When he defied
warnings on May 17th and visited Kidal, a
hotbed of ethnic Tuareg separatism in the
farnorth-eastofthe country, he was metby
rebel gunfire. This made him a hero to the
crowds in the capital, Bamako, for standing
up to secessionists seeking to destroy the
country’s unity (see map on next page).

Yet what began as a triumph quickly
turned into Mali’s worst crisis since a coup
two years ago. Fuelled by what diplomats
describe as a combination of naivety and
ambition, Mr Mara condemned the Tuareg
violence as “a declaration of war” and
promised an “appropriate response”.
Around 1,500 troops, equipped with artil-
lery, steamed north. Despite assurances
from the government that dialogue was
the only way forward, on May 21st they
were ordered to attack the rebels.

Within hours the army was in retreat.
After trading heavy machinegun and rock-
et fire, rebels seized the government camp
in Kidal, as well as a formerFrench fort that
has a commanding position above the fly-
blown town. Separatist flags fluttered in
the desert wind. At least 50 soldiers were
killed in the encounter, 50 were taken pris-
oner, and 900 surrendered their weapons
and sought refuge at a nearby UN post. 

dency,” says one. Ordinary Malians in the
street are equally disbelieving.

The defence minister, Soumeylou Boy-
beye Maiga, resigned six days after the at-
tack, but not before the government tried
to deflect criticism onto foreigners for let-
tingMali down. MrMara had to remind his
fellow citizens that France and the UN “are
not our enemies”, while also appearing at
a government-orchestrated protest against
supposed foreign responsibility for the
government’s humiliation. At one rally the
UN’s headquarters in Bamako was pelted
with stones. UN and other Western offi-
cials shake their heads. “Mali was given
such a good opportunity,” says one.

In any case, criticism of France, in par-
ticular, is growing. Many Malians say that
the French government is so wary of get-
ting sucked into a quagmire that it has left
the job half-done. Its troops have fought
terrorists in the north, but the French gov-
ernment has left the UN to broker a politi-
cal settlement: no easy task. 

The blame game
By refusing to back Mali’s government flat-
out against the Tuareg rebels in Kidal,
France has avoided triggering a full-scale
insurgency. But Mr Keita, who swept to
power on a nationalist platform, has seen
little reason to heed UN pleas to make
deals with any of the armed groups vying
for control of the north, who range from
separatists and outfits wanting autonomy
to outright jihadists. He has consistently
undermined peace talks with the rebels,
stacked a truth-and-reconciliation com-
mission with government stooges, and
tried to sideline the UN. “Any change in
Mali, like anywhere else, has to come from
the national side,” says a diplomat in Ba-
mako. UN officials hope the humiliation in
Kidal will make the government, hitherto
so full of nationalistic swagger, readier to
compromise. 

Mr Mara’s reputation lies in tatters and
opposition members of parliament have
demanded his resignation. Malians strug-
gle to understand how, for the second time
in two years, their rulers have lost control
of the north. “They led our children to
slaughter,” Fatoumata Traoré, the mother
of a soldier, wailed in the pages of Dé-
pêches du Mali, a newspaper. Others are
asking why Mr Keita is said to have spent
$40m on a private jet when the army has
virtually no aircraft at its disposal. Nine
months ago he was elected president with
78% of the vote, and the rebels seemed to
have been defeated.

How did things go so badly wrong? The
short answer is that they were never really
fixed. Despite winninga strongmandate to
haul the country forward, MrKeita has suc-
cumbed to the habits ofpast rulers. A high-
living 69-year-old who tends to stand on
his dignity, he has done little to tackle the
political rot that precipitated the coup in
2012. His government is aloof and unac-
countable. Unemployment, high prices,
corruption and nepotism are as rife as ever.
Islamic extremists, kidnappers, separatists
and smugglers once again roam the sandy
north with apparent ease.

The official response to what happened
in Kidal is instructive. Both Mr Keita and
Mr Mara denied ordering the attack. Dip-
lomats in Bamako do not believe them. Mr
Keita “iseither lyingorhe’snot in control of
the army and government, and both are
pretty damning indictments of his presi-

Mali and the Sahel

The war is far from over

BAMAKO

The humiliation ofMali’s armyand government is a rude reminderthat the wider
region is still a hive of instability

Middle East and Africa
Also in this section

40 Why and how Africans migrate north

41 South Africa’s bloated government

41 Religiously tolerant Sierra Leone

42 Egypt’s unconvincing election

42 Saudi football and democracy

  

http://Economist.com/world/middle-east-africa


40 Middle East and Africa The Economist May 31st 2014

2 ForFrance and its forces in Mali, the tim-
ing of the débâcle in Kidal could hardly
have been worse. The defence minister,
Jean-Yves Le Drian, had hoped to an-
nounce the end of “Operation Serval”,
France’s mission in Mali, on May 25th.
Some troops would have remained under
the auspices of a regional counter-terro-
rism force, but the government in Paris
could still have declared “mission accom-

plished”. Instead MrLe Drian was forced to
cancel his celebratory trip to Bamako.

Meanwhile French troops persuaded
the rebels to abandon a march on Timbuk-
tu, the biggest city in the north, and forced
them to relinquish a string of other towns
they had captured in the north-east. But
the political and military campaign to re-
store stability to Mali—and the wider Sahe-
lian region—is plainly far from over. 7

“GET free or die trying,” runs a graffito
in English on the wall ofa migrants’

detention centre on the outskirts ofTripoli,
Libya’s capital. The author was one of the
countless migrants to pass through the fet-
id, overcrowded facility, his fate unknown.

Some of the people herded into more
than 20 such centres across Libya were in-
tercepted by Libyan naval vessels as they
attempted the perilous journey across the
Mediterranean. Others were arrested be-
fore reachingthe sea byLibyan militias that
have held sway since the revolution that
toppled Muammar Qaddafi in 2011.

Thanks to its oil wealth, Libya has long
been a magnet for migrants from farther
south. Under Qaddafi, they numbered be-
tween 1.5m and 2.5m in a country whose
indigenous population was around 6m.
Nobody nowadays has reliable figures.
Fewer people from sub-Saharan Africa are
looking for work in Libya, because it is so
chaotic. But the borders have become even
more porous. Libya is now almost certain-
ly the busiest transit route for black Afri-
cans heading illegally to Europe.

Migrants pay more than €1,000 ($1,370)
each to get onto rickety boats to Malta and
the Italian island of Lampedusa. Many do
not survive. Earlier this month the Italian
authorities recovered 14 bodies and res-
cued around 200 people after a boat sank
between Libya and Sicily. In the past few
years, thousands have drowned.

Qaddafi exploited European anxieties
over illegal migration, once declaring him-
self the only bulwark against a “black Eu-
rope”. Just before the uprising against him,
he asked the European Union for€5 billion
($7 billion) a year to tackle the problem.

Libyans fret that it has worsened since
the revolution. Officials in Tripoli claim
that the number ofmigrants waiting in Lib-
ya to get to Europe runs to hundreds of
thousands, including Syrians and south
Asians as well as sub-Saharan Africans.
Nearly 27,000 have landed in Italy so far

this year, ten times the number recorded in
the same period a year ago. Those who
stay in Libya exist in a twilight world of
cramped safe-houses, living hand-to-
mouth, always in fear of arrest. Hundreds
of them lookfor jobs on Tripoli’s streets.

Libyan officials say they cannot solve
the problem alone. They often bringup the
subject with European diplomats. Echoing
Qaddafi, Libya’s interim interior minister
recently threatened to “facilitate” the pas-
sage of migrants to Europe if the EU failed
to help stop them. Migrants from sub-Sa-
haran Africa spread disease and get in-
volved in crime, he said. “Libya has paid
the price. Now it’s Europe’s turn to pay.”

The problem is by no means limited to
Libya. Few governments across the north-
ern half of Africa find it easy to police their
borders. By some estimates, more than
600,000 illegal migrantsare waitingon the
southern Mediterranean shore, hoping to
embarkfor a better life.

Areportby the Global Initiative Against
Transnational Organised Crime, a Geneva-
based lobby, documents the routes taken
by this vast wave of migrants, as well as
theirorigins and means oftransport. It also
describes the role played by traffickers, ter-
rorists and corrupt officials, casting light on
the murky politics of the Sahara and the

Sahel, the belt ofarid scrub along its south-
ern fringe. The report’s authors argue that
European governments should tackle the
problem in Africa, rather than after the mi-
grants have ended up in miserably over-
crowded asylum centres in Europe.

Take the example of Agadez, a smug-
glingentrepot in northern Niger. According
to the report, at least half of all west Afri-
can migrants who reach Lampedusa first
pass through this warren of adobe houses.
The ethnic Toubou who dominate the
trade charge migrants between $200 and
$300 for passage into southern Libya, or
ask them to carry drugs in lieu ofpayment. 

Smuggling is the town’s main business.
When 92 people died near Agadez last Sep-
tember after their vehicles broke down in
the Sahara, Niger’s authorities promised to
stamp out large-scale people-smuggling.
But with revenues of perhaps $1m a week
at stake, officials inevitably connive. Even
when raids do take place, the smugglers
simply switch routes and tactics.

“Dismantling the networks of inter-
mediaries, drivers, guides, migrant ‘wel-
come centres’ and clandestine migration
consultants would place the regional econ-
omy of Agadez under significant stress,”
says a diplomat in Niger. The towns of Gao
in Mali and Tamanrasset in southern Alge-
ria share a similar profile: traffickers, tribal
chiefs, corrupt officials, jobless despera-
does and jihadists all rub along to claim a
slice of the profits. These networks create a
living for many thousands ofpeople.

There are few alternatives. Desertifica-
tion and swelling populations outstrip ag-
ricultural productivity in much of the arid
Sahel. A recent resurgence ofconflict in the
Central African Republic, Mali, northern
Nigeria, Somalia and South Sudan hascon-
tinued to displace millions, pushing ever
more young men north towards Europe.
This month’s mayhem in northern Mali
threatens to tip the country back into civil
war; camps in Mauritania and Burkina
Faso still overflow with refugees from a
previous round of fighting. It is not surpris-
ing that the Mediterranean beckons.7
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THE joke circulating on social media is
that South Africa’s cabinet is growing

faster than itseconomy. Figures released on
May 27th showed that GDP shrank in the
three months ending in March. Two days
earlier the country’s newly inaugurated
president, Jacob Zuma, announced a cabi-
net of 36 (with 37 deputies). Pundits pored
over the ministers’ strengths and short-
comings, yet it was their number that was
most telling. A slim cabinet might have sig-
nalled that getting things done came be-
fore keeping colleagues happy. But so
bloated an executive suggests that Mr
Zuma’s real priority is shoring up his sup-
port within the ruling African National
Congress (ANC) and with its allies. Politics
trumped policies. 

The reform-minded Pravin Gordhan
was demoted from finance minister to a lo-
cal-government portfolio. It was thought
that he would either stay on or retire alto-
gether, but his demotion sends “an odd sig-
nal on policy”, says Peter Attard Montalto
ofNomura, a Japanese finance company. A
bid for the job by Tito Mboweni, a former
central-bank governor much respected in
business circles, was blocked by the ANC’s
allies in the trade unions and the South Af-
rican Communist Party. Mr Gordhan was
instead replaced by his deputy, Nhlanhla
Nene (pictured above), a well-regarded
technocrat, who might have hoped for a
better inheritance than a stubborn budget
deficit and shrinking GDP. 

The heads of other economics minis-
tries have kept their jobs. Rob Davies, a
communist, retains his trade-and-industry
portfolio and another comrade, Ebrahim
Patel, remains in charge ofeconomicdevel-
opment, though neither has generated
much in the way of trade, industry or de-

velopment in Mr Zuma’s first term. A strike
by platinum miners, now in its fifth month
with no end in sight, explains much of the
recent fall in GDP. Yet the labour minister,
Mildred Oliphant, stays in her post. Hopes
were dashed that Cyril Ramaphosa, a un-
ion-boss-turned tycoon who is now depu-
typresident, mightbe given a briefto co-or-
dinate the economics ministries. A new
ministry for small business may only
make the free-for-all over policy worse.
There is little chance it will do much to
boost South Africa’s dismal record in creat-
ing new firms. 

In his inaugural speech Mr Zuma did
not even mention the role that private en-

terprise might play in reviving the econ-
omy. Instead he spoke ofstrengthening the
role of the state and its affirmative-action
policies. That emphasis was in keeping
with the thrust of recent legislation which
is hostile to private investment, especially
from other countries.

Yet South Africa relies on foreigners to
finance the budget deficit, as there are not
enough savings at home to do it. The econ-
omy needs to grow by 5% or more to create
workfor the 7.4m working-age people who
are either without jobs or have given up
looking. On its present course Mr Zuma’s
new government has little chance of
achieving that. 7

South Africa’s new government

The low-growth
road

JOHANNESBURG

Abloated administration seems
unlikely to revive a shrinking economy 

Religion in Sierra Leone

All things happily to all men

THE minibuses that ferry Sierra Leon-
eans around their capital, Freetown,

bear a variety of religious slogans. “Trust
in Allah,” reads one, while others evoke
the power ofChrist. But one stands out.
Somewhere, plying the potholed streets,
is a bus bearing the words “God loves
Allah”.

Sierra Leone takes religious tolerance
seriously. Not only are relations between
the two main religious groups in the west
African country cordial, but it is not
unusual to be both Christian and Mus-
lim. Hassan Kargbo is one of thousands
ofSierra Leoneans who have become
known as a “ChrisMus”. He identifies
himselfas a Muslim, but also believes in
Christianity. Before he starts work on
Sundays, he goes to church. He visits a
mosque every day. “I see it as the same
religion,” he says, sporting a Jesus brace-
let. “All ofus say it’s the same god that
we’re worshipping.” 

Kelfala Conteh is a caretaker at the
oldest mosque in Freetown. “Ofcourse

[Christians] come here,” he says with
pride. “We have both Christians and
Muslims praying side by side. No fighting.
Jesus was the messenger to tell the peo-
ple to worship the one god. I respect him
after Muhammad. I believe in the Bible
and the Koran.”

Sierra Leone straddles Africa’s reli-
gious equator, where the Muslim north
meets the Christian south. Other coun-
tries in the region are experiencing reli-
gious violence, with Islamist militants
creating mayhem in the Central African
Republic, Mali and Nigeria.

But in Sierra Leone the president,
Ernest Bai Koroma, a Christian, was
elected by voters who are roughly 70%
Muslim. His vice-president is a Muslim.
Marriage across sectarian lines is com-
mon, as are conversions. Neither religion
played a part in the county’s civil war in
the 1990s. “We all believe in one God,”
says Wurie Bah, a Muslim from Free-
town. “Ifmy friends invite me to church,
ofcourse I will go.”

FREETOWN

Sierra Leone bucks a west African trend bycelebrating its religious tolerance

Hold onto your faiths, all of them
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Football in Saudi Arabia

Where the popular will matters

IN ANYother situation a crowd of thou-
sands ofvocal Saudis would be quickly

jumped on and quietened by the security
forces. Yet week in weekout, in stadiums
across the kingdom, Saudis cheer on
teams such as Al-Hilal and Al-Nassr, both
in Riyadh, the capital. “Football has
emerged as a rare area for free speech,”
says a Saudi professor.

Football is the one activity where the
royal family can most plainly be swayed
by popular pressure. In 2012 Prince Na-
wafbin Faisal felt obliged to step down as
head of the Saudi Arabian Football Feder-
ation when ordinary Saudis turned
against him after the national team failed
to qualify for the World Cup in Brazil. Last
year fans ofAl-Nassr tried to oust the
team’s head, Prince Faisal bin Turki, after
a string ofdefeats. They failed, but the
campaign, waged by social media, was a
rare example ofSaudis being able public-
ly and freely to voice their discontent.

The election of the head of the foot-
ball federation may well be the freest in
the kingdom, which barely allows a vote
for anything ofsubstance. After Prince
Nawaf’s resignation, Ahmed Eid al-Harbi
was elected to run the federation. A
former goalkeeper, he is not only the first
commoner to hold the post, but has dark
skin, which many Saudis lookdown on.

Saudi Arabia’s rulers are fearful of
public gatherings, especially since mass
protests swept much of the Arab world in
2011. Some of the Wahhabist clergy, who
enforce a puritanical version of Islam
and rule the land in tandem with the
House ofSaud, have criticised sport as a
distraction from religion.

But the royal family cannot touch the
region’s most popular one. Saudis are
finding more space—in cafés and via
Twitter, Facebookand YouTube—to talk
about anything. If their rulers foul up
football, they will be red-carded. 

RIYADH

The beautiful game provides a rare space forcandourand criticism

EVERYONE pitched in. The government
closed schools two weeks early and de-

clared a national holiday. The Morale De-
partment of the Egyptian army dispatched
trucks blaringpatriotic songs. Church lead-
ers, mosque loudspeakers and television
announcers urged, cajoled and in some
casesangrilyharangued citizens to do their
patriotic duty. Yet, despite a controversial
last-minute move by election officials to
extend voting into an unprecedented third
day, the turnout for the first presidential
poll since the military coup last July was
lower than its organisers had wished.

In any event, the outcome was preor-
dained. Abdel Fattah al-Sisi, the former de-
fence minister who led the coup that got
rid of Egypt’s last elected president, Mu-
hammad Morsi of the Muslim Brother-
hood, will be its next head of state. But Mr
Sisi’s supporters had confidently predicted
a massive turnout and a crushing endorse-
ment. On the eve of voting the candidate
himself said he hoped 40m of Egypt’s 54m
voters would cast ballots.

After three days of voting, the main
newspapers said the turnout had been
48%, which was oddly higher than early re-
ports, but still unimpressive. Preliminary
results suggested that Mr Sisi had won 97%
of the valid votes against 3% for his sole ri-
val, Hamdeen Sabahi, an old-school leftist;
some poll analysts said that 5% of the bal-
lotshad been spoiled. In protestagainst the
extension of voting hours and other al-
leged irregularities, Mr Sabahi had with-
drawn his observers. Democracy Interna-
tional, an American-based monitoring
group that fielded one of the few foreign-
observer missions, called the extension
“just the latest in a series of unusual steps
that have seriously harmed the credibility
of the process.”

Such doubts have already cast a shad-
ow over Mr Sisi’s presidency. Mr Morsi’s
banned Brotherhood was quick to claim
the feeble turnout as a response to its call
for a boycott. Aside from the group’s sup-
porters, few Egyptians seem to share this
view. They ascribe voter apathy to the air
of inevitability that the adulatory press
whipped up around MrSisi, to fatigue with
voting after years of polls that have subse-
quently been rendered meaningless, and
to a sense of alienation and disappoint-
ment felt keenly by many younger Egyp-
tians, following the heady hopes raised by
the country’s revolution in January 2011.

Mr Sisi’s own campaign did not help.

Citing security fears, which are under-
standable considering that Egypt’s police
have killed well over 1,000 Brotherhood
supporters and have arrested, by one inde-
pendent count, more than 40,000 people
since the coup, the former field-marshal
appeared rarely in public. His carefully
edited television appearances revealed a
man reluctant to tackle pressing issues in
public; in one interview he simply flicked
his wrist to signal displeasure with a fawn-
ing reporter’s question. Mr Sisi lacked any
party organisation on the ground. His self-
declared campaigners included figures
from the previous era of military rule who
are widely viewed with distaste.

Egypt’s media machine and hefty state
will gloss over the election’s disappoint-
ments, falling in step as Mr Sisi moves to

form a government, before a general elec-
tion expected by the autumn. But the Mus-
lim Brothers, whose fortunes had been
waning, now feel reinvigorated and vindi-
cated. Mr Sisi’s non-Islamist critics, who
have felt increasingly squashed by what
many see as a conservative counter-revo-
lution, now feel emboldened to speakout.

The new president’s supporters have
also fallen out among themselves. Ministe-
rial hopefuls blame rivals among Mr Sisi’s
advisers for his questionable result. Some
in the president’s camp have also accused
the Nourparty, a puritan Salafistgroup that
promised to back Mr Sisi’s campaign, of
failing to deliver Islamist votes. As the new
president takes up the reins ofpower in the
glare of spotlights rather than from behind
the scenes, he may be in for a rough ride. 7

Egypt’s election

A coronation flop
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President Abdel Fattah al-Sisi fails to
bring enough voters to the ballot box
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IN 2012 AMERICA’S intelligence agencies forecast that Asia would soon
be carryingmore weight in the world than at any time since 1750. By 2030
“Asia will have surpassed North America and Europe combined in terms
ofglobal power, based upon GDP, population size, militaryspending and
technological investment,” the spooks predicted. They made it sound
like a foregone conclusion.

On the ground, though, Asia seems a more nervous place than that
forecast implies. Peace, a foundation stone of the region’s economic

boom over the past 20 years, is
under threat from border squab-
blesbetween China and itsneigh-
bours and from a regional arms
race. Investment patterns are
changing in response, with Japa-
nese firms shifting away from
China. Two of the main inputs
that fuelled the boom—labour
and capital—have become more
expensive. Wages are rising and
the workforces of Japan, China,
South Korea and Taiwan will
soon peak or are already in de-
cline, part of a growing “Greysia”.
Interest rates around the world
may rise soon and state-run
banks in India and China have
lots of bad debts, pushing up the
cost ofcapital. 

The continent’s success to
date has also created a new set of
headaches. Growth has been rap-
id but lopsided: for example, Asia
generates 45% of the world’s car-
bon emissions but owns only10%

of its biggest brands (see chart 1, next page). Across emerging Asian coun-
tries, a vastnewmiddle classwantsa lessdangerous, lesscorrupt and less
polluting capitalism. Economists worry that China and the better-off
places in South-East Asia will be caught in a “middle-income trap”, with
weak institutions and a lackof innovation slowing down development.

Investors expect wrenchingchange. Over the past three years Asian
shares have lagged American ones by 40%, dragged down by “old-econ-
omy” stocks. When Alibaba, a Chinese internet firm, floats in America
soon it may have a greater market capitalisation than China’s entire steel
industry. Fund managers are desperate to invest in “new-economy firms”
in Asia but cannot find enough of them.

Close-knit diversity
For all its diplomatic discord, in economic terms Asia is more inte-

grated than ever before. Some 54% of the continent’s trade is within the
region, up from about 25% in 1990. Japan, Taiwan and South Korea are in a
tight embrace with poorer China. Dense supply chains link multina-
tional firms with China’s factories. Bits of Thailand, Malaysia and Viet-
nam, too, are becomingpartofthisgiant industrial clusterknown as“Fac-
tory Asia”. India and Indonesia hope to join in. The rise of the renminbi 
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as a world currency will also help integrate the continent.
YetAsia (which for the purposesofthis reportexcludes Aus-

tralasia) is not only huge but hugely diverse, ranging from rich
and ageing Japan to still much less rich but also ageing China to
much poorer and younger India and Indonesia to places like
Myanmar, only just emerging after decades ofpolitical isolation.

All Asian leaders are keen on reform, but given their differ-
ent starting points they face different challenges. President Xi
Jinping wants markets, consumption, innovation and the rule of
law to play a bigger role in China. Japan’s Shinzo Abe is looking
for a way out of his country’s deflationary and demographic
trap. Narendra Modi, the new prime minister just elected in In-
dia, and the newIndonesian presidentdue to be elected later this
year, must get their countries onto the first rung of industrialisa-
tion by improving infrastructure and attracting factory jobs.
Their task is harder than it was for South Korea, Taiwan and Chi-
na when they went through the same phase in the late 20th cen-
tury. Manufacturing is becoming increasingly automated and
many of the newly created jobs may be intended for robots, not
nimble-fingered people. 

Politicians and economists may thinkthat they are the driv-

ers and navigators of their coun-
tries’ economic destiny, but busi-
nesses are every bit as im-
portant. In 1960-80, Sony, Toyota
and other Japanese firms insti-
tuted a culture of excellence that
made their country rich. Since
the 1970s South Korean business
conglomerates, or chaebol, most
notably Hyundai and Samsung,
have made giant and successful
bets on shipbuilding and more
recently on cars and smart-
phones. From the 1990sonwards
the earnings of India’s technol-
ogy firms, which miraculously
bloomed despite a rotten state,
have repeatedly saved India
from balance-of-payments cri-
ses. Since 2000 Western multi-
nationals have been piling into
Asia, increasing competition
and fuelling a consumer boom. 

This special report is about
the companies that will help shape the new Asia. They, too, will
need to reform to cope with five megatrends affecting the region.
The first, already mentioned, is a deteriorating diplomatic cli-
mate. A second is demography across Asia and the rise in labour
costs in China. This will alter both the kinds of things that are
produced and the way they are made. Japanese and South Kore-
an firms are terrified that China will move up the value chain,
blighting their high-tech manufacturing industry. India and In-
donesia, for their part, should be praying that China will do just
that, making space for them in labour-intensive industries. 

A third is a strong desire in Asian society for a shift from
quantity to quality, with a new middle class keen to have a better
livingenvironmentand products thatare safe and fit for purpose.
Fourth, the internet threatens to disrupt Asia more thoroughly
than it has the rich world. Immature industries such as retail and
logistics will leapfrog straight from the pre-industrial age to the
internet one. 

Fifth, and perhaps most important, many Asian firms face
intense global competition. Some pockets of comfortable paro-
chialism will remain: thinkofHongKongproperty, Chinese noo-
dles or Japanese pachinko parlours. And the gold-rush stage of

Asia’s giants

Asia  ’s  share of world total, 2014 or latest

20 biggest companies by market capitalisation, latest available, $bn 
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Western investment in Asia is over. But customers’ tastes these
days are influenced by social media, not by neighbourhood bill-
boards. Asian firms must compete in their home markets with
multinationals that boast global supply chains, brands and re-
search and development (R&D). For emerging Asian firms the
barriers to entry in many industries have risen to formidable
heights over the past decade. 

These are immense challenges. Can corporate Asia rise to
the task? Twenty years ago the answer might have been no. The
most valuable firms then were Japanese banks and consumer-
electronics firms inflated by the bubble, Asian property outfits
and buccaneering Hong Kong conglomerates such as Hutchison
Whampoa, Swire and Jardine Matheson. In the 1990s Japan’s
stockmarket sank. The 1997-98 Asian financial crisis had a devas-
tating effect, bankrupting many indebted conglomerates in
South-East Asia and South Korea.

Since then Asia Inchasbuiltup a lotmore muscle. Itnowac-
counts for 27% of world market capitalisation, up from 20% a de-
cade ago. The biggest Asian firms easily match their global coun-
terparts for size. Big South Korean conglomerates such as LG,
Samsung and Hyundai have global scale, and Samsung’s profits
are not far offApple’s. Toyota and Volkswagen have almost iden-
tical sales. PetroChina invests more than Exxon Mobil does. In-
dia has produced a clutch ofworld-class firms in technology and
pharmaceuticals, and its crusty conglomerates have been re-
vived. Asia’s technology firms make up about 12% of the listed
sector, double the figure in 1994. Property firms have faded. Chi-
nese state-backed, private and collectively owned firms have
created a massive wave of listings. Since 2000 Asia has had
11,000 initial public offerings and now boasts 25,000 listed firms.

Many of the jobs are being created by smaller firms, even
though theyare often starved ofcredit. Ofthe world’s listed com-
panies with market values of under $2 billion, about 40% are in
Asia. A vast and only partially recorded number of firms exists
outside the stockmarkets. China has 41m private businesses. Ja-
pan’s myriad small firms are essential suppliers to its corporate
giants. India has 45m “medium, small and micro” enterprises
that repair rickshaws, yank out rotten teeth and serve hot sweet
milky tea on the street. Butexportsare dominated bybig firms. In
South Korea, Samsung Electronics generates 17% of the total; in
India, Reliance, the country’s second-biggest firm, makes up 14%.
In China, with its continent-sized economy, corporate power is
more dispersed, but control is concentrated in the party’s hands.

Most Asian firms are financially disciplined. Asia Inc’s re-
turn on equity has slipped, from a peak of17% in 2007 to 13% (ex-

cluding Japan, where profitability is rising from abysmal levels),
but is on a par with the rest of the world. Its balance-sheet is
mostly solid. Scarred by the 1997-98 financial crisis, South-East
Asian and South Korean firms tend to be cautious and avoid bor-
rowing in foreign currencies. Two decades of deflation have en-
couraged Japanese firms to build up a $750 billion grosscash pile,
says Kathy Matsui at Goldman Sachs, a bank. But India’s indus-
trial and infrastructure firms need recapitalising, and Chinese
state-owned enterprises (SOEs) have accumulated massive
debts, although the largest of them are still in good shape. Both
countries’ banking systems are in trouble.

Governance has improved. Corruption remains a serious
problem outside Japan, Hong Kong and Singapore, but most
countries have moved their accounting rules towards global
norms. In South Korea, Japan and South-East Asia the banking
systems used to be too close to industrial firms, encouraging cro-
ny-lending. The 1997-98 crisis put an end to most of that, and
banking supervision has got better. Greater use of capital mar-
kets has improved transparency. And many Asian companies
could teach Western firms a thing or two about restraint on exec-
utive pay and longer investment horizons.

Patent exaggeration

What letsAsia Incdown isa quartetofshortcomings: sector
mix, branding, innovation and internationalisation. For emerg-
ingAsia the difficulty is best illustrated by the iPhone. Less than a
20th of its value is captured in China, where it is put together. The
bulk of the value accrues to the owners of the brand in America
and the makers of its high-tech components in South Korea and
Japan. Meanwhile in rich Asian countries such as Japan and
South Korea, firms worry that their hierarchical culture may be
stifling innovation and creativity.

Despite a lot ofhype about “new industries”, Asia does not
have enough companies in them. India and Indonesia have yet
to create any big internet companies. Asia’s health-care sector is
small. Outside China and Japan the level of investment in green
energy is far too puny to deal with a looming pollution problem. 

Asia also has too few big global brands. Of the world’s 100
most valuable ones, ranked by Interbrand, a consultancy, only
ten are Asian, all of them either South Korean or Japanese. In
emerging Asia local marques are seen as inferior and untrust-
worthy, whereas foreign brands are considered safe and presti-
gious. Asian firms have not invested enough in creating brands,
and without them they lackpricing power. 

Innovation at first sight appears to be one of Asia’s strong

1995 2000 2005 2010 2014

India
liberalises
economy

China proposes 
“socialist market
economy”

Financial crisis
devastates

South-East Asia
and South Korea

in South Korea
goes bust

Chinese firms told 
to “go global”

China’s first
jumbo SOE
listing 

Reliance split
between the

feuding Ambani
 brothers

America rejects
CNOOC bid for
Unocal

Tata Sons’sales
reach $100 bn

Sales of India’s IT
industry reach $100bn

Huawei
overtakes
Ericsson

Samsung becomes the
largest smartphone-

maker in the world

buys Sprint for $40bn

prepares to list
in America

Toyota becomes
world’s biggest
car firm

91 92 93 94 96 97 98 99 01 02 03 04 06 07 08 09 11 12 13

2

  



6 The Economist May 31st 2014

SPECIAL REPOR T

BUSINESS IN ASIA

2

1

points. Some 41% ofthe world’s patents filed in 2012 originated in
the region, with a single telecomsand technologyfirm, ZTE, filing
3,906 of them. According to official figures, Asia accounted for
29% of global R&D spending in that year. And its share of high-
technology exports has risen to over half the world total. 

Not all of this is quite what it seems. Few high-end manu-
facturing firms as yet see emerging Asia as a major threat. It is
good at copying and making incremental improvements, not
breakthroughs. Xi Guohua, chairman of China Mobile, the
world’s biggest mobile operator by subscribers, points out that
mobile-phone operating systems are still largely in the hands of
American companies. “What really matters is the core technol-
ogy and innovation capability. America does not have to worry
about that,” he says. Some 82% of China’s high-tech exports are
made by foreign companies.

One test to apply to the number of patent applications is to
see in how many countries they have been filed. Anyone who is
serious about protecting his intellectual property would want to
patent it in as many countries as possible, but in 2005-09 only 5%
of Chinese patent applications were also registered abroad,
against 27% in America and over 40% in Europe. Creative indus-
tries in Asia are small. China’s export revenues from its “core in-
tellectual property” activities (which include creative industries
and some software) were only 4% ofAmerica’s, according to Chi-
na’s copyright agency. 

Asia Inchasone furtherweakness: it remains too parochial.
Asia’s 100 biggest firms make only 30% of their combined sales
abroad, compared with 50% for the 100 biggest Western firms.
This lack of global presence is partly a reflection of the relative
youth of some Asian firms, but is also both a cause and a conse-
quence ofweakbrands and innovation.

Try something new

MostAsian countriesare trying to find neweconomic mod-
els. What worked in the past 20 years may not be right for the
next 20. The region’s firms, too, need to tackle their shortcomings
and adapt. One worry is that their ownership models make
them inflexible. Their traditional, stodgy corporate structures
contrast with those in America, where a system of creative de-
struction has proved good at sustaining nimble, global firms and
at encouraging new startups. 

Only 28% of Asia’s stockmarket is made up of firms con-
trolled by institutional investors. The mix varies from country to
country, but conglomerates—often family-run—and SOEs loom
large. Japan is an exception, but although it has the trappings of
shareholder capitalism, its conservative managers call the shots.
Only a fifth of the world’s mergers and acquisitions by value in-
volve an Asian target, and hostile dealsare rare. Asia lacks the ap-
paratus to nurture lotsofnewfirms: since 2007 justa tenth of glo-
bal venture-capital activity has taken place in the region,
according to Preqin, a research firm.

Most Asian bosses publicly disdain American-style capital-
ism and have little intention of aping it. But as this special report
will show, Asian firms are discarding some of their traditions as
they limber up for a new era of growth. State-owned firms are
opening up, particularly in China, where private entrepreneurs
are also proliferating. Japanese firms will become pioneers in
surviving in an ageing society. Asia’s grand old conglomerates
are evolving into focused multinationals and investing in brands
and technology. Internet entrepreneurs are working to upend
the old corporate order. For Western firms all this heralds greatly
increased competition as Asian firms become more sophisticat-
ed. ForAsia, itmeanspain and disruption butalso the promise of
progress. It has become the greatest laboratory for companies
since early-20th-century America. 7

OVER THE PAST decade innumerable PowerPoint presen-
tations have condensed Asia into two bullet points. One is

its rise as a vast consumer market. About 30% of the world’s mid-
dle-class spending is done by Asians, up from 20% in 2000, ac-
cording to the Brookings Institution, a think-tank, which defines
the middle class as those earning $10-100 a day at purchasing-
powerparity. The other is Asia as a production hub: 47% ofworld
manufacturing is now in the region. But the world’s boardrooms
have started to grapple with a much broader set of questions
about Asia. The most immediate ones are higher labour costs
and ageing populations, growing consumer expectations and
the way the internet will affect business there. A rising risk of
hostilities in the region is adding further complexity. And in the
background looms the broader issue of whether, and if so how
much, Asian companies need to globalise (which will be dealt
with later in this special report). 

Higher labour costs in China are already beginning to
bite. In 2010 a Taiwanese firm, Foxconn Technology, suffered a
spate of suicides at its factories in China where over a million
workers assemble electronic products, including many for Ap-
ple. In response the company raised wages dramatically, “to pro-
tect the dignity of workers”, its chairman explained. Since then
higher wages have become an accepted fact. According to Chi-
na’s current five-year plan, the average official minimum wage
across the country must rise by at least13% every year. 

An obvious consequence is that low-skilled, labour-inten-
sive work will move elsewhere. The globe’s best barometer of 
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this is Li & Fung, a Hong Kong-based firm that sources $16 billion-
worth a year of clothing and other products, mainly for big
American retailers. The suppliers in its network employ tens of
millionsofpeople. William Fung, itsboss, says the shift from Chi-
na has begun and will accelerate. Labour in Vietnam costs 40%
less than in China and in Bangladesh 60% less. Indonesia, Myan-
mar and Africa will benefit too. A question mark remains over
India. It has lots of young folk, but Asian bosses shun it because
of red tape and dysfunctional politics.

Higher-skilled work, such as assembling electronics, may
be much slower to shift from China. Foxconn is considering
building a factory in Indonesia, but other firms are staying put
and trying to lower the share of labour in overall costs by auto-
mating production instead. Zhang Ruimin, the chairman of Chi-
na’sHaier, one ofthe world’sbiggestmanufacturerofhousehold
appliances, says that his local workers now get 25% of the pay
rates at his American plant, against just 5% in 2000. He has cut
staffby19% since the start of2013 and plans a “lights out”, entirely
automated factory in China. The number of industrial robots in
China has doubled since 2010. 

Manufacturers in Japan, Taiwan and South Korea are con-
cerned that rising labour costs will encourage Chinese firms to
graduate to more complex products, providing extra competi-
tion. South Korea’s Samsung, the world’s biggest smartphone-
maker, is currently being subjected to an onslaught from Lenovo,
Huawei and other Chinese firms. But the mood of sophisticated
manufacturers outside China is relaxed. “It is true they will even-
tually be able to catch up with us, but by then we will be well
ahead in otherbusinesses,” insists Fujio Mitarai, the chairman of
Japan’s Canon, which makes cameras and office equipment. 

Companies and investors are also conscious of the oppor-
tunities created by ageing populations in large parts of Asia. Chi-
na is getting older, as are Taiwan, South Korea and Thailand. Ja-
pan already has one of the world’s oldest populations, and this
year sales of nappies for adults will exceed those for babies for
the first time. But the most obvious growth area is in health care,
says Yu-Ming Wang, the head of investment at Nikko Asset Man-
agement. At present the sector accounts for only 3.8% of Asia’s

stockmarket, and only 1.3% without Japan, whereas the average
for rich countries is12%.

Rising consumer expectations are another thing Asia
needs to workon. Hong Kong’s airport now limits the amount of
white powder travellers can take out of the territory. The powder
in question is not some mind-blowing drug but dried-milk for-
mula for children. Chinese parents are so scared of contamina-
tion that they would rather buy supplies abroad.

At the heart of the milk issue is China Mengniu Dairy, Chi-
na’s biggest dairy firm. In 2011 it admitted that a batch of its milk
contained impurities and its share price collapsed. Under a new
boss it has launched a reform drive. It has bought a stake in a big
supplier to give it more control over quality, and strengthened
production partnerships with a Danish firm and with Danone, a
French company that now owns a 10% stake in Mengniu. The
board has been rejigged and a $500m international bond issued.
Sales, and the share price, have recovered.

Sloppy quality can prove costly. Over the past five years
Ranbaxy, an Indian generic-drugsfirm controlled byDaiichi San-
kyo of Japan, has been found guilty of several production trans-
gressions by America’s Food and Drug Administration. India’s
authorities have done little in response, but Ranbaxy’s shares
have been pummelled. In April Daiichi announced it was selling
its stake in Ranbaxy to Sun Pharma, a well-run Indian drugs firm. 

An increasing desire for safety and quality has often been a
feature ofeconomic development in the past. Disgust with unsa-
voury abattoirs in the early 20th century led to a wave of regula-
tion in America. As the country’s middle class grew, food brands
that commanded trust, such as Heinz and Birds Eye, did particu-
larly well. In emerging Asia the push to quality is likely to come
more quickly than in the past because the new middle class is
aware of global norms, thanks to the web and social media, and
has the choice ofbuying foreign products. 

The quest for quality

For firms this shift to quality presents an opportunity as
well as a threat. Business models based on selling Asians cheap
products may not stand up. In 2009 Tata Motors, an Indian car
firm, launched a low-cost car, the Nano, but saw it flop. Over the
same period it has made profits of $10 billion selling luxury
Range Rovers and Jaguars, often to emerging-market customers.

The best firms have already adapted their model. AIA, a big
pan-Asian life-insurance company, has moved on from the in-
dustry’s wild era of seeking market share at almost any cost and
is now concentrating on higher-margin products. It has also in-
vested heavily in training its sales agents and keeping them hap-
py in order to raise retention ratesand improve customer service.
The result has been good for shareholders, says Mark Tucker,
AIA’s chief executive. Value of new business, an insurance-in-
dustry measure of the present value of profits from new policies
written, tripled between 2009 and 2013.

Green energy should boom as consumers demand a clean-
er environment. But its capital intensity, reliance on government
subsidies and vulnerability to bottlenecks make it risky. China’s
solar-equipment-makers have already seen a boom and bust.
CLP Group is one of the biggest foreign investors in renewable-
energy plants in India and China. Its chief executive, Richard
Lancaster, argues fora measured approach. The companyinvests
about half a billion dollars a year in green energy in those two
countries. More than that, he says, would compromise the quali-
ty of its projects. Governments need to ease bottlenecks, for ex-
ample by making land available and improve the reach of their
power grids, to allow the green industry safely to absorb much
more investment. 

Ofall Asia’s “new” industries the most hype surrounds the 

According
to China’s
current
five-year
plan, the
average
official
minimum
wage across
the country
must rise by
at least
13% every
year
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2 internet, partly thanks to Alibaba’s proposed initial public offer-
ing. The frenzyhasencouraged some weakChinese firmsto float.
Yet in developing the internet Asia is going its own way, div-
erging from the Western model. Online retail sales in China
should surpassAmerica’s thisyear. Japan and South Korea are al-
ready the world’s third- and sixth-largest “e-tail” markets respec-
tively, reckons McKinsey, a consultancy.

Asia has its own internet giants, with listed firms worth al-
most $300 billion, which could rise to over$400 billion once Ali-
baba floats. Japan has Rakuten, which operates a mall, and Soft-
Bank, which owns stakes in Alibaba and Yahoo Japan. In South
Korea search is dominated by Naver, not Google. Marketplaces,
where merchants interactwith customers, are more important in
Asia than in other parts of the world, accounting for 90% of on-
line retail sales in China, against 24% in America. And Asia’s big
online firms manage without a bricks-and mortar presence. In
America seven of the ten biggest online retailers are traditional
firms such as Sears and Walmart. In Japan only one of the top ten
is a traditional firm. Conversely, India’s bricks-and-mortar retail-
ers have no credible web presence. Lastly, most new online busi-
ness in emerging Asia will be conducted by mobile phone, leap-
frogging the personal computer.

Starting from scratch

Broadly speaking, Asia’s big internet firms have less of a
connection to traditional business models than their Western
counterparts, even in mature Japan. That may mean the web
poses more of a threat to traditional firms than it does in the
West. “We are going to see massive innovation and advance-
ment,” says Hiroshi Mikitani, the boss of Rakuten. For example,
he thinks traditional money might cease to exist. One of the larg-
est operators ofmalls in Asia says that sales in less favoured loca-
tions are already tailing off. The head ofa big Chinese firm under
no obvious threat from the internet confesses it still terrifies him.
“Ifwe make a mistake we could collapse, just like Kodak.”

Internet firms in emerging Asia are creating entire new
parts of the economy, or replacing crusty bits that have not been
reformed. One of India’s internet stars, Flipkart, is building a na-

tional logistics network from scratch—an epic task it has so far
tackled effectively. Bao Fan, the head ofChina Renaissance, an in-
vestment bank that works with many mainland technology
firms, says China’s crummy television is ignored by the young,
who go to video sites instead. With few opportunities for tradi-
tional entertainments such asconcertsorsports, China’syouth is
obsessed with online games. And China’sbig internetfirmshave
launched investment products that have grabbed about1% ofthe
banking system’s deposits in short order.

It is safe to conclude that in the long run “pure” internet
firms will control a bigger chunk of Asia’s economy than in the
rich world, which has many hybrid firms that evolved from off-
line businesses. But there are still some question marks. One is
whether India and Indonesia will eventually develop their own
internet giants. There is little sign of this yet. Flipkart, which is In-
dia’s biggest internet firm, is valued at about $2 billion. That is
small for the genre, but the opportunity is huge.

Abiggerconsideration is whetherAsia’s web firms will one
day challenge America’s giants. It is early days yet, but Rakuten
has just bought Viber, a global messagingplatform, and SoftBank
has bought a mobile-phone business in America that it could
turn into a digital platform for itself. Alibaba makes no secret of
its global ambitions. 

Colouring all these questions is concern about hostilities
in the region. Maritime tussles between Japan and China
should be worrying investors and companies. “There’s massive
geopolitical risk that’s being completely ignored,” says the boss
ofone ofthe world’sbiggestfirms. Ahotwarbetween China and
Japan, or China and India, would be an apocalyptic event all
round. The effectofdeep-freezingrelationswould be more differ-
entiated. India imports lots of basic goods from China, but in-
vestment links are feeble. Conversely, Japan would be hard hit.
Itsmanufacturershave strongsupplychains in China and its con-
sumerfirmssell plenty there. Atenth ofJapan’sglobal stockof di-
rect investment is tied up in China. 

Aftera rowin 2012 over the Senkaku/Diaoyuislands, which
are claimed by both countries, China imposed a boycott on Japa-
nese goods. In December total Japanese exports to mainland
China were down by a fifth on the previous year. Things are cal-
mer now, but Japanese firms are quietly hedging their bets. In
2013 only 7% of Japan’s foreign direct investment went to China,
compared with 13% in 2010. Instead, more Japanese money
found a home in South-East Asia, mainly Thailand and Indone-
sia. All this is happening just as Japanese banks are back in ac-
tion. Theirmarket share ofglobal cross-border loans outstanding
has risen to 13%, against 8% in 2007. 

China is a big trade partner for most Asian countries, but re-
mains a banking and corporate pigmy in the region. What might
change that is the rise of the renminbi as a regional and global
currency. It is now used to settle 18% of China’s trade and is the
world’s seventh most actively used currency for payments,
though these figures probably overstate its role. Still, over time
the influence of the renminbi will surely rise.

The process could be hastened by America’s increasingly
restrictive rules on foreigners settling payments through Ameri-
ca’s financial system, or even through foreign banks with Ameri-
can businesses. To avoid red tape, more Asian firms and banks
may seek to avoid dollar transactions. “The renminbi will be-
come constantly used for trade settlement in Asia, the Middle
East, Africa and eastern Europe,” says Stuart Gulliver, chief exec-
utive ofHSBC, a global bank. Yet ifChina wants its neighbours to
use its currency, itwill have to make an effort to get on betterwith
them. Its tetchy relations with America are one reason why it is
nervous about most of its own vast foreign-exchange reserves
being tied up in American treasuries. 7

3
Beasts in the east

Sources: Bloomberg; The Economist estimates
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ASIA IS A land never conquered by institutional share-
holders. Only 28% of the region’s stockmarket consists of

firms with diverse owners (see chart 4). Most of these are in Ja-
pan, where businesses are controlled by managers and employ-
ees who by long-established protocol politely listen to and then
ignore what fund managers say. State-run firms make up 40% of
Asia’s total and family-run firms, often conglomerates or “busi-
ness houses”, account for 27%. The proportions vary from coun-
try to country (see chart 5). In China state-run firms dominate,
whereas in South Korea and India business houses are promi-
nent. All this has been true for a long time and it is tempting to
think it will never change. That would be a mistake.

Start with state firms. In the first decade of the 21st century a
landmark event in capital markets took place: Chinese state-
owned enterprises (SOEs) floated in Hong Kong, Shanghai and
New York. Investors ignored the old rule that buying state firms’
shares is suicide and coughed up $117 billion in the biggest 20
deals alone, which ranged from railways to banks and construc-
tion. At the same time India floated its state-owned electricity
and oil firms. Coal India, a Soviet-style colossus with an empire
of opencast mines, also made it to the stockmarket and briefly
became the country’s most valuable firm. In Indonesia chunks
of the banking system ended up in state hands after being bailed
out in the Asian crisis. Malaysia maintained its own kind ofstate
capitalism with powerful state holding companies as well as
“Bumiputera” firms, controlled by ethnic Malays as part of an of-
ficial policy ofaffirmative action. Singapore’s state-backed firms,
such as SingTel and SGX, its stock exchange, started expanding
abroad. By 2009 state firms dominated the league tables of the
world’s most valuable firms. Their share of Asia’s stockmarkets
peaked at 57% in 2007. In contrast to European and most Latin
American privatisations, where the government relinquished

control, Asia used a hybrid
model, with the government
remaining a dominant share-
holder. Other elements of state
capitalism thrived. Sovereign-
wealth funds, set up to invest
foreign-exchange reserves or
oil revenues, ballooned in Chi-
na, Singapore, Hong Kong,
South Korea, Malaysia and
even tiny Brunei. And every-
where state-run banks gained
market share after the 2007-08
crisis as private lenders retreat-
ed and governments tried to
stimulate their economies.

Today the picture looks
very different. Asia’s 65 biggest
state-owned firms have lost a
trillion dollars in value since
the peak in 2007. Their share of
Asian companies’ marketvalue

has fallen to 40%. Investors hate them again. Their aggregate
price-to-earnings ratio is almost half that ofnon-state firms. 

There are three sets of problems. First, chummy relations
with the state come with obligations as well as perks. This is
most apparent with state-run banks. Thanks to a government-di-
rected lending boom in 2008-11, China’s lenders have rotten
books. In India state banks have seen more than a tenth of their
loan books sour and are under political pressure to “extend and
pretend” dud loans to crony firms. 

Second, Asia’s state firms have been damaged by graft and
incompetence. In April Song Lin, the boss of China Resources, a
big, diversified SOE, was placed under investigation for corrup-
tion. Coal India has underinvested in equipment and dug up too
little coal, prompting a fuel crisis at India’s power stations. Dur-
ing Vietnam’s boom in 2005-10 some of its well-connected state
firms got carried away, borrowingheavily and diversifying with-
out good cause. A default by Vinashin, a shipbuilder that had ac-
cumulated an astonishing $4 billion of debt, helped spark a
banking crisis.

Third, SOEs, particularly those in consumer-facing indus-
tries, are dealing with very dynamic markets and may not be
nimble enough to cope. This risk is most obvious in banking and
telecoms, where private internet firms are making inroads into
state-firms’ businesses. NTT DoCoMo, a Japanese mobile-phone
company, has struggled to keep up with savvier private rivals. In
China Alibaba now offers Yu’e Bao, an investment product that
invests in fixed-income securities and long-term deposits, giving
customers a higher return than traditional bank accounts. Other
internet firms are following suit. State banks are losing custom-
ers and may have to pay higher interest. 

Don’t wait for the bomb to go off

The best firms are reforming fast (see box on China Mobile,
next page), but governments may be tempted to do nothing. The
biggest listed Chinese and Indian state firms each employ be-
tween a quarter and half a million people and are enmeshed in
webs ofpatronage. However, left unreformed, state firms can be-
come financial time bombs, with stagnating earnings and mas-
sive fixed costs, a combination that could lead to huge losses. 

China restructured its SOEs in the 1990s and early 2000s
and is talking about doing more. In November its leaders stated
that market forces should play a “decisive role” in the economy.
Liberalising finance and interest rates will increase the pressure
on SOEs to reform. With their lending margins getting thinner,
state banks may be less inclined to offer cheap credit to state
firms. Several SOEs have already announced restructurings that

Governance

Avoiding the dinosaur
trap

State firms and family conglomerates are Asia’s

favourite kinds of companies. Both must change 
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give outside investors a bigger role. 
Sinopec, a bigenergy firm, has said it will invite outsiders to

invest in itsvastpetrol-station arm. CITIC began life asa political-
ly well-connected conglomerate spanning banking, mining and
property. It was one of the first mainland firms to float assets in
Hong Kong, in 1990. The Hong Kong arm has had a torrid time,
making a loss on derivatives, among other things, but is under
new management and appears to have stabilised. Now CITIC

plans to inject all of its mainland assets, worth $36 billion, into
the listed HongKongarm. The idea is that scrutinyfrom global in-
vestors will improve performance. 

There are some signs ofreform outside China, too. Vietnam
is trying to clean up its SOEs by selling off their non-core assets
and plans to cut their total number by 75% by 2020. It may also
raise caps on foreign ownership. In India most policymakers say
they want to breakup Coal India to boost competition; the ques-
tion iswhether theymean it. The requirement to recapitalise gov-
ernment banks may also spark a renewed debate about forcing
India’s state lenders to consolidate. 

However, the idea that the government should cede all con-
trol of state-run firms is contentious everywhere. How this is re-
solved will probably depend on what sector the companies are
in. Industries that are “strategic” domestic quasi-monopolies,
such aspowertransmission, will remain under tightgovernment
control. Industries that are customer-facing and in competitive
markets may adopt the Singapore model. There Temasek, a state
holdingvehicle, has stakes in many firms, includingSing Tel, DBS

(a bank), Singapore Airlines and Neptune Orient Lines (a ship-
ping firm). But it does not meddle in their management, and
these are well-run companies. Despite its government links, Te-
masek is arguably a force for good governance. 

Running state firms efficiently in tiny Singapore is one
thing. Doing it in continent-sized economies such as China and
India is quite another, especially when huge vested interests are
involved, as they often are. Still, the challenges are no harder
than those faced by the nextmost common species in Asian busi-
ness: family-controlled conglomerates.

Business lore has it that the third generation of family man-

THROUGH THE SMOG in Beijing’s Financial
Street you can see the glass-and-steel head-
quarters of many of China’s giant state-
owned-enterprises (SOEs). The flash build-
ings are a statement of might, but inside
them the mood is more of anxious self-re-
invention. Most SOEs are in fast-changing
industries, and since last year China’s gov-
ernment has made clear that it wants them to
become more market-orientated and more
competitive. As a result, some of these orga-
nisations now face the largest transformation
in corporate history.

Top of the list is China Mobile, the
world’s biggest mobile-phone company both
by customers and by profits. One of the first
SOEs to list, in 1997, it has three-quarters of a
billion subscribers, about 200,000 staff and
the 11th-largest capital expenditure of any
firm globally. Yet times are tough. Competi-
tion from other telecoms firms has increased,
and China’s booming internet firms offer
messaging and voice services that cannibal-
ise its core business. In the first quarter of
this year the volume of voice calls and text
messages was 5-7% down on the previous
quarter. Profits dropped by 9% on the previ-
ous year.

“The blow has been big and has not
come to an end,” says Xi Guohua, China
Mobile’s chairman. “Given this new age, we
must transform.” His plan has two planks. To
regain the initiative over its conventional
competitors, the company is investing heavi-
ly in its 4Gnetwork. Second, it is adapting to
the internet age, for example by stocking up
its mobile-app store and launching new

services. Jego, an app for international calls
and messaging, is a rival to Skype.

Behind the scenes Mr Xi is making
momentous changes. “Our old organisation
will restrict our development and stand in our
way, and we are fully aware of the urgency
with which we have to change,” he says. “And
the party has given a very clear direction for
reforms.” He is introducing performance-
related pay and may allow fast-growing

divisions to raise outside capital and award
shares in these new units to their staff. Mr Xi
is diplomatic about the need for job cuts,
saying he is reallocating staff from shrinking
divisions to growing ones. 

A good balance-sheet helps. China
Mobile has $67 billion of net cash. But return
on equity will suffer as the company invests
even as profits decline. Mr Xi says this is in
China’s wider interests and will benefit share-
holders in the long run. How much money
China Mobile will eventually make depends
partly on regulators, who can control the
terms governing network access and the
number of carriers. Mr Xi hopes China will
evolve like America, with big, healthy tele-
coms firms, not Europe, which is fragmented
and less profitable.

He is an admirer of American innova-
tion, too. “If you look at technology in-
novation, business innovation and core
technologies, I believe that for a very long
time in the future the USwill have the leading
position.” Still, for China the big prize from
all that reform and investment in China
Mobile is the development of its 4G tech-
nology base. This will include a supply chain
of equipment vendors and low-cost smart-
phones that could be used globally. “All of the
world is looking at how we roll out 4G tech-
nology,” says Mr Xi. He was previously a
government minister and thinks that the
rotation of managers between government
and SOEs helps both sides understand each
other better. “We might have a different way
of doing business. But together we share the
same goal, which is economic development.”

Get up and dance 

China Mobile, a state-owned giant, is having to reinvent itself

Are you talking to me?

  



agers destroy theirfirms. In Asia the oppo-
site may be true. Striding through a Star-
bucks coffee shop in Jakarta is John Riady,
a razor-sharp 29-year-old with an Ivy
League education. His grandfather, Moch-
tar Riady, was born in Java to a Chinese
family. After the second world war he
founded Lippo, one of Indonesia’s big
family conglomerates. John Riady strad-
dles the old and the new worlds. A direc-
tor of Lippo, he says he often discusses
problems with his grandfather and his fa-
ther, Lippo’s chief executive. But he also
displays a modernising impulse. “My gen-
eration’s challenge is how do we institu-
tionalise the firm without losing the entre-
preneurial drive. If you look at the US, for
every Ford and Cargill family, thousands
didn’t make it.”

Keep it in the family

Across Asia the family firm has
proved remarkably durable. The 1997-98
financial crisis clobbered many groups.
Of South Korea’s 30 biggest chaebol, 11
failed, including Daewoo, one of the larg-
est. Globalisation was supposed to oblit-
erate family firms’ comfy business mod-
els. But those firms’ share of Asia’s
stockmarket, at 27%, has in fact risen over
the past decade. The only Asian countries where family firms are
not important are China, which took a detour into state capital-
ism (though even there they are making a comeback), and Japan,
where American administrators dismantled the family groups
after the second world war. Japan’s unique corporate ecosystem
of meek shareholders, cross-holdings and links between suppli-
ers and banks is an echo of the original family firm. 

Business houses are often owned by ethnic minorities.
One-third of India’s stockmarket is run by clans with roots in the

western states of Rajasthan and Gujarat, such as the Ambani
family, orby Parsis such as the Mistry and Tata families, who con-
trol Tata Sons. In South-East Asia ethnic Chinese dominate.
Three-quarters of the combined fortunes of that region’s 20 rich-
est men is in the hands of ethnic-Chinese tycoons. Some have
used their ancestral links to further their wealth. Dhanin Cheara-
vanont, Thailand’s richest man, controls CP Group, one of the
country’s largest conglomerates. It was the first big foreign inves-
tor in China in 1979 and now has a large food operation and a
stake in Ping An, an insurance firm.

Business groups are partly a hangover from the era of gov-
ernment licensing and closed economies. Firms had to sprawl
into adjacent industries to grow. But mainly the groups are a re-
sponse to weak institutions and laws, inefficient markets for la-
bour and capital, bad infrastructure and a lack of trust. Faced
with such chaos, it makes sense to bring as many processes as
possible inside the firm. 

That logic can be observed in Myanmar, Asian capitalism’s
last frontier, whose decaying commercial capital, Yangon, now
boasts many night clubs and Range Rovers. The rudiments of
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commerce are missing; businesses have to remit cash abroad us-
ing money-changers. The biggest listed firm is Yoma Strategic,
which is quoted in Singapore and worth $600m. Controlled by
Serge Pun, a local man of Chinese descent, it is well run and a fa-
vourite partnerofforeign firms. It isdiversifyinginto schools, cof-
fee, logistics, vehicle leasing and more. Andrew Rickards, its
chief executive, explains that “the opportunity here is unlike
anything else in our lifetime…But one of the downsides ofbeing
isolated for 50 years is things have developed very differently in

terms ofbusiness practices.”
China is light-years ahead of Myan-

mar, but its institutions are still develop-
ingand itsmarketsare weak, which has fa-
voured conglomerates. Firms of all sizes
diversify. For example, since the early

1990s Fosun, a private firm set up in Shanghai, has been entering
industries vacated by a retreating state, from pharmaceuticals to
mining and insurance. It is now eyeing new areas such as the in-
ternet, health care and tourism. Its chief executive, Liang Xinjun,
says he and his co-founders admire Warren Buffett, the boss of
Berkshire Hathaway, an American conglomerate. 

At its best the Asian conglomerate, tightly controlled and
broadly spread, is formidable. At its worst it is a nightmare. Foran
economy as a whole, concentrated economic power can cause
problems. In India seven of the ten biggest business houses have
been embroiled in corruption scandals, and the ten most indebt-
ed business houses account for 13% of the banking system’s
loans. Some are insolvent but, in effect, too big to fail.

There are other drawbacks. Succession can be a problem
(an important consideration in Hong Kong, where the average
age of the four richest tycoons is 86). Professional managers may
find it difficult to get on with patriarchs. A hierarchical culture
may discourage entry into dynamic new business areas such as
the internet. The inability to issue shares without diluting family
control limits the firm’s ability to raise capital for expansion or

At its best the Asian conglomerate is formidable. At its
worst it is a nightmare

Tata’s tiny mistake   
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IF YOU WANT to hear some plain talk on the
relative merits of family-controlled conglom-
erates, listen to Canning Fok, managing
director of Hutchison Whampoa, one of the
region’s biggest specimens with a value of
$60 billion and a worldwide empire of ports,
energy, property, telecoms and retail.
“There’s a school of thought in America that
widely held companies have better gover-
nance,” he says. “But if you look over the last
ten years that has not happened. Just look at
the big banks and all the chief executives
going crazy.”

Hutch itself defies categorisation. It
has a reputation as Asia’s most wily asset
trader. Its patriarch and chairman, Li Ka-
shing, was a refugee who fled China for Hong
Kong in 1940. Having started by making
plastic flowers, by 1979 he had bought con-
trol of Hutch, becoming the first Chinese in
charge of one of Hong Kong’s big business
houses, with roots in the 19th century. In
1994-2000 Hutch played a perfect hand in the
nascent 2Gmobile telecoms industry in
Europe and America, building up businesses
and selling them for astronomical prices.

Mr Fok clearly has an eye for the mar-
kets: the view from his desk is of Hong Kong
harbour and two flickering Bloomberg
screens. But for the past decade the real story

at Hutch has been one of patient operating
improvements after one of the trickiest
patches in its history. Mr Fok describes the
period as “the lean-cow years”. In 2000
Hutch won 3G telecoms licences across Eu-
rope, but at a heavy cost. The low point came
in 2004-05 when the group’s core cashflow
turned negative and net debt rose to a peak of
38% of net capital. Mr Fok says he is proud
that the group did not make a cash call on its
shareholders, cut its dividend or suffer a big
credit-rating downgrade. 

Now “the fat-cow years are coming.”
The 3G unit is breaking even, although with
$41billion invested and $320m of free cash-
flow, its return on capital is still minuscule.
And the other divisions have boomed. Retail,
mainly health-and-beauty stores in Asia and
Europe, has tripled its operating profit since
2007, as has the property and hotels unit,
concentrated chiefly in Hong Kong and
mainland China. The infrastructure division,
which runs power plants and British water
utilities, has doubled operating profits.
Return on equity is moving back to respect-
able levels. The shares have soared. 

Some argue that Hutch is a giant priv-
ate-equity fund, but it has much longer
holding periods than the barbarians of Wall
Street, and Mr Fok says it is also far more

integrated. The centre is closely involved in
each business. In its chosen fields the com-
pany has global scale. That makes it sound
like a multinational, but Hutch is different in
three respects. It is likely to remain under
family control: Mr Li’s son, Victor, is deputy
chairman. It does not have a global brand
because it thinks there is no money it. And it
has a fascination with financial engineering.
In 2011it partially spun off its ports in Hong
Kong and south China into a listed trust in
Singapore. In March this year it sold a 25%
stake in its retail arm to Temasek, a Singa-
porean investment fund. Mr Fok says the aim
is to show Hutch’s shareholders what other
people are prepared to pay for its assets. 

Hutch eschews any grand strategic
vision. There is still a lot of mileage in the
core business, Mr Fok says. Entering manu-
facturing or finance is out of the question.
The internet is not really Hutch’s thing. China
presents a vast opportunity but requires
great care because fierce competition often
depresses profits. Instead, Mr Fok believes in
following a set of rules. Emotion must play
no part in decisions. Numbers should be
analysed closely. And hype is to be avoided at
all costs. “You have to measure opportunities
objectively, otherwise it all becomes about
slogans and you achieve nothing.”

Now for the fat-cow years

Lessons in survival from an Asian corporate legend 

takeovers. A lack of accountability to outsiders can mean profit-
ability is neglected. And being spread thinly across many indus-
tries can mean no business achieves global scale.

Well-run firmsare adaptingelementsofglobal best practice
to local conditions. One example is Astra International, Indone-
sia’s second-biggest company by market value ($26 billion) and
probably its best. It is controlled by Jardine Matheson, another
family-run conglomerate, with roots in Hong Kong. Astra is itself
a venerable conglomerate, active in cars, banking and mining,
among other things, and expanding into areas such as insurance.
At the same time it is a very modern outfit, with professional
management, an exemplary balance-sheet and a growing em-
phasison R&D and on itsbrand. Apowerful corporate culture isa
competitive advantage, says Prijono Sugiarto, its boss. “People
look at our corporate governance. They know we have integrity,
they know we’re honest and they know we are professional.”

As firms mature and compete in global markets, the pres-
sure to reform the conglomerate model in order to stay compet-
itive becomes more intense. Japan’s corporate system, although
not exactly comparable to Asia’s business houses, holds many
lessons about the dangers ofcomplacency. Far too many diversi-
fied firms have become unfocused and sloppily run. Sony, for ex-
ample, has made a loss in fourof the past five years and is a shad-
ow of its former self. 

Japan is slowly adopting a more open model of manage-
ment. Banks, insurance companies and firms used to own

chunks of the stockmarket to keep outside influence at bay, but
their ownership of the stockmarket has fallen from 60% two de-
cades ago to 30% now, according to Goldman Sachs. This is partly
because of accounting rules introduced in 2001 that require
losses to be marked to market. Now Shinzo Abe’s government is
promoting outside directors on company boards and prodding
public-pension funds to take a more activist approach to invest-
ing. This new, harsher climate may be having some effect. Both
Hitachi and Sony are getting out ofstruggling business lines. 

Success begets obsolescence

As economies get richer, institutions improve and firms be-
come more global, conglomerates, usually family-owned,
should become less relevant. There are glorious exceptions such
as Hutchison Whampoa (see box). But even Asia’s two biggest
and most successful business houses are doubtful advertise-
ments for the virtues ofconglomerates.

Tata Sons may in fact be a case study of their flaws. About
two-thirds of the capital employed in the group is generating less
than its cost of capital. Most of the domestic units are doing bad-
ly. Tata has been bailed out by its superb IT-services arm, TCS,
and by JaguarLand Rover (JLR), a British carmaker. Both units are
globally active, operate at arm’s length and make up the over-
whelming majority of the group’s market value. Tata now looks
like a giant ITmultinational and an excellent luxury-carmaker at-
tached to a ragbag of dodgy Indian assets. Cyrus Mistry, its new-
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FUJIO MITARAI KNOWS more than most people about
building a multinational. He is the 78-year-old boss of

Canon, one of Japan’s biggest firms. Worth $43 billion, it makes
everything from scanners to lenses for Hollywood. It first
opened a New Yorkoffice backin 1955, but breaking into America
took20 years ofhard slog and an Apple-style innovation. In 1976
the company launched a cheap, automatic single-lens-reflex
camera on the back of a massive advertising campaign. Mr Mit-
arai was in charge and the memory still makes him smile. “Our
competitors thought I’d gone crazy.” Canon became America’s
biggest camera firm. Today it faces competition from smart-
phones and low-cost rivals. Mr Mitarai insists innovation will
keep the firm ahead ofthe pack. It is developinga raft ofnew pro-
ducts, from surveillance cameras to virtual-reality design stu-
dios and 3D printing materials. 

According to conventional wisdom, emerging Asia’s firms
should go global as Canon did. But there is an alternative view.
Asdomesticmarkets in China, India and Indonesia become vast,
why do their firms need to bother to compete abroad? After all,
the argument goes, they can grow and achieve economies of
scale at home. There is a parallel with America, where listed
firms tend to be domestically focused, whereas in Europe home
marketsare often too small to offergrowth opportunities. Ameri-
can firms are frequently far more profitable in their own back-
yard than in foreign fields; Procter & Gamble’s American mar-
gins, for instance, are more than double its international ones.

Some industries in Asia will certainly remain local, not
least property and utilities, which are dominated by local firms
everywhere. In addition, just as American firms have got the
cowboy-hat industry tied up, so specialised firms cater to Asia’s
idiosyncratic habits. Dabur, based in India, makes Ayurvedic
medicines and hair oils. In Greater China Want Want makes rice

crackers and Tingyi makes noodles. But on closer inspection the
American comparison falls down. Emerging Asian firms are
growing up in a world that is radically different from that faced
by Western firms in their early days. Globalisation has changed
the rules of the game in several ways. 

First, Asian firms face global competition at home. Big listed
American and European firms have Asian investments with a
book value of about $2 trillion. The biggest firms have vast busi-
nesses (see chart 6). But the queue to get in may be shortening.
Last yearAmerican multinationals made an 11% return on equity
on their Asian operations, down from a peak of15% in the glory
days of2005-07. 

Not easy, but worth it

Some sectors and companies have found the going tough.
Luxury-goods firms have been hammered by China’s crack-
down on corruption. IBM, Vodafone and manyothershave been
persecuted by India’s taxauthorities. Miningcompanies in Indo-
nesia have been subjected to tighterrules. Mostofthe 20-odd for-
eign insurance firms in India are struggling, as are big foreign
banks in South Korea. And some foreign firms have failed to gain
a foothold altogether. 

Yet on the whole foreign capital is set to stay in Asia. Across
the continent, consumer goods, hotels, fast foods, cars, beer and
many other industries are pretty open to foreigners. And in in-
dustries where foreign firms are active, local firms have to try
harder. An example is Li Ning, a Chinese sportsgear firm named
after its founder, a former gymnast with a pile of Olympic med-
als. Despite its famous boss and its local connections the firm has
struggled to take on Nike and Adidas with its global brands and
global sourcing, and its shares have dived.

Over the past 20 years most global industries have consoli-
dated, with a few big multinationals becoming far more domi-
nant. In his book, “Is China Buying the World?”, Peter Nolan, of
Cambridge University, shows how the global markets for gases,
brakes, databases, cash machines, constant-velocity joints and
many other products are each controlled by three or fewer firms
with a total market share of over 70%. They, in turn, have tight 

Globalisation

The fear factor

Why Asian firms need to take on the world

6World-beaters

Sources: Bloomberg; The Economist
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ish boss, has so far done little to grapple with the problem.
Samsung may have already evolved beyond the family

conglomerate. Its second-generation chairman, Lee Kun-hee,
helped globalise its culture in the 1990s, introducing merit-based
pay and hiring foreigners. Samsung was originally influenced by
the sprawling Japanese corporate model but has become far
more focused. Its technology arm, Samsung Electronics, now ac-
counts for around three-quarters of the group’s market value, up
from below half in the mid-1990s. And Samsung Electronics’
earnings are themselves highly concentrated. In the first quarter
of this year mobile phones and tablets generated 76% of its oper-
ating profits. 

A focused global firm with a global culture sounds closer to
a conventional multinational than a traditional business house.
Mr Lee’s son, Lee Jae-yong, is poised to succeed him, but the fam-
ily directly controls only a small proportion of the shares, and in-
stitutional investors now have about $150 billion at stake. 

Samsung has shown how a successful business house can
evolve into an institutionally run multinational. It also illustrates
the necessity, the difficulty and the rewards ofgoingglobal. More
Asian firms need to follow its example.7

  



groups ofglobal suppliers.
R&D budgets for individual firms tell a revealing story.

Great Wall Motor, ofChina, and Mahindra & Mahindra, of India,
are seen as Asian carmaking champions, yet their combined
R&D budget is just 3% ofVolkswagen’s. Asian firms were respon-
sible for 33% of last year’s R&D expenditure by listed firms global-
ly, but almost all of that was by Japanese companies, which ac-
counted for 16 of Asia’s 20 biggest spenders. In emerging Asia
only a handful of firms are close to matching the global leader in
their industry.

Consumer tastes in Asia have also changed. Thanks to so-
cial media and the internet, they are now influenced by trends
around the world. So in many industries companies in emerging
Asia face competition from global firms selling to customers
whose tastes are more globally influenced than before. In the
medium term these firms will either have to give up or become
more global themselves. Asia’s100 biggest listed firmsmake only
32% of their sales abroad, and if Japanese firms are excluded this
falls to 24%. For the 100 biggest Western firms the figure is 52%.
Asia’s share of the world’s stock of foreign direct investment is
17%, far below its share ofglobal GDP and market capitalisation. 

But going global is hard. By the 1990s Japan’s expansion
abroad ran out of steam as the bubble burst at home and too
many deals went sour. More recent waves of Asian deals have
proved tricky, too. Between 2004 and 2010 Indian firms spent
around $100 billion on cross-border deals. Aditya Birla bought
Novelis, a metals firm; Bharti Airtel acquired Zain, a mobile oper-
ator based in Africa; and Tata bought Corus, a British steel firm,
and JLR, a carmaker. All were leveraged buy-outs, with a punyIn-
dian unit raising debt against its target’s assets. The same frothy
market conditions that allowed Indian firms to borrow heavily
offshore also meant that their targets were overvalued. Only JLR

has created value, and none of the acquired firms has been prop-
erly integrated with its Indian parent.

South Korean firmshave expanded stealthilyand more suc-
cessfully, including in India. Hyundai Motors is becoming as
globally minded as Samsung. Near Chennai, a southern Indian
citywith perhaps the world’shighest incidence ofmoustaches, it
has invested $2 billion over a decade and a half in a factory that
builds a car every 68 seconds. That makes it India’s second-big-
gest car firm, after Japan’s Suzuki. The facility looks, sounds and
feels multinational. The working language is English. Indian en-
gineers are rotated to South Korea (“Be careful what they put on
your plate,” says one). Bo Shin Seo, Hyundai’s boss in India, says

he benchmarks his operating performance against Hyundai’s
American factory. Globally the group is hiring foreigners to its
top ranks. It makes 56% of its sales abroad and is the world’s
fourth-biggest car company, with a 9% market share including its
affiliate brand Kia.

We’ll be back

Inevitably much of Asia Inc’s effort to go global will fall to
Chinese firms. Just under a decade ago CNOOC, a Chinese oil
company, tried to buy Unocal, a Californian energy business.
The attempt caused a political outcry in America and the deal
was blocked. But the mood has relaxed a bit. The new San Fran-
cisco-Oakland Bay bridge was built in part by a Chinese firm. 

Since the Unocal fiasco Chinese firms have been pursuing
three kinds of expansion. One is to buy natural-resources firms,
which have accounted for 45% of their cross-border acquisitions
so far, worth roughly $450 billion. In 2013 CNOOC was allowed
to spend $17 billion to buy Nexen Energy, a Canadian firm active
in oil sands and shale gas. It is doubtful that by getting firms to
buy into natural resourcesabroad China reallyenhances itsener-
gy security: most countries insist on production being sold by lo-
cal subsidiaries at market prices, and taxed. Besides, oil and met-
als still have to be shipped on the high seas. Still, the trend
continues. In April China Minmetals said it would buy a $6 bil-
lion Peruvian mine from GlencoreXstrata, a European firm.

The second kind ofChinese expansion is to buy know-how
and brands for use in China. Mainland and Hong Kong-based
companies bought 25 German small and medium-sized firms in
2013. Fosun, a privately owned conglomerate, has invested in a
French holiday company, Club Med, an Italian menswear brand,
Caruso, a Greekfashion-accessoriesfirm, Folli Follie, and a Portu-
guese insurer. This apparently random splurge makes more
sense than it seems to at first sight. LiangXinjun, Fosun’s chiefex-
ecutive, says the idea is to help Western brands expand their
business in China. For example, Fosun helps them build shops
there faster and get media exposure. He says his firm has visited
100 foreign companies to scoutoutdeals. The main risk forFosun
is leverage: at the end of2013 ithad a debt-to-capital ratio of 53%. It
is now raising new equity.

Evidence of the third important trend—and the most im-
pressive—can be found in the Chinese seaside city ofQingdao. It
is home to two big brands. One of them is Tsingtao Brewery, set
up by Germans in 1903. Tsingtao is one ofChina’s favourite beers
and most powerful brands, but has become complacent. It faces 

Masayoshi
Son, the
boss of
SoftBank,
Japan’s
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valuable
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a price war on its home turf as multinational brewers have gone
on the attack, and has made surprisingly little progress abroad.
Some analysts thinkit is a takeover target fora global firm (Asahi,
a Japanese drinks firm, owns a minority stake).

Qingdao’s true corporate champion is more unexpected.
Haier, built from the ruins of a state-run factory in the 1980s, is
now one of the world’s largest makers of household goods. It is
owned by its staff and makes sales of $30 billion, a quarter of
them abroad, having entered America back in the 1990s. It is
rightly celebrated by business gurus as a Chinese triumph, but
there is a snag: the margins on the foreign business are low. As
Haier’s boss, Zhang Ruimin, explains, “there is a rule in business
expansion overseas. You suffer losses for eight years before you
make money. This rule applied to us in the US. We spent a lot of
moneyon R&D and advertising locally.” Marginsabroad are now
improving. Mr Zhang’s new obsession is the internet, and re-
maining nimble and innovative.

Haier is part of a small and select club: mainland Chinese
companies that are multinationals. Other members include
Huawei, a telecoms-equipment firm, Sany, which makes diggers,
and Lenovo, a computer firm. Most have been plugging away
since the 1990s. Opening up a firm’s culture to the outside world
is difficult. Huawei’s boss has compared it to cutting a foot to fit
American shoes. His firm has faced repeated allegations that it is
a front for China’s spies.

Yang Yuanqing, Lenovo’s boss, moved to America after
buying IBM’s loss-making personal-computer business in 2005,
in the same way that Akio Morita, the co-founder of Sony, im-
mersed himself in American culture in the 1960s. Lenovo has de-
fied the pessimists and turned around the PC business. In Janu-
ary it said it would buy Motorola’s mobile-phone arm from
Google and acquire IBM’s low-end server business. Taken to-
gether, the deals are worth $5.2 billion. They were slammed by
investors, but Lenovo must think that it can repeat its PC trick. 

Other Chinese companies, too, are making forays abroad.
In 2013 Shuanghui International, a meat firm, paid $4.7 billion for
Smithfields, America’s largest pork producer. The deal is China’s
biggest ever in America and was concluded to the sound of polit-
ical grumbles. Shuanghui has since renamed itself WH Group.
Part of its motive for the deal was to secure a safe source of meat
for Chinese customers and to boost its brand at home. But WH

Group now also has sales of $13 billion in America and 47,000
new staff, so it will have to start behaving like a global firm. Dis-
couragingly, in April it botched a flotation in Hong Kong, with in-
vestors unwilling to pay the price on offer. 

Trying to become a multinational is the hardest path to go-
ing global. It involves wrenching change, great risk, lots of scruti-
ny and the disposal of peripheral businesses in order to concen-
trate resources. How many Chinese firms are ready to take the
leap and make big losses up front to build their business is open
to debate. “There are very few Chinese companies that are will-
ing to do this in an overseas market,” says Mr Zhang at Haier. But
except fordomesticbusinesses isolated from global competition,
it is the right path in the long run, as Japan is rediscovering. 

Rising spirits

Masayoshi Son, the boss of SoftBank, Japan’s second most
valuable firm, tends to be ahead ofthe curve. In 2000 he invested
$20m in a Chinese internet startup called Alibaba that is now
worth tens of billions of dollars. In 2006 he bought Vodafone’s
Japanese arm, a dog of a business that had bitten its three previ-
ous owners. Under SoftBank’s ownership operating profits have
increased more than fivefold. In 2013 Mr Son did Japan’s largest
ever cross-border deal, the $40 billion purchase of Sprint, an
American mobile-phone firm.

After the bubble burst in the early 1990s, corporate Japan
lost its mojo. Its share of the world’s stockofoutward FDI halved
to 5%. There were still a few successes. Japan Tobacco quietly be-
came a world-beater by buying abroad. Fast Retailing, which
owns Uniqlo, a clothing brand, expanded ferociously. Some cap-
ital-goods-makers thrived, including Fanuc, which makes robots
and automation equipment. But mostly Japanese industry was
on the backfoot.

That may be changing. The strong yen between 2010 and
2012 forced firms to become leaner and shift some of their pro-
duction overseas. The reality of a shrinking Japanese market is
sinking in. Military tensions and the threat of Chinese commer-
cial competition have quickened pulses. And a big part of Abe-
nomics consists of prodding companies to become more global
and less stuffy.

Cross-border acquisitions have picked up. In January Sun-
tory, a drinks firm, announced it would buy Beam, an American
spirits-maker, creating a company that on paper rivals global
giants like Pernod Ricard and Diageo. Outbound FDI in 2013 was
almost three times the average level between 2000 and 2010. 

Big firms are trying to become more outward-looking. In
December Hitachi held its first board meeting abroad, in Delhi. It
was the kind of thing most multinationals do all the time, but
more unusual for a Japanese one. In late 2013 Tokyo Electron,
which makes semiconductors, agreed to be bought by Applied
Materials, an American firm, for $9 billion. As R&D bills rise and
customers become more concentrated, joining forces made
sense. The evangelist of Japan Inc’s renewed push abroad is Hi-
roshi Mikitani, the bossofRakuten, a Japanese e-commerce com-
pany worth $16 billion. He wants to raise his firm’s international
sales to 50% of the total, from under 20% today. In 2010 it intro-
duced English as its main language ofbusiness.

Mr Mikitani thinks that Japan has reached a tipping point.
“We need to be global, otherwise we are going to be in very bad
shape…We need to bring in ideas and people from all over the
world. In our headquarters. Not just at the executive level but at
the entry level. You are competing against global companies.”
Perhaps these ideas are gaining ground. In November Honda
said it would start using English in all of its global meetings.

Japan is rich and mature, whereas much ofAsia is poor and
some parts of it are young as well. But the Japanese experience is
relevant to all: in most industries it is hard to stay competitive
without being active worldwide. Insularity does not work. So
the drive to create more multinationals in Asia and increase its
global corporate clout is certain to continue. 7

7China’s pride

Source: Companies; Bloomberg; The Economist estimates * Assets

Selected Chinese multinationals, latest year available

 Foreign As %
 sales, $bn of total Ownership Sector

Sinopec   126    27 State  Chemicals and refining

PetroChina 123  34 State Energy

Huawei 25 65 Employees Telecoms equipment

Lenovo 19 57 Private Technology

Fosun                   17* 37 Private  Conglomerate

CNOOC 15 33 State Energy

WH Group 13 62 Private Food production

Haier 7 25 Employees Household appliances

ZTE 6 53 State Telecoms equipment

Sany 2 30 Private Diggers

Alibaba 1 12 Private  Internet
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with a large chunk of their sales
generated by the region’s huge
consumer markets and their
ranks increasingly populated by
Asians. They should inculcate
some Asian business values,
from restraint on executive pay
to longer planning horizons.

Many things could spoil
this happy scenario. One is war
between China and its neigh-
bours, the riskofwhich is higher
than at any point in the past few
decades. Another is a public
backlash against inequality and
corruption. Asian countries
score badly on The Economist’s
Crony Index, which measures
the wealth of tycoons in sectors
close to the government. China,
India and Indonesia have all
seen politically motivated at-
tacks on foreign firms in the past
three years. Such attacks could
spread to local firms. One happy
side-effect of more dispersed
company ownership is that
more people have a stake in
companies’ future. 

Innovation also needs a
push. There is much talk in
Asian business circles about the
massive entrepreneurial potential of young Asians. Yet in much
ofAsia powerful incumbents enjoyspecial privileges. The finan-
cial apparatus to bring on lots ofnew firms—and particularly the
venture-capital industry—is very immature. Despite the hype
over “new” Asian industries, such as green energy, health care
and the internet, the number of firms investing serious amounts
ofcapital in them is small. 

Asia Inc’s next two decades will create losers as well as
winners. As China’s firms become more sophisticated, more
Western rivals that have so far had the field to themselves will
face competition. The shift in basic manufacturing away from
China and the automation of factories across the region will de-
stroy jobs. IfSouth Korea and Japan get better at services and cre-
ative industries, Hollywood screenwriters, French designers and
Australian pop stars might be in trouble. But more competition
and more innovation is good for consumers everywhere. If Chi-
na successfully rebalances its economy, it will buy a lot more
from the rest of the world. And more global Asian firms should
also create more jobs outside their own countries. 

Seize the opportunities

Twenty years ago it was almost unimaginable that a South
Korean firm would be a global car giant, that an Indian firm
would be one of the world’s largest technology outfits or that a
Chinese internet colossus would list on an American stock ex-
change. Today those things are facts of life. If it proves flexible
enough, Asian business will continue to power ahead. Perhaps
in 20 years’ time Unilever will be run from Singapore and report
its results in renminbi, and McDonald’s will sell Maharaja Macs
in New York as well as Mumbai. A new global digital-entertain-
ment empire for the elderly may be based in Tokyo, and the
world’s biggest bank may be China Mobile. Even The Economist

might be Asian-owned—and written beautifully by machines. 7
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ASIAPROSPERED OVERthe past two decadesbyfollowing
a different economic model from the West’s. But if it wants

to continue to do well over the next 20 years, it will have to re-
form. What that involves will vary from place to place. Myan-
mar, a big country with a difficult past, is beginning to pull itself
out of the mire. India and Indonesia, two chaotic democracies,
have to create enough order to attract factories and industrial
jobs. In China the government needs to ease its grip on the econ-
omy. Japan is embarking on the world’s biggest experiment to
see whether a society can shrinkand still remain prosperous. 

The task for Asia’s companies is similarly varied. Selling
shampoo sachets in rural Java is quite a different undertaking
from making smartphones in South Korea or writing computer
code in Bangalore. But as this special report has argued, all Asian
firms will be affected by a range of important trends: the impact
of higher labour costs in China and ageing in East Asia; higher
consumer expectations; the disruptive power of the internet;
and the rising barriers to entry in many global industries as they
become ever more concentrated. Rising military tensions in the
region will also play a part.

To the extent that Asian companies face similar problems,
their response should be similar. They need to professionalise,
focus, internationalise, improve R&D and create widely recog-
nised brands. That will threaten the traditional ownership pat-
tern of Asian firms—state firms, family conglomerates and com-
panies controlled by Japan’s manager-kings. Such change is to be
welcomed. The status quo has worked, after a fashion, for the
past two decades, but it has many flaws and may now lead to
sclerosis. Emerging Asia’s best firms are already adapting; those
that do not may be gone within a decade. 

Asia Inc is not about to become America Inc, but big Asian
firms will increasingly come to look like global multinationals.
No one has yet invented a better model for the company. At the
same time Western multinationals will become more Asian,

Convergence

One world 

Asian and Western business will become more alike

Come rain or shine, the future is global
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Greece 39.5

Lithuania 14.3

Netherlands
13.2

Finland 12.9

Slovakia 11.1

Sweden 9.7

Germany 9.4

Spain 8.0

Poland 7.1
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Romania 2.7
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European election, 2014
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European Conservatives and Reformists European United Left/Nordic Green Left

Europe of Freedom and Democracy Non-aligned
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FOR once, Europe’s leaders seemed to
agree: the European Union must

change, and fast. After the European elec-
tions on May 22nd-25th, which saw the
strong rise of radical parties ofboth the left
and the right, the union had to do more to
promote growth and jobs, and to become
more relevant to citizens.

Such was the message issued by Fran-
çois Hollande, the French president, and
David Cameron, Britain’s prime minister,
both humiliated after their parties were
trounced into third place byanti-EU parties
of the right. The call was also echoed by
Matteo Renzi, the Italian prime minister,
who was boosted by the success of his
Democratic Party in seeing off the chal-
lenge ofthe Five StarMovement. “We must
change Europe to save it,” he declared.

Angela Merkel, the German chancellor,
was quick to agree, even though she once
more confirmed her talent for winning
elections. The emergence of a tame Euros-
ceptic party, Alternative for Germany,
which wants to abandon the euro but not
the EU, was contained to 7% of the vote, a
far cry from the roughly 25% secured by
Marine Le Pen’s National Front in France
and Nigel Farage’s United Kingdom Inde-

nearly one-third ofthe parliament. Beyond
the victories of Eurosceptics in France and
Britain, the anti-immigrant Danish Peo-
ple’s Party won in Denmark, the far-right
Jobbik came second in Hungary and Ger-
many has its first neo-Nazi MEP.

The rise of insurgent parties is a sign of
disillusion after years of economic crisis
and of a longer-term fragmentation of tra-
ditional left-right politics. Yet, despite nota-
ble victories, radicals did not do well
everywhere. The anti-immigrant Freedom
Party of Geert Wilders lost support in the
Netherlands, as did Finland’s Finns party.

In the European Parliament the four
main pro-EU groups still control about 70%
of the seats compared with 80% in 2009.
The centre-right European People’s Party
and the centre-left Socialists & Democrats
alliances will have to form a German-style
grand coalition to pass laws. But this
would only formalise current practice.
About three-quarters ofvotes in the parlia-
ment are already carried with the support
ofboth formations. 

Right-wing radicals have proved frac-
tious, with a poor record ofattendance. For
the most part they have used the debating
chamber as a giant YouTube channel. The
myriad parties to the right of the EPP, rang-
ing from Britain’s euro-reformist Tories to
the far right, are jostling to form as many as
three separate alliances. These bring the
advantages of additional speaking time,
committee positions and, crucially, public
money. Groups must have at least 25 seats
each and seven nationalities; the second
condition is especially hard to meet.

Mr Farage refuses to form an alliance
with Ms Le Pen, whom he regards as taint-
ed by racism and anti-Semitism; Ms Le Pen
feels similarly about Hungary’s Jobbikand
Greece’s Golden Dawn. It is still possible
that UKIP or the National Front will find 

pendence Party (UKIP) in Britain (see elec-
tion coverage in subsequent stories). Yet
there is a sense ofalarm in Germany about
France. Germany had an “utmost interest”
in helping France recover growth and com-
petitiveness, said MrsMerkel. Without that
the euro zone could not be stabilised.

What will Europe’s leaders do to quell
voters’ ugly mood? The quest for the new
president of the European Commission is
likely to turn into another messy wrangle
(see Charlemagne). Its mandate to pro-
mote growth, competitiveness and jobs (in
that order) is likely to be little more than a
pastiche of fine words. And leaders dis-
agree over how growth can be rekindled.
As ever, the French want measures to pro-
tect industry, the British want more open-
ness and competition, the Italians want a
relaxation of fiscal rules and the Germans
still see the problem in terms of export
competitiveness (principally due to wages
rising faster than productivity).

The European Parliament, hitherto a
bastion of European federalism, is set to
become the beachhead for all sorts of anti-
Europeans. The most stridenthave roughly
doubled to about100 out of751seats. More
broadly, anti-establishment parties control

Europe’s elections

The Eurosceptic Union
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2 themselves without sufficient allies.
Europhiles hope that a combination of

economic recovery and firm leadership
can still push back the wave of Euroscepti-
cism. But the impact of the radicals will be
felt in several ways. First, they will form a
noisy opposition to initiatives by the Euro-
pean Commission. Second, and perhaps
more importantly, they will affect domes-
tic politics in their home countries, which
will in turn constrain governments’ will-
ingness to embark on risky European pro-
jects. As Mr Farage put it, European integra-
tion once seemed inevitable; now that
sense of inevitability has gone.

One hopeful outcome will be to get the
commission to streamline its work and re-
affirm the doctrine of “subsidiarity”,
whereby the EU should only do things that
are demonstrably dealt with more effi-
ciently at European level. Handled proper-
ly, a realignment of powers and priorities
might provide an opening for Britain to re-
negotiate its relationship with the EU.

The global repercussions may be more
worrying. The new European Parliament
will probably be more sceptical of free
markets and less favourable to free trade,
particularly the ambitious Transatlantic
Trade and Investment Partnership with
America. One of Ms Le Pen’s demands is
the immediate suspension of these negoti-
ations. Moreover, anti-EU parties are often
markedly pro-Russian. Internationally, the
loser of these elections could be America—
and the winner, Russia.7

Berlin’s airports

Don’t touch Tempelhof

FOR many Berliners, election day was
less about a hard-to-understand par-

liament in distant Strasbourg and more
about a huge field in the middle of Berlin.
Roughly the size ofNew York’s Central
Park, but round, Tempelhofwas once a
busy airport. As the most central of the
landing fields the American and British
“raisin bombers” used during the Berlin
Airlift of1948-49, it always held a special
place in Berliners’ hearts. After a failed
referendum in 2008 to keep it open, it
became a park. Its two runways are Ber-
lin’s best place for windskating (surfing,
but on skateboards). 

But Berlin also needs more housing.
Though its rents are still below those of
Munich or Hamburg, they have been
rising as some 40,000 people a year
arrive in search of the capital’s excite-
ment and jobs. So Berlin’s mayor, Klaus
Wowereit, supported a plan to build

about 4,700 flats and a library along the
edges, while still preserving most of the
field as a playground. 

He became the butt of jokes. After all,
Berliners are already upset about
“Wowi”, as they call him, for messing up
the new Berlin Brandenburg airport, a
huge project that is supposed to replace
Berlin’s smaller airports that date back to
the cold war, but keeps being delayed
with no end in sight. “Would you trust
this man with another airport?”, asked a
cutting opposition poster. 

Berliners are serious about their fun
spaces. They want cheap housing, but
they do not necessarily see a connection
between that and more flats. So they put
a ban on all construction at Tempelhof
on the ballot, alongside the government’s
proposal. In the referendum on May 25th
they decided resoundingly to keep the
field bare. 

BERLIN

Love foran historicfield and loathing fora mayordrive Berliners to the polls

HELMUT KOHL, a former German
chancellor, used to say that there must

never be a political party in parliament to
the right of his own Christian Democrats
(CDU). Mr Kohl was worried about right-
wing parties that could raise the spectre of
Germany’s Nazi past. At the European elec-
tions his fear came true, in a less menacing
yet still important way. 

It did so not because the NPD, com-
posed of right-wing extremists, was one of
14 German parties to win representation in
the European Parliament. That was due
merely to a legal change that translates
even less than 1% of votes into one seat.
Rather, Mr Kohl’s worry was vindicated
because the one-year-old Alternative for
Germany surged to 7% of the vote. Bernd
Lucke, the Alternative’s boss and one of
the seven delegates it will send to the Euro-

pean Parliament in Strasbourg, is confident
that the party will now also enter state par-
liaments in regional elections later this
year. In 2017, it could even become part of
the federal Bundestag.

Mr Lucke insists that the Alternative is
not a Eurosceptic party. That is still taboo in
the German mainstream. Thus he will not
enter a coalition with Eurosceptics in Stras-
bourg. Rather, he sees the party as an anti-
euro and yet pro-EU party: one that be-
lieves in a peaceful union of sovereign
states which, according to the principle of
subsidiarity, should be left by Brussels to
run their own affairs and, according to ex-
isting treaties, must not vouch for each oth-
er’s debts. Mr Lucke hopes to team up with
the European Conservatives and Reform-
ists, a Strasbourg group dominated by Brit-
ain’s Conservatives. 

But David Cameron, Britain’s prime
minister and leader of the Conservative
Party, values his relationship with Ger-
many’s chancellor, Angela Merkel. She is
the current leader of the CDU (still the
strongest German party in Strasbourg,
with 35.3% when including the votes for its
Bavarian sister party, the CSU). Mrs Merkel
wants the Alternative ignored. So MrLucke
may not get his dream coalition. 

The Alternative’s success changes the
political landscape. As a potential king-
maker on the centre-right, it has replaced
the liberal Free Democrats, who continued
to drift into irrelevance with 3.4% of the
vote. It also puts pressure on the CDU and
the CSU, which dabbled in soft-Euroscep-
tic innuendo and still lost votes to the Al-
ternative. A party to the right of the CDU in
parliament is now reality.7

Germany’s European elections

An alternative
becomes real

BERLIN

Voters legitimise a new party as the
voice of the anti-euro right
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FRANCE is reeling from a triple political
shock. Within the space of 48 hours,

Marine Le Pen’s populist National Front
(FN) triumphed at the European elections,
the Socialist Party of the president, Fran-
çois Hollande, bombed with their worst-
ever national electoral result and the UMP,
the main centre-right opposition, lost its
leader, Jean-François Copé, in a party-fi-
nancing scandal. The upshot is not just
consternation on the left and right but an
unstable party balance, which could affect
French politics for years to come.

The FN’s victory was spectacular on
several counts. With around 25% of the
vote, it was the first time the party has
come top in a national election, pushing
the UMP into second place with 21%, and
crushing the Socialists, who got a dismal
14%. Ms Le Pen’s party quadrupled its 2009
European score, and was far ahead of the
18% of her father, Jean-Marie, when he got
into the 2002 presidential run-off. In the
north-west constituency, where Ms Le Pen
stood, the FN bagged 34% of the vote.

Although polls had predicted victory
for the FN, it was nonetheless a huge shock
when it happened. Manuel Valls, the
prime minister, said it was an earthquake.
Mr Hollande called the result “painful”.
“The people have spoken,” declared a tri-
umphant Ms Le Pen. Hercampaign thrived
on the backofnationalism and Euroscepti-
cism—campaign posters promised “No to
Brussels, Yes to France”—and worries over
immigration, mixed with an anti-estab-
lishment crusade against an out-of-touch
political elite.

This election could mark a turning-
point for the FN. Until recently, it had been
largely considered a semi-respectable
fringe party, occasionally delivering a
shock, as in 2002. On his watch, Mr Le Pen
was seldom invited into television studios;
in 2002 there were anti-FN protests in the
streets. Ms Le Pen, by contrast, lines up for
television debates alongside fellow party
chiefs. And the streets were eerily quiet
this week. 

Despite occasional outbursts from her
father, Ms Le Pen has largely managed to
disinfect the party brand, “banalise” its
presence and broaden itsbase. The FN isno
longer simply the beneficiary of the older
vote: at the European polls it was, astonish-
ingly, the most popular party among un-
der-35s. Ms Le Pen has also turned the FN

into the main receptacle of popular rage
about job losses, factory closures, wound-

ed national pride and unkept political
promises, acting rather like the old Com-
munist Party as the most popular party
among working-class voters. 

The question is how far Ms Le Pen can
go. Up to a point, the European poll is a
protestvote, unlikely to be replicated in do-
mesticelections. YetFrance’spartybalance
looks increasingly volatile, thanks to disar-
ray on both the left and the right. Already,
before the election, Mr Hollande’s poll rat-
ing was just 18%, the lowest of any modern
French president. On the day, Mr Hol-
lande’s result was worse than any of his
fellow European incumbents, even Brit-
ain’s Conservatives—and all the more em-
barrassing next to the first place secured by
ruling parties in Germany and Italy. 

Mr Hollande tried to argue that “this is
not just a problem forFrance buta problem
for Europe”. He wants Europe to concen-
trate more on growth and less on austerity,
as if angling for an easing of the rules that
require France to curb its budget deficit to
3% by 2015. Yet, given that patience with
France is wearing thin abroad, Mr Hol-
lande will have difficulty making his case,
thereby deepening his problems at home.
Socialist deputies are beginning to panic. 

To add to the uncertainty, mayhem has
broken out on the political right. On May
27th Mr Copé abruptly resigned as the
UMP leader after his chief of staff, Jérôme
Lavrilleux, confessed tearfully that the
party had requested fake invoices from a
communications company to cover up
overspending during Nicolas Sarkozy’s
2012 re-election campaign. At the time, Mr
Lavrilleux was Mr Sarkozy’s deputy cam-
paign director. Earlier, a lawyer for the
company concerned, improbably named
Bygmalion, said that the total involved
was some €11m ($15m); the legal spending
cap is €22.5m. 

Both Mr Copé and Mr Sarkozy insist
that they knew nothing. A judicial investi-

gation is under way. Last year, the constitu-
tional council, the highest court, invalidat-
ed Mr Sarkozy’s campaign accounts for
overspending, leading to a “Sarkothon”
fund-raising campaign to reimburse a state
subsidy. Grass-roots UMP dismay is huge.
Three former prime ministers, François Fil-
lon, Alain Juppé and Jean-Pierre Raffarin,
have taken over the party, promising yet
another leadership election in October. 

This latest fiasco only fuels the popular
sense that mainstream politicians are as
bad as each other. Which is precisely what
keeps Ms Le Pen in business. Some UMP

figures, notably Mr Juppé, now want to
reach out to the centre, which could open
up further space for the FN. It is no longer
fanciful to imagine Ms Le Pen making it
through to the second round of the presi-
dential election in 2017. Even before this
election, a poll suggested that, whichever
of the frontrunners for the presidency is
the UMP candidate, Ms Le Pen would se-
cure a place in the run-off and push Mr
Hollande into third place.7

Seismic shifts in French politics

Triple shock

PARIS

Political tremors threaten to reshape
domesticpolitics

Marilyn Le Pen

IT COULD have been far worse. As poll-
sters had predicted, the ruling centre-

right New Democracy party ofAntonis Sa-
maras, the prime minister, was pushed
into second place in the European elec-
tions by Syriza, a far-left party led by Alexis
Tsipras. His fiery anti-German rhetoric and
threats to rip up Greece’s bail-out agree-
ment find favour with austerity-battered
Greeks. Another “protest” party, the neo-
Nazi Golden Dawn, captured almost 10%
of the vote and came third, even though its
leaders are being held in jail on charges of
running a criminal organisation.

Yet Greece looks no more unstable than
it did before the elections. Syriza’s margin
of victory was just under four percentage
points, not enough for Karolos Papoulias,
the president, to heed Mr Tsipras’s de-
mands for a snap general election. Mr Sa-
maras’s coalition partner, the PanHellenic
Socialist Movement (Pasok), running un-
der a new centre-left umbrella called Elia
(Olive Tree), did better than the opinion
polls had forecast. Together, New Democ-
racy and Elia finished four points ahead of
Syriza. NewDemocracyalso won 11of13 re-
gional governor’s posts being contested in
local elections held at the same time as the
European vote. 

A new left-of-centre party, To Potami
(The River), took 6.5% of the vote, which 

Greece’s protest parties

Syriza and other
radicals

ATHENS

Anti-bail-out parties won two-fifths of
the vote
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2 would otherwise have gone to Pasok or
Syriza. Founded at the start of the year by
Stavros Theodorakis, a television journal-
ist, it lost support as the election neared,
with voters complaining that its campaign
was poorly organised and its platform too
vague, but it still got two MEPs.

Mr Samaras’s coalition has only a two-
seat majority in parliament, but Evangelos
Venizelos, the Pasok leader, is now hopeful
of winning back two prominent defectors
sitting as independents. With six Golden
Dawn lawmakers absent pending trial, it
should be easier for Mr Samaras to push
through parliament yet another set of
structural reforms demanded by the Euro-
pean Union and the IMF. The reforms are a
condition for Greece to continue talks with
international creditors on reducing the
public debt, still unsustainably high at175%
of GDP in 2013. If a debt deal is done this
year, and if the economy picks up as ex-
pected, Greece’s chances of emerging from
its bail-out programme would brighten. 

Some observers are puzzled that Syriza
has so far been unable to topple Mr Sama-
ras’s frail coalition. Six years of recession,
an average fall in wages ofaround 30% and
a jobless rate of 26.7%, have left Greeks an-
gry and depressed. Voters made their feel-
ings clear: anti-bail-out parties that won
seats in the European Parliament together
tookmore than 40% of the vote. 

Young Greeks are among Syriza’s most
enthusiastic backers. The party promises
to restore the minimum monthly wage to
the pre-crisis level of €750 ($1020), hand
out cash incentives to revive farming, rena-
tionalise companies that have been priva-
tised and patch up the social safety net. 

Yet older voters are wary. Some mem-
bers of Syriza’s radical faction still insist
that Greece would do better by defaulting
on its huge debt and leaving the euro. Ma-
nolis Glezos, a 91-year-old former commu-

nist who will be the oldest member of the
European Parliament, suggests that the
party’s welfare programme could be fi-
nanced through a tax on bank deposits.
Business people will keep a close eye on
Rena Dourou, the first politician from Syr-
iza to win a big administrative post. She
edged out the Pasok incumbent to become
governor of the Attica district surrounding
Athens—a job with such a large budget, in-
cluding a €10 billion chunk of EU funding,
that the person who holds it is often de-
scribed as a “mini-prime minister”.7

Golden Dawn on the march to Strasbourg

THE indignados are back. The spontane-
ous movement of the “indignant ones”

found a newmouthpiece in Podemos (“We
Can”), an internet-savvy leftist party
founded four months ago, which stormed
past older opposition groups to become
Spain’s fourth most-voted-for party. In cit-
ies like Madrid it came third behind the So-
cialist Party and the People’s Party (PP),
beating the traditional, communist-led Un-
ited Left (IU) and its coalition allies.

After years of high unemployment and
austerity Spanish voters are angry, though
more with their own politicians than with
Europe. Asa result Spain has itsown equiv-
alent of Greece’s far-left party, Syriza, a fu-
ture partner in the European Parliament.
Podemos is both deeply serious with its
anti-EU austerity and anti-globalisation
creed and fiercely radical. One of its new

MEPs hails from a group called Anticapital-
ist Left. The party’s pony-tailed, telegenic
leader, Pablo Iglesias, a 35-year-old univer-
sity lecturer, promises to return from Brus-
sels to lead Podemos into a general elec-
tion that is due within 20 months.

Podemos took 8% of the vote, which set
off two political shocks. The duopoly of
the two big parties was broken, as the So-
cialists and PP jointly sank below the 50%
mark for the first time in three decades.
And Podemos helped to destroy the posi-
tion ofAlfredo Pérez Rubalcaba, the Social-
ist leader, who failed to woo voters unhap-
py with the conservative PP prime
minister, Mariano Rajoy, and with 25% un-
employment. The Socialists sank to an his-
toric low of 23%, whereas the PP remained
the party with the highest score (albeit
only a meagre 26%), bringing some relief to
Mr Rajoy and his gaffe-ridden leading can-
didate for the European Parliament, Mi-
guel Arias Cañete. But Mr Rajoy cannot be
complacent. Left-wing parties together
won 43% of the vote, against 31% for the
right (and 9% for regional nationalists or
separatists) and a messy left-wingcoalition
may win in the medium term.

By beating the Socialists, Mr Rajoy is
still able to portray the PP’s spectacular col-
lapse from a high of45% in the general elec-
tion in 2011 as a sort of victory. But Mr Ru-
balcaba had nowhere to hide. Podemos
gloated that many of its voters had defect-
ed from the Socialists. “The responsibility
is mine, mine, mine,” said Mr Rubalcaba.
He called a conference in July to choose his
replacement. But who will that be? And
will he or she have to stand at separate pri-
maries to become the party’s candidate for
prime minister at the general election?

The answer to the second question is
probably yes. And that makes the answer
to the firstmuch trickier. There are three ob-
vious choices. Spain’s most powerful So-
cialist is Susana Díaz, the 39-year-old presi-
dent of the regional government in
Andalusia. She has a real job and presides
over the mightiest federation in the party.
One in four Socialist voters come from her
region. Young and fresh, she can use Anda-
lusia’s muscle and her experience of party
political dealing to grab the top spot if she
wants. But she says she is not interested in
being the future candidate forprime minis-
ter. She may settle merely for taking the
secretary-general position, playing king-
maker from the shadows.

There are two other possible leaders.
The former defence minister, Carme Cha-
cón, is hobbled by not having a parliamen-
tary seat. Eduardo Madina, the young dep-
uty leader of the parliamentary party, may
be too green. Whoeverwinsmust rebuild a
party that leftists think has abandoned its
principles and many still blame for the
double-dip recession from which Spain
has only just emerged. Ms Díaz might find
it safer to stay in Andalusia.7

Spain’s “indignant ones”

Exit Rubalcaba

MADRID

The Socialist leaderquits aftera
humiliating election defeat
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European elections in the Nordics

Schadenfreude

THE Eurosceptic Danish People’s Party
(DPP) cannot be blamed for Schaden-

freude over the European election. The
DPP’s leading candidate, the youthful
Morten Messerschmidt, topped the poll
and doubled the party’s seats in the
European Parliament to four; his 465,758
personal votes smashed a record set a
decade ago by a former prime minister,
Poul Nyrup Rasmussen, who once casti-
gated the DPP as “dishonourable”.

The election leaves Denmark’s main-
stream political parties in a state ofdis-
array. The ruling Social Democratic Party
as well as the main opposition party lost
one seat each. The coalition’s decline can
be ascribed to austerity fatigue, but the
opposition’s collapse is largely due to
missteps by the leader of the Liberal
Party, Lars Lokke Rasmussen.

Less than a year ago, Mr Rasmussen, a
former prime minister, seemed sure to
win his job backat the next general elec-
tion, but he has been dogged by scandals
in recent months. His penchant for the
finer things in life, including first-class
flights at state expense and splashing
$27,000 from party coffers on clothes, has
put his leadership in doubt. A gathering
of the party’s top brass next weekwill
probably force his resignation. And Helle
Thorning-Schmidt, leader of the Social
Democrats and prime minister, may be
tempted to exploit her opponent’s weak-
ness by calling a snap election.

Finnish voters have their minds on
their country’s top job, too. Alexander

Stubb, a Europhile, was the runaway
victor in the European poll, and has now
turned his attention to securing the lead-
ership ofhis party and succeeding Jyrki
Katainen as prime minister. Yet even
though Olli Rehn, a European commis-
sioner, was the other leading candidate in
the election, the vote hardly expressed
confidence in the EU. The anti-immigra-
tion, Eurosceptic Finns party did worse
than expected, but it still doubled its seats
to two, with nearly13% of the vote.

In neighbouring Sweden the similarly
anti-immigration Eurosceptic Sweden
Democrats won their first two seats in the
parliament in Strasbourg. This European
debut and that ofFeminist Initiative, an
anti-racist lobby that tookone seat, are
part ofa broad trend towards smaller
fringe parties in Scandinavia.

It remains uncertain whether these
new voices will translate their vote-
pulling power into action in Strasbourg,
or even which multinational groups they
might join. They are a disparate bunch.
The Finns would welcome the euro’s
demise, whereas Mr Messerschmidt
campaigned on a “yes to the EU but less
of it” ticket. This is at odds with Britain’s
poll-topping UKIP, which wants to leave
the EU. Nigel Farage, UKIP’s leader, calls
the prospect of formal co-operation with
the Sweden Democrats “unlikely”; like
him, the DPP has also eschewed any link
with France’s National Front. And that is
just the beginning of the squabbling over
possible Eurosceptic alliances.

COPENHAGEN

The success ofDanish Eurosceptics leaves the mainstream in disarray

ITALY was the odd one out. As voters
throughout Europe backed protest

groups, Eurosceptics and extremists, the
Italian electorate gave a huge endorsement
to the pro-European Democratic Party (PD)
ofMatteo Renzi, the prime minister.

The centre-left PD took 41% of the vote,
the best showing by a party in a national
election since 1958. It had commentators
wondering if Italy might be entering a new
era of one-party hegemony similar to the
post-war decades dominated by the Chris-
tian Democrats. The maverick Five Star
Movement (M5S), led by an ex-comedian,
Beppe Grillo, did unexpectedly badly, trail-
ing the PD by almost 20 percentage points.
And Silvio Berlusconi’s conservative Forza
Italia party won less than 17%.

So was this a vote of confidence in the
EU, the euro and good old conventional
party politics? Not really. Mr Renzi had po-
sitioned himself as somebody who, given
enough support, would take on Mrs Mer-
kel and the austerity policies she repre-
sents. And while Mr Grillo may be the
most blatantly populist of Italy’s leading
politicians, the prime minister, like Mr Ber-
lusconi, is another big-talking showman.
One reason for his triumph was a tax cut
that will put €80 ($110) a month into the
wage packets of the lower paid.

Even if Mr Grillo had not repeatedly
forecast a victory for M5S, its result, four
points lower than in last year’s general
election, would have been a setback. Yet a
movement that wants to replace party de-
mocracy with internet voting and hold a

referendum on Italy’s exit from the single
currency still won one-fifth of the vote.
And the xenophobic, anti-euro Northern
League re-established itself as Italy’s
fourth-biggest party. Altogether, 38 of Ita-
ly’s 73 MEPs will be iffy about the euro,
even if few want Italy out of the EU.

For domestic politics, what matters is
that voters have given the 39-year-old Mr
Renzi, his youthful cabinet and their ambi-
tious programme of reform a huge boost.
They have conferred a dash of democratic
legitimacy on the unelected prime minis-
ter, who snatched his job from his party
colleague, Enrico Letta, in February, and
have also given him the means to silence
critics within the PD.

Mr Renzi’s hand will now be strength-
ened, too, in dealings with the two conser-
vative parties on which he depends for
success. He needs Forza Italia’s support to
guarantee constitutional reform. And he
needs his coalition partners in the New

Centre Right (NCD), which split from Forza
Italia last year, fora proposed change in the
electoral law.

Both partieswill nowhave strong reser-
vations. The reforms were meant to make
Italy a more governable two-party democ-
racy. But, on the basis of this vote, the two
biggest forces are the PD and M5S. The re-
forms would also exclude smaller groups
from parliament. (The NCD finished with
only 4%.) Yet the weakness of the NCD and
Forza Italia is the best reason for thinking
that neither will seek to provoke a crisis
that could trigger another election.

MrRenzi portrayed the vote as a victory
of hope over fear. He may be right. But he
continues to place the emphasis on consti-
tutional reform, which is distant from Ital-
ians’ everyday concerns. They remain hes-
itant over other sorts of change and, while
bemoaning the frailty of their shrinking
economy, many still fear the painful re-
forms that are needed to revive it.7

Italy’s Renzi wins

Against the trend

ROME

Italians vote unexpectedlyheavilyfor a
mainstream, pro-European party

Renzi is on a roll
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“AS I set off on a spring journey into the
world, my mother embroidered my

shirt with two colours: red for love and
black for sorrow,” goes a popular Ukrai-
nian song. On May 25th, as Ukrainians
went to the polls to elect Petro Poroshenko
as their new president, many sported the
traditional shirts embroidered with red
and black threads. Held in the middle of a
war stoked by Russia’s Vladimir Putin, and
three months after a revolution in Kiev’s
Maidan that led to more than 100 deaths—
and cost the country Crimea, which Mr Pu-
tin annexed—Ukraine’s presidential elec-
tion was an act of defiance as much as an
expression ofpolitical preferences. 

The sense of nationhood that emerged
from the Maidan revolution produced long
queues at the polling booths. “We are not
just choosing a new president. We are
choosing a new country, where everything
depends on us,” said Oksana Selezneva, a
24-year-old IT specialist. The energy of vot-
ers was directed externally as much as
within. As one put it, “Every vote cast is a
slap in the face for Mr Putin.” The goal was
to show that Ukraine could function as a
nation-state. The terror unleashed by sepa-
ratists in the eastern industrial Donbas re-
gion aimed to demonstrate the opposite.
Yet, by thwarting the vote in most of their
region, separatists also boosted the figures
for Mr Poroshenko, enabling him to win in
the first round and sparing the country
three weeks ofuncertainty.

Mr Poroshenko’s success was in part a
recognition of his active role in the Mai-
dan. But it also reflected a longing to return
to normal life. Mr Poroshenko’s line of
business (chocolates and cakes) and his
previous experience in the government as
foreign minister and finance minister
made him, in the eyes ofmost of the popu-
lation, a leader who could take Ukraine to
peace, not war. During his campaign he ex-
uded confidence and leadership. Unlike
the previous two presidents, Mr Porosh-
enko represents the centre of the country,
not the east or the west.

In his first news conference as presi-
dent, Mr Poroshenko pledged to win the
trust of peaceful people in the Donbas and
crack down on terrorists in hours, not
months. His first trip, he said, would be to
the Donbas. Yet, even as the votes were be-
ing counted, the region erupted in the
worst violence since the troubles began.
An attempt by armed rebels to seize a new-
ly built international airport in Donetsk

produced a swift response from Ukrainian
forces, who killed as many as 50 rebels—
several of them Russian citizens. Rebels
then shot down a helicopter, killing14 peo-
ple, including a general.

With an assortmentofmercenaries and
irregulars, apparently including some
from Chechnya and Dagestan in Russia’s
north Caucasus, fightingalongside the sep-
aratists, the conflict risks spiralling into a
long and messy war. The big threat to Uk-
raine is not that the Donbas will split off or

be annexed by Russia, but that it will draw
in the restofthe countryand distract politi-
cal leaders, including Mr Poroshenko, from
building a new, functioning state. Ukraine
also needs to move closer to Europe and re-
create its entire political system, one of the
main demands of the Maidan. If the gov-
ernment in Kiev fails to deliver on expecta-
tions, it may only be a matter of time be-
fore western Ukraine, next door to Poland,
begins to get restless. 

The election has changed the political
landscape. Yulia Tymoshenko, the veteran
Orange revolutionary princess, won just
13% of the vote. Two far-right nationalist
leaders, the mainstay ofRussian propagan-
da, barely got 2% between them. Rinat
Akhmetov, the richest man in Ukraine,
who controls much of the Donbas, lost his
almost magic power. His concern is now to
save himself and his business from the

chaotic fighting in his fief rather than to de-
mand more concessions from Kiev. 

The parliament itself has been invali-
dated by the election. Not only does it bear
political responsibility for much of the vio-
lence against the Maidan protesters in Feb-
ruary, but it also doesnot represent anyone
other than the oligarchs who buy seats in
it. The candidate for the Party of Regions,
which was a dominant force in parliament
under Mr Yanukovych, got just 3% of the
vote in the presidential election.

Mr Poroshenko has called a general
election in the autumn. A new parliament
will almost certainly be dominated by a
centrist coalition that will represent him
and his political allies. But the question is
whether he can use his legitimacy to mo-
dernise and reform his country. Mr Porosh-
enko ran his campaign under the slogan “A
new way of living”. Yet his victory was as
much a result of an alliance between pow-
erful elite groups as of popular hopes for
renewal.

His coalition with Vitaly Klitschko, the
former boxing champion who bestrode
the Maidan but withdrew from the presi-
dential contest in Mr Poroshenko’s favour,
opting instead for the job of Kiev’s mayor,
waspartofa deal with MrKlitschko’sback-
ers. These include Sergei Levochkin, a for-
mer chief of staff of Mr Yanukovych, and
his business partner, Dmitry Firtash, a
powerful Ukrainian oligarch who has
been charged by America with bribery.

Mr Poroshenko has no team ofhis own,
so he may have to turn to new political
partners. He has pledged to fight corrup-
tion, but this means turning oligarchs into
ordinary businessmen, killing their lucra-
tive monopoliesand making them pay tax-
es. Yet in the past three months Kiev has re-
lied on some of these same oligarchs,
particularly on Mr Akhmetov and Igor Ko-
lomoisky, owner of one of the country’s
largest private banks and governor of Dni-
propetrovsk, to keep the country together.

Even some of Mr Poroshenko’s allies
say the best he can do in these circum-
stances is to stop Ukraine sliding into an
abyss rather than try to reform it. Mr Po-
roshenko is unlikely to see his presidency
as a route to personal enrichment, which
would mark a big improvement to previ-
ous governments. Economic reforms and
less corruption could make Ukraine more
attractive to investors. Yet what the coun-
try needs most is new governance. “We ha-
ven’t got time for mere improvements to
the old system, we need to build a new
one,” says Yulia Mostovaya, editor of Zer-

kalo Nedeli, a magazine. 
Ukraine has a dismal record of missing

historic opportunities. It has done little
with the independence it received almost
by default when the Soviet Union col-
lapsed in 1991. It wasted the chances
created by the Orange revolution. It can ill
afford to mark time again.7

Ukraine’s presidential poll

A two-tone election
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Petro Poroshenko has been elected president. Nowhe has some dreadful problems

Poroshenko and Klitschko: hand in glove
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THE deceit of the European election was summed up by post-
ers around the continent: “Use your power. Choose who is in

charge of Europe”. The votes were cast. People used their power
to kickgovernments by supportingparties ofthe far right and left.
But they did not choose who would run Europe. The European
Union is too complex to be run by any one body or person. Even
the choice of a new president of the European Commission, the
EU’s civil service, will take weeks ifnot months to be decided.

The European Parliament had hoped to inject direct democra-
cy into the system by turning the elections into a contest for a sort
ofprime minister. Spitzenkandidaten, German for “leading candi-
dates”, were chosen to represent the main multinational party
groups. The candidate of the biggest group, it was argued, should
become president of the commission. At its heart, the innovation
was a power-grab by the parliament, trying to take from elected
leaders the right to pick the commission president.

The experiment flopped. The Spitzenkandidaten made little
impact on the campaign, which remained a collection of 28 na-
tional contests (except, perhaps, in Germany and Austria). The
great “duel” between two main candidates—Jean-Claude
Juncker, a former prime minister of Luxembourg and champion
ofthe centre-right, and Martin Schulz, a German Social Democrat
and president ofthe European Parliament—turned into a series of
bloodless discussions about the need for more Europe.

The parliament claimed credit for arresting the decline in vot-
er turnout, though the rate rose by just a tenth of a point over the
43% in 2009. And when early results pointed to a victory by Mr
Juncker’s European People’s Party (EPP), Mr Schulz, chief advo-
cate of the Spitzenkandidaten concept, took the best part of two
days to accept defeat. Even so, his Socialists & Democrats (S&D)
group agreed only that Mr Juncker should be first to try winninga
majority, not that he should run the commission. That leaves the
option for Mr Schulz, or indeed Guy Verhofstadt, the candidate of
the Liberal ALDE group, to try their luckshould Mr Juncker fail.

Each set his own conditions for an alliance with Mr Juncker.
One consequence of the rise of radical parties is that the EPP and
S&D must form a German-style grand coalition to secure the 376
votes needed for the parliament to “elect” the commission presi-
dent. The deepest political dividing line in Europe now is less be-

tween left and right than between pro- and anti-EU forces.
Mr Juncker wanted a quick endorsement by Europe’s leaders,

who held a European Council dinner on May 27th, but they are
not keen to give up their prerogative. The leaders of Austria, Bel-
gium, Portugal, Italy, Romania and, to a lesserextent, France, lined
up behind him, even though many hailed from the centre-left.
One reason is that they see Mr Juncker as the most “social” of
Christian Democrats; he advocates a European minimum wage.
Britain’s prime minister, David Cameron, led the naysayers, who
included his colleagues from Sweden, the Netherlands and Hun-
gary. Their objections are both of principle (the parliament
should not dictate terms to the European Council) and of perso-
nality (Mr Juncker embodies old-style federalism).

Asso often, the choice comesdown to what the German chan-
cellor, Angela Merkel, wants. And as so often, she kept her op-
tions open. Although she endorsed Mr Juncker as the EPP’s Spit-
zenkandidat, she made clear the field was wide open. Mr Juncker
would make a fine commission president, she said, but so would
others. She drew a distinction between her roles in the EPP and in
the European Council, which might create space for another con-
servative candidate: perhaps Jyrki Katainen of Finland or Enda
Kenny of Ireland. But the chances of a more adventurous choice,
such as Christine Lagarde, the French IMF boss, seem small.

Mrs Merkel is plainly discomfited. She risks being criticised at
home for backing away from the democratic promise to voters,
but worries that a wrongstep could push Britain closer to the exit.
The chancellor is playing for time to seeka bargain that might sat-
isfy all. The job of commission president would be part of a
“broad tableau” of Brussels jobs. These include a new president
of the European Council, key jobs in the commission, president
ofthe Eurogroup (the euro zone’s finance ministers) and high rep-
resentative for foreign policy. Some of these would have to go to
S&D figures and at least one woman (and an easterner). The com-
mission president would also have to fit with a new set of priori-
ties to respond to rising anti-EU sentiment.

Mrs Merkel no doubt hopes time will provide a solution. May-
be Mr Cameron will drop his opposition to Mr Juncker in ex-
change for a plum job for a British commissioner; maybe the
French will accept an alternative candidate if they secure a pro-
mise to “reorient” EU policy away from austerity; perhaps the
European Parliament’s fragile consensus will fall apart as factions
jostle for power and influence.

Supersized Belgium
Expect a quintessentially European muddle. As in “Alice in Won-
derland”, everybody has won and all must have prizes. Far from
taking a bold step towards the United States of Europe, the EU

might end up as a bigger version of Belgium, a polity so messy
that in December2011it was left without a propergovernment for
541 days as one faction after another failed to form a coalition (a
fate Belgium may now be in for again after its national election,
held on the same day as the European ones). As in Belgium, the
choice of the voter only vaguely influences the final outcome.

Appropriately, perhaps, the man appointed to find a way out
of the mess is Herman Van Rompuy, president of the European
Council and a former Belgian prime minister. Expect some unex-
pected names. As Mr Van Rompuy himself has conceded, his
own appointment in 2009 came as “a surprise” to all.7

Who will run Europe?

The messystruggle to find a newpresident of the European Commission
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WEST SHOEBURY does not feel like
the site of a revolution. There are no

smouldering cars or placards trodden un-
derfoot. Seagullswheel and squawkabove
a grid of bungalow-lined streets sloping
down to the steel waters of the Thames es-
tuary. But in places like this—a slightly fad-
ed suburb of Southend, an Essex resort
that has known better times—the populist,
right-wing UK Independence Party (UKIP)
stormed to victory in the local and Euro-
pean elections held on May 22nd. Nigel
Farage called his party’s success an “earth-
quake” and predicted that his “people’s
army” would cause yet larger tremors in
the general election next May.

The results certainly register on the
Richter scale. UKIP has no MPs, but won
27.5% of the ballots in the European elec-
tion and became the first minor party in
over a century to lead in a national vote. It
picked up 161 English council seats (having
won 30 in total between 2009 and 2012). It
could win a handful of parliamentary
seats next year. More important, it could
also take hundreds of thousands of votes
from the mainstream parties, making the
outcome fiendishly unpredictable.

None of the mainstreamers fared well
in the recently concluded polls. The La-
bour Party did best numerically, but fell
short of expectations (see Bagehot). The
Liberal Democrats shed ten of their11 seats
in the European Parliament and 310 coun-

creasingly worries Labour, Mr Farage’s
army draws most heavily on former Con-
servatives. Polling by Lord Ashcroft, a Tory
peer, found these provided more than half
of UKIP’s votes in the European election. A
YouGov poll taken on May 26th showed
that18% ofthose who had voted Conserva-
tive in the 2010 general election plan to
backMr Farage’s crew next year. The Tories
are pulling out all the stops to keep it from
taking Newark, a seat in Nottinghamshire,
in a by-election on June 5th.

Moreover, UKIP is strongest in Tory-
held areas—as the results in Southend
show. Three of the town’s wards switched
from the Conservatives to UKIP, which
helped cost the party control of the coun-
cil. WestShoeburywasone. JamesMoyies,
elected the ward’s councillor with 46% of
the vote, thanks the seaside bungalow-
dwellers. Most are retired or work locally,
he explains; they are the sort of aspira-
tional working-class folkwho left east Lon-
don for a better life and started voting Tory
under Margaret Thatcher in the 1980s.
These are UKIP’s people: older, whiter,
more socially conservative than the aver-
age, and disillusioned by a political elite
theyconsidervenal and remote. Farther up
the hill, by contrast, the London commut-
ers living on leafy, sinuous crescents have
stuckwith the Conservatives.

The same pattern is evident in constitu-
encies along the east coast and the Thames
estuary; many, such asThurrock, Great Yar-
mouth and Dover, are Tory-held marginals
on Labour’s target list. The results of May
22nd suggest that the potential UKIP vote
there—grey-haired, white-skinned and
blue-collared—could be big enough to
deny the Tories such seats; either by split-
ting the right and letting Labour in or per-
haps even handing them to Mr Farage.

But will those who voted UKIP stick

cil seats. Ashen-faced, the party’s leader,
Nick Clegg, called the results “gutting and
heartbreaking”. His position improved
only slightly when on May 28th it tran-
spired thata hostile Lib Dem peer, Lord Oa-
keshott, had attempted to destabilise Mr
Cleggso cack-handedlyas to force his main
rival, Vince Cable, into a show ofsupport.

David Cameron came out best among
Westminster’s leaders. Having spent
months bracing the Conservative Party for
a terrible result, the prime minister faced
little criticism over the party’s numbers,
which were poor, but no worse than ex-
pected. In the long term, however, he has
most to fear from UKIP. Although it took
votes from all the main parties, and in-
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The people’s army
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2 with the party? In Lord Ashcroft’s poll only
51% said theywould. Even that could be op-
timistic: in the European election in 2009 it
won 16.5% ofvotes, but in the words of one
UKIP source “buggered off to the pub” af-
terwards and slumped to 3.1% in the 2010
general election. UKIP’s membership actu-
ally fell between the two votes (see chart
on previous page).

In response its executive drew up a five-
year plan to professionalise the party in
time for 2015. Membership has since more
than doubled and is now on track to over-
take that of the Lib Dems. UKIP’s addition-
al European seats could also mean a sharp-
er media operation (MEPs have generous
budgets). And stafferspredict that its strong
performance should attract fresh donors. 

Whether the plan will work is open to
question. Turnout in the European and lo-
cal votes was low, at about a third of the
electorate. In general elections it is usually
twice that, which should benefit the main-
stream parties. The economic recovery

should also help them (see next article).
And UKIP’s recent campaigns have been
strewn with racist gaffes and chaos—in-
cluding a carnival in south London that de-
scended into a slanging match. The party
has few firm policies beyond leaving the
EU and cutting immigration. 

What is now indisputable, however, is
that UKIP is not just another protest outfit.
It could soon be Britain’s third-largestparty
by members—a crucial measure of its abili-
ty to do the envelope-stuffing and door-
knocking that helps decide first-past-the-
post elections. And in Mr Farage it has easi-
ly the most popular leader in British poli-
tics. Celebrating his European success in a
hotel on May 25th, the UKIP boss ran into a
tipsy wedding party. “Let’s start a civil
war,” cried one reveller, before another led
the group in a football-style chant of
“There’sonlyone Nigel Farage”. It encapsu-
lated the moment: cheerily off-key, brash
and enamoured of its leader, UKIP’s peo-
ple’s army is on the march.7

THE rule of thumb across Europe is that
protest parties thrive where economies

are weakest. In bustling Germany main-
stream parties dominate; in anaemic
France support for the National Front is
blooming. It is a pattern that gives moder-
ate types hope: when the economy recov-
ers, protests should fade. Yet Britain seems
to buck the trend. The UK Independence
Party (UKIP) romped through at local and
European polls held on May 22nd, even
though GDP is growing at 3.2% a year, level-
pegging with Germany. If UKIP can thrive
in an economy that is doing well, perhaps
it is here to stay?

To find out if UKIP is really an outlier,
start by binning the top-line economic in-
dicators. The simplest adjustment is to
look at GDP per person. After stripping out
inflation, Britain’s performance over the
past sixyears isbehind even drearyFrance.
From an individual voter’s perspective, the
country’s economic momentum is on a
par with crisis-ravaged Spain or Ireland,
not with Germany (see first chart). Across
the country, Britons are poorer than they
were seven years ago.

Drilling into data at the finest local level
helps too. The Office for National Statistics
(ONS) recently published the first cut of its
national survey of pay in 2013. It shows
that large chunks ofthe country have yet to
feel the benefit of the recovery. In North

East Lincolnshire and Great Yarmouth, me-
dian pay is down by 6% or more over the
past year. Workers’ wage packets in Maid-
stone and Dartford, in Kent, shrank by 4%.
These are all areas where UKIP has in-
creased its share of the vote. Overall, the
party has done well in areas where work-
ers are faring worst. 

Fora growingnumberofBritons, wages
do not matter. The baby-boomers are retir-
ing. They are a wealthy lot: a recent ONS

survey shows that 61% of those over 65
have wealth of £250,000 or more. Much of
this takes the form of the £1.4 trillion ($2.4
trillion) in deposits in Britain’s banks, or
£3.6 billion in pension wealth, often invest-

ed in bonds. With interest rates pinned to
the floor for five years, inflation has eroded
the value of these savings. Many of the
grey haired squirrels are hawkish, having
gained little from the recovery the chancel-
lor, George Osborne, has engineered. Low
rates help explain why UKIP is hoovering
up the granny vote. 

Yet things are changing, and not in
UKIP’s favour. First, Britain’s recovery,
which for two years has relied on house-
hold consumption, is broadening. Busi-
ness investment is growing at 8.7% a year,
and has risen in each of the past five quar-
ters, the longest positive expansion since
1998. This could signal an important shift.
Investment tends to boost productivity,
and since firms that make and sell more
can afford to pay higher wages, pay and
productivity track one another closely (see
second chart). With investment growing
steadily, sustained pay rises could follow.

There are even signs that Mr Osborne’s
much mocked “march ofthe makers” is be-
ginning. The manufacturing sector ex-
panded at an annual rate of nearly 6% ac-
cording to the latest data. A survey of 800
small firms released on May 28th conduct-
ed by the ManufacturingAdvisory Service,
an industry body, finds a sector in rude
health: 61% of firms reported increased
sales in the last six months, with 54% look-
ing for new staff. Many of these makers are
in the Midlands, where UKIP has been
gaining ground.

This news is not just good for workers.
Manufacturing is a small sector, account-
ing for 10% of GDP, but a productive one.
With average weekly pay of £540, it is a
more lucrative sector to toil in than ser-
vices (the average wage in shops is £300 a
week). Ifwages continue to strengthen, the
Bank of England will nudge interest rates
up before next year’s election. That will be
a fillip to savers, warming another chunk
of the electorate to the Conservative chan-
cellor. UKIP’s success, like that of its peers
on the continent, depends on economic
grumbles. Unlike in Italy and France those
complaints looklikely to fade soon. Mr Far-
age should enjoy the fun while it lasts: 2015
could be Mr Osborne’s year.7

UKIP and the economy
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WhyUKIP should fret about Britain’s broadening recovery

Close companions

Source: ONS

% change on a year earlier

2005 06 07 08 09 10 11 12 13

6

4

2

0

2

4

+

–

Output per worker Real wages

Muddling along

Source: Eurostat

GDP per person, 2007=100

85

90

95

100

105

2007 08 09 10 11 12 13

Spain

France

Britain

Ireland

Italy

Germany

  



52 Britain The Economist May 31st 2014

SOME supporters of Ed Miliband think the significance of the
Labour Party leader’s recent defeat by a bacon sandwich has

been overplayed. They acknowledge that footage of Britain’s
would-be leader gagging on a dry white crust, while campaign-
ing in a workman’s café, wasunfortunate. “But forgoodness sake,
it was only a sandwich!” says one indignant Labour front-
bencher. Fair enough—and the glistening Brighton shingle on
which Neil Kinnockwas upended in 1983, after failing to escape a
wave, was only a beach.

Mr Kinnock led Labour for almost a decade after that embar-
rassment. Yet it remains one of the defining images ofhis vainglo-
rious and ultimately unsuccessful tenure. There is a risk that Mr
Miliband will be similarly remembered for the ill-advised break-
fast he had, in the end, to pass to a more sandwich-capable aide.
Polls have long suggested that most Britons consider him a bit
“weird”; the greasy-spoon debacle speaks to a more damaging
view, that Bagehot often hears, which is that they also consider
him a loser. That way lies the political doom of a man who is, de-
spite Labour’s recent poor showing in local and European elec-
tions, still the bookies’ favourite to be Britain’s next prime minis-
ter. In the light of the UK Independence Party’s attack on
mainstream politicians, this is an alarming contradiction. Mr Mi-
liband is perhaps the most reviled British politician ever to have
had such a strong chance of winning power—how Nigel Farage,
UKIP’s jackanapes leader, must hope he does.

Mr Miliband claims to be satisfied with Labour’s poll results;
his supporters are not. In the local elections the party was badly
damaged by UKIP, costing it several councils, including in the Es-
sex bellwether constituency ofThurrock. This was offset by gains
against the Conservatives, especially in London. But the party’s
European result was awful. Having expected victory it was
trounced by UKIP and won only one seat more than the Tories,
Britain’s governing party, which has been hurt most by UKIP but
nonetheless held up better than had been expected. And it could
have been a lot worse for Labour—without another last-ditch
gush of London votes, it would probably have come third. At a
meeting of Labour MPs on June 2nd, one predicts, Mr Miliband
can expect a “God-awful row”.

He will respond by pointing to the fact that, despite this set-

back, Labour remains well placed to bounce back to power after
only one term in opposition, a rare achievement. But that is to
confuse electoral happenstance with earned reward. Labour’s
advantage owes most to reasons—including the rise of UKIP,
which hassplit the right-wingvote—thatare notmerely no thanks
to Mr Miliband but also symptoms of the shifting political land-
scape he now fears. A plausible national leader would stand
against the tumult by claiming the centre ground on which every
Westminster majority for two decades has been built. Mr Mili-
band is trying to surf it, by relying on his core vote to squeak him
to power in a fractured field. If that works, as it may, the resulting
government would be weak, unprepared for the compromises of
power and led by a reviled politician lacking a mandate for the
big changes to British capitalism that Mr Miliband has promised.

A greater consolation for Mr Miliband lies in the fact that his
sliding fortunes are not, as his most vitriolic critics claim, the pro-
duct of his perceived oddity. Margaret Thatcher and Tony Blair,
the only opposition leaders to win majorities for 35 years, were
hardly normal. His problems are political and therefore, in the-
ory, possible to put right.

The big one, as has long been evident, is that Labour is not
trusted to run the economy. This was always going to be difficult
to fix, given how squarely the party is blamed for Britain’s long
slump and the cuts that have attended it. But MrMiliband and his
economic spokesman, Ed Balls, seem hardly to have tried. To pla-
cate their core voters they have attacked spending cuts that most
Britons consider necessary and which they would probably not
reverse. Meanwhile Mr Miliband has sought to distract attention
from this weakness by promising various grandstanding mea-
sures to ease household budgets, including by capping energy
bills and breaking up banks. These are, at least, popular ideas. But
as few Britons think Mr Miliband could fulfil his promises they
did little for his reputation even before the economy’s return to
growth promised more plausible relief. This is where Mr Mili-
band’s personal and political frailties coincide: Labour’s eco-
nomic position is as hapless as his sandwich-eating.

Exit, defined by a butty?
Mr Miliband needs to do as the Swedish Social Democrats he so
admires are now doing—pledge fiscal responsibility relentlessly.
But he must also—not least to stifle the Tory derision this would
elicit—craft a more positive message. The Labour leader is a sym-
pathetic figure; when he expresses concern for struggling Britons,
few doubt he means it. But there are millions of Britons who
would rather see themselves as agents of their own prosperity
than victims ofpredatory fat cats. These are the aspirational mid-
dle classes, the politically indispensable stuff of Thatcher’s and
MrBlair’smajorities, and MrMiliband hashardlyanything to say
to them. At the least, he must learn the language of growth, hope
and opportunity they crave to hear.

That is a tough ask, less than a year before a general election,
and the UKIP threat has probably made it harder. Labour’s lead-
ers are rattled by it. Some, including Mr Balls, want tougher lines
on immigration and the European Union—which MrMiliband, to
his credit, has resisted. There is not much that he, a Europhile son
of immigrants, can credibly promise on these issues. Yet the pres-
sure to appeal to angry Labour voters, instead of inspiring a
broader hope, will not dissipate. It is a painfully unwelcome dis-
traction for an amiable but underwhelming prime-ministerial
hopeful, with little time and an awful lot to do.7
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The LabourParty’s leader, and favourite to win the next election, has had a rotten few weeks
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FATHER, mother and two children:
surely the perfect family size. For those

concerned, it is neither too big nor too
small. For the national economy, it ensures
that two new workers will replace the par-
ents in the labourforce. And eventually the
children will have children of their own
and keep the population stable.

For that happy state to be achieved, the
“total fertility rate” (a measure used by de-
mographers for the number of children a
woman is likely to have during her child-
bearing years) needs to be above two:
around 2.1 in the rich world and more in
poorer countries, because some children,
particularly in the developing world, die
before adulthood. For many years the Un-
ited Nations’ population forecasts—the
gold standard in the demography busi-
ness—have assumed that, in the long run,
fertility the world over would converge on
the replacement level and populations
would stabilise. But fertility rates every-
where have been declining for decades.
Even in Africa, where large families are still
the norm, the number of children per
woman in 2010-15 is forecast to fall to 4.7,
compared with 5.7 in 1990-95. Global aver-
age fertility is already down to about 2.5. 

In a growing number of countries the
fertility rate has now fallen below replace-
ment level (see map). In China it is around
1.5 (though official figures put it slightly
higher) because of the one-child policy in
force since the 1970s, which has also
messed up the balance between boys and
girls. For Europe as a whole it is 1.6, and

does not even run to statutory maternity
leave, which is standard in rich countries.

But is a fertility rate at replacement level
the right target? In a recent study Erich
Striessnig and Wolfgang Lutz, of the Vien-
na University of Economics and Business
and the International Institute for Applied
SystemsAnalysis in Laxenburg, Austria, ar-
gue that in predicting dependency ratios
(the number of children and pensioners
compared with people of working age),
education should also be taken into ac-
count. And that makes optimal rates much
lower than previously thought. 

Not everyone of working age contrib-
utes equally to supporting the dependent
population. Better-educated people are
more productive and healthier, retire later
and live longer. Education levels in most
places have been rising and are likely to
continue to do so. Usingprojectionsby age,
sexand level ofeducation for195 countries,
the demographers conclude that the high-
est welfare would follow from long-term
fertility rates of1.5-1.8. That excludes the ef-
fects ofmigration: for countries with many
immigrants, the figure would be lower. 

Educating more people to a higher level
will be expensive, both because of the di-
rect costs and because the better-educated
start work later. But they will contribute
more to the economy throughout their
working lives and retire later, so the invest-
ment will pay off. Moreover, fewer people
will help limit future climate change.

All this suggests that worries about fall-
ing populations are better addressed by
education than by baby bonuses or tax
breaks. But population policies are not all
about rational economics: the world pays
more attention to populous countries with
sizeable armies than small ones without
them. And countries that feel under threat
tend to look for safety in numbers. It is no
accident that, almost alone among devel-
oped countries, Israel has a fertility rate
well above replacement level, at 2.9.7

well below that in several southern and
eastern countries. In Japan fertility has
been declining for decades, to 1.4 now, and
the population is already shrinking. South
Korea, at 1.3, has the lowest rate of any big
country. Numbers are also slipping below
replacement level in less wealthy South-
East Asia. Quite soon half the world’s peo-
ple will live in countries where the popula-
tion is no longer reproducing itself. 

This worries governments, because
fewer babies mean fewer workers later on,
and as people are living longer, they will
have to support a growing number of pen-
sioners. Many are trying to persuade cou-
ples to be more fruitful. The UN reckons
that last year two-thirds of the countries in
more developed regions had policies to
raise fertility, compared with one-third in
1996. Most are in Europe, but in Asia too
such measures are on the rise. They range
from tax incentives and child benefits to
better child-care provision and making it
easier for women both to have children
and to work. 

In some places such policies seem to
have had some impact: France and the
Nordic countries, which have long had
them, have near-replacement fertility lev-
els as well as lots of mothers who hold
down jobs. But Germany combines gener-
ous maternity leave with one of the lowest
fertility levels in Europe (1.4), and its popu-
lation is dropping. Conversely, in America
the fertility rate hasperked up to close to re-
placement level, although public policy
does little to encourage motherhood. It

Demography

Quality time

Whyshrinking populations maybe no bad thing
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Fridge ownership

Cool developments

BEFORE pooling savings from her
extended family to buy a refrigerator,

Sheela Naik, who earns $80 a month as a
housemaid on the outskirts ofGoa, had
to shop daily at market stalls and try to
cook just the right amount for her house-
hold of ten each night. After serving meat
or fish at family get-togethers, she would
askneighbours with fridges to store the
leftovers. “They would help but still
make a face,” she says. Now she shops
weekly at a bigger market and cooks
several meals at a time. Her fridge holds
leftover carrots, beans and tomatoes, as
well as her invalid mother-in-law’s medi-
cine. The freezer has halfa kilo of macker-
el bought at a discount.

Fridges are transforming women’s
lives in India and other emerging mar-
kets, just as they did in developed coun-
tries decades ago. They are next on fam-
ilies’ wishlists after mobile phones and
televisions, usually becoming affordable
when household incomes pass around
$3,000 a year. Take-up is swifter in places
that are urbanising fast. According to

Euromonitor, a research firm, ownership
in China has leapt from 24% in 1994 to
88% today, whereas in Peru, which has
similar GDP per head but is more rural, it
is still only 45%. In India 27% ofhouse-
holds own a fridge, a share that Tassos
Stassopoulos ofAllianceBernstein, a
fund manager, thinks could double in
less than a decade. 

Fridges can be a source of income:
SELFINA, a microlender, leases them to
women in Tanzania, who can then sell
milkand yogurt locally and store pro-
duce from nearby farms for wider dis-
tribution. They improve health by cutting
food contamination and allowing fam-
ilies to add high-protein foods to a diet of
grains and vegetables. In places where
fortified cereals are unavailable, the
World Health Organisation recommends
that toddlers eat food from animal
sources daily. Many poor mothers could
afford to buy meat relatively often, but
cannot find cuts small enough; with
fridges they can store larger portions and
use only a bit at a time. 

White-goods manufacturers are work-
ing out how to sell fridges where electri-
city supply is unreliable. “Power Cut
EverCool” models from LG, a Korean
firm, have a built-in battery and can stay
cool for seven hours without power.
Food retailers are gearing up to profit
from refrigeration, too. 

The poorest owners use fridges to
store essentials such as fruit, vegetables
and cooking sauces, says Mr Stassopou-
los, who has poked around kitchens in a
dozen countries. Middle-class people
stocksweet, fatty and alcoholic indul-
gences; the rich add health foods. That
suggests what will sell well in future:
beer, chocolate and ice-cream in China;
low-fat yogurt and fruit juice in Brazil.
Demand for dairy products in India
could rise tenfold in a decade, creating a
modern dairy industry in the process. 

GOA

Howchilled food is changing lives

Fresher food around the corner

EARLIER this month the Swiss voted on
whether to introduce the world’s high-

est minimum wage, a hefty 22 Swiss francs
($25) an hour. Though they dismissed the
plans by three to one, leaving their country
without a national pay floor, it was part of
a trend. Several rich countries are seeing
pushes to introduce minimum wages, or to
boost those already on the books. Only the
more cautious are likely to succeed.

Germany’s Social Democrats recently
insisted on a national minimum of €8.50
($15) as part of their coalition deal with An-
gela Merkel’s Christian Democrats, rather
than leaving unions and employers to set-
tle minimum rates by sector. Die Welt, a
conservative German newspaper, lam-
basted the policy as a “populist undertak-
ing”. But more than three-quarters of Ger-
mans support it, despite heated argument
about the impact on jobs. 

Britain’s minimum wage, introduced in
1999, now stands at £6.31 ($10.50) an hour
for over-21s. The ruling Conservatives,
who had initially opposed it, now restrict
themselves to haggling over its level. The
opposition Labour leader, Ed Miliband,
has said that boosting it by more than the
rise in average wages will be in his party’s
election manifesto next year. That could
mean ignoring the recommendations of
the Low Pay Commission, an independent
body that advises the government and has
guarded against excessive increases. 

America has had a (low) federal mini-
mum wage since 1938. Even so, there is less
consensus about government-mandated
pay rates, perhaps because politicians set
them, meaning changes are rare, large and
disruptive. In April Republicans in the Sen-
ate blocked a Democratic attempt to raise
the federal floor from $7.25 an hour to
$10.10, arguing that it would price the low-
skilled out of work. But a Quinnipiac poll
found that three-quarters of voters sup-
ported a rise, and half of Republicans,
though generally to a lower hourly rate.

The main reason for the new activism
in places with flexible labour markets, like
America and Britain, is anger about pay
soaring at the top and stagnating for every-
one else. Setting a reasonably generous
pay floor is seen as a good way of ensuring
that nobody who works falls too far be-
hind. In Germany and Switzerland, that
task was traditionally carried out through
collective bargaining. But in recent years
unionsand left-leaningpoliticianshave ac-
cepted flexible pay and conditions to stop

jobs shifting to Asia and eastern Europe. 
The result has been a switch of focus to

raising incomes at the bottom, says Gavin
Kelly of Resolution Foundation, a London-
based think-tank. Technological change
and the spread of freelancing have further
weakened unions’ power, and left them
looking for causes with which to attract
public support and younger members.

The next wave of activism is likely to
come not from national governments, but
from cities, districts and sensitive sectors
of the economy. Sea Tac, a suburb of Seat-

tle, introduced a $15 hourly minimum in
January. Later this year Los Angeles plans a
council vote on whether to mandate a rate
of $15.37 for hotel workers. San Francisco
has raised its threshold to $10.50; lawmak-
ers in Chicago want to hold an advisory ref-
erendum on a $10 rate in the mid-term elec-
tions in November. In Britain Mr Miliband
has mused that government contracts
should be reserved forfirms that pay a “liv-
ing wage” significantly higher than the
minimum. Such measures may turn out to
be stages in a long campaign.7

Pay activism

The new
minimalism

Campaigns to set payfloors are
spreading, though not all will succeed
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ON A Friday evening in Onitsha, as the
beermarket is closing, a man carefully

straps sixcases ofHero lagerand two cases
of Pepsi to the pannier of his moped. An-
other rolls away his purchases by wheel-
barrow. Coaches parked nearby will soon
be filled with day-trippers and their cases
of booze. Each day a vast quantity of beer
is sold from this closely packed warren of
stores. It is part of a sprawl of specialist
markets in the city, a commercial hub on
the Niger river, which draws in traders
from across southern Nigeria. 

It was the bustle of Onitsha that per-
suaded SABMiller, the world’s second-larg-
est beer company, to set up a brewery here.
The market takes a slice of SAB’s local pro-
duction and sells it on to small traders who
are otherwise hard to reach. The company
had been late in coming to Nigeria. First it
acquired a rundown brewery in Port Har-
court in 2009 and then another in Ilesha
before it built a brand-new plant in Onit-
sha in 2012. Already, its capacity is being in-
creased, to slake locals’ ever-growingthirst. 

Nigeria is Africa’s largest economy and
its largest beer market after the country
where SAB (South African Breweries) was
founded in 1895. The firm moved its main
stockmarket listing to London in 1999 and a
few years later it acquired Miller, a big
American brewer, in a deal that gave the re-
named SABMiller global scale and reach. It
now operates in 75 countries, but in recent

was about fixing the companies,” says
Mark Bowman, boss of SAB’s Africa divi-
sion. With repairs and sounder manage-
ment, the thinkingwent, theyought to turn
a decent profit.

In fact the investments turned out to be
shrewder than anyone could have expect-
ed. Within a few years Africa’s economies
began to expand quickly, in partbecause of
Chinese demand for the continent’s abun-
dant raw materials. GDP grew at an aver-
age annual rate of over 5% in the decade
after1997. Rising incomes meant more con-
sumers could afford to switch from home
brews to factory-made beer. SAB found it
could not keep up with the burgeoning de-
mand. It ditched its make-do-and-mend
business model and began to invest in
building modern breweries. 

SAB also began looking for fresh territo-
ries to conquer. This was a riskier gambit
than buying rundown breweries on the
cheap. In Africa one company tends to
dominate in each national market: in the
nine largest markets a single firm accounts
for three-quarters of beer sales on average,
according to a report by Rey Wium and An-
thea Alexander of Renaissance Capital, an
investment bank. Scale is needed to defray
the distribution costs: a brewer has to be
able to deliver a low-value but bulky pro-
duct twice a week to remote taverns. Most
deliver soft drinks too (SAB is the leading
bottler of Coca-Cola in Africa). There are
high fixed costs to building a new brewery
in Africa. Water treatment and power add
to the price tag. An entrant has to sell a lot
ofbeer just to breakeven. 

SAB first looked at setting up in franco-
phone West Africa but opted instead for an
alliance with Castel, which was estab-
lished there. In 1998 SAB entered Kenya,
building a brand-new brewery, only to re-
treat a few years later after it had been out-

years it has found that its fastest-growing
and most promising market is the conti-
nent of its birth (see chart1). 

SAB has operations in 15 African coun-
tries and a stake in 21others through its alli-
ance (bolstered by cross-shareholdings)
with Castel, a French drinks firm. Its beer
has been brewed in Zimbabwe for more
than a century and it has had operations in
Angola and Botswana since the 1970s. But
its presence on the continent was only real-
ly felt in the mid-1990s when it snapped up
newly privatised breweries in Mozam-
bique, Ghana, Uganda, Zambia and Tanza-
nia. This was not a grand strategic gamble
on African growth: the continent’s econo-
mies were then in a funk. “At this stage it

SABMiller in Africa

The beer frontier

KITWE AND ONITSHA

A long-established African firm went global, only to find the fastest-growing
market was on its doorstep 
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2 muscled by East African Breweries, a local
outfit in which Diageo, a big British drinks
company, has a majority share. It invested
in South Sudan even before its formal in-
dependence from Sudan in 2011. The goal
was to establish its brand there before any-
one else could enter. At first things went
well. But the government soon split into
factions. Lager sales fell by a quarter last
year, amid political violence. 

Nigeria, in contrast, is one of SAB’s fast-
est-growing ventures. Stung by its experi-
ence in Kenya, the firm had initially been
wary of entering a market where it faced
not one but two big incumbents—Guin-
ness, owned by Diageo, and Nigerian
Breweries, owned by Heineken, a Dutch
giant which also has ambitions to refresh
all parts of Africa. This time it was careful
to avoid a head-on clash with its rivals. It
kept out of Lagos, the country’s commer-
cial capital. (Costs are also higher there.)
“We are a regional player,” insists Simon
Harvey, head ofSAB’s Nigerian businesses.
It treats its three breweries there as sepa-
rate entities. Each has its own brands. 

A new beer was developed just for
Onitsha. Nigerians like larger-than-life
names: the country’s leading brand is
called Star; SAB named its beer Hero. Its
label features the rising sun, an icon of the
local Igbo people. SAB uses such symbol-
ism in other African markets to give its
beers a local identity. “People badge them-
selves with beer,” says Alan Clark, the
company’s overall boss. “It has an emo-
tional content.” The firm’s brand in Zam-
bia is Mosi, the local name for Victoria
Falls; the label depicts the frothing water-
fall. In Tanzania its best-selling beer is Kili-
manjaro. Each ale has a distinct taste. Hero
is brewed with fewer hops than a Euro-
pean lager. This gives it a less bitter, more
refreshing taste that is suitable for a hot cli-
mate. It also makes the beer more “session-
able”: people can drinkmore of it. 

A push to make factory-made beer
more affordable is an important part of
SAB’s strategyon the continent. An average
consumer works for 2-6 hours to earn
enough to buy half a litre, compared with
17 minutes in America (see chart 2). Hero is
priced competitively. A 650ml bottle costs
150 naira ($1), around 25% cheaper than a
bottle of Star. But the bulk of the African
market is further down the income scale.
Two-thirds or more of all the alcohol con-
sumed in Africa is supplied not by big
breweries or distillers but by home-brew-
ers and bootleggers. Their output varies
from the merely drinkable to the toxic: a
dud batch of home-brewed spirit recently
claimed around 100 lives in Kenya. The
market is nevertheless vast and SAB

worked on a way to tap it, in a modest cor-
ner of its empire at Kitwe, in Zambia’s cop-
per belt. 

Zambia is the home of chibuku beer. It
was developed in the 1950s by Max Hein-

rich, a German, who had the idea of mak-
ing the indigenous home-brew on a com-
mercial scale. His business passed through
many hands before SAB acquired it in 1999.

The brewing process at Kitwe has not
changed much in half a century. Maize is
ground and mixed by hand with cold wa-
ter in a giant tub. The mix is then sucked
into two pressure-cooker towers that look
like spaceships from a 1950s sci-fi movie.
The steam quickly turns starch into sugar.
The mix is strained and cooled. Yeast is
added to turn the sugar to alcohol. Within
a few hours the brew is poured into one-li-
tre cartons. It continues to ferment in them,
and must be sold and drunk within a few
days, before it goes sour. The beer has the
consistency and colour of a watery por-
ridge. The SAB brand is called Shake Shake
because the carton has to be shaken before
each sip to disperse the sediment. 

SAB had until recently seen chibuku as

a sunset business because of the competi-
tion from informal brewers who pay no
tax. But Shake Shake is now sold in 11coun-
tries and is the main weapon in the firm’s
battle to capture the bottom end of the
market. A litre sells for half the price of the
main local brands, such as Hero or Mosi.
Faster sales of chibuku have helped to
cushion the blow of a big fall in lager sales
in Zimbabwe, where money is tight. SAB

has developed an upscale version at Kitwe
called Chibuku Super, which comes in a
plastic bottle and has a shelf life of several
weeks. The firm also offers economy-
brand lagers made from cassava or sor-
ghum that attract a lower rate of duty from
governments that want to support local
farmers. SAB’s premium lagers, such as Pe-
roni and Castle Lite, complete the range.

What might otherconsumerfirms look-
ing to Africa learn from SAB? It is not an
easy place to do business and the results
are not uniform. Lager sales are booming
in Nigeria and Ghana but shrinking in Zim-
babwe and South Sudan. And there are
few reliable sources of business informa-
tion: firms have to learn as they go along. 

South African businessfolk have a
phrase for it: paying your school fees. The
first year in a new African market almost
never goes to plan, says Mr Bowman.
“You’ve got to persist through the school-
fees stage and not lose your nerve,” he
says. It takes a while to workout how to get
lorry licences for each state in Nigeria; how
to deliver beer to remote taverns in Ugan-
da; or how to transport imported malt
from Mombasa, a port in Kenya, to Juba in
South Sudan. Local managers are trusted
to do what best fits local conditions, says
Mr Bowman. There is no recipe for success
but persistence clearly matters. “The mod-
el is that we stick it out.” 7

2Working up a thirst

Source: SABMiller

Hours worked to buy a 500ml beer
By average worker, 2013-14
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SQUEEZING and cooling gas until it be-
comes a liquid, and then shipping it by

tanker, is inherently costlier than sending it
down a pipeline. But 50 years since the first
shipment left Algeria, liquefied natural gas
(LNG) is no longer exotic, complicated or
marginal. For the past two years the global
LNG trade has been in a flat spot, with little
new supply. But on May 25th Exxon Mobil
said it had shipped its first cargo from a $19
billion project in Papua New Guinea (pic-
tured on the next page), the first in a wave
of new LNG supplies that are about to
come to market. 

Projects under way mean that by 2018
over a third more LNG capacity will come
onstream—the equivalent of China’s cur-
rent consumption of LNG and piped gas
combined. By 2025 capacity could double,
reckons EY, a consulting firm. Australia has
seven projects under construction, which
will together supply 80 billion cubic me-
tres (bcm) a year, which is more than Ger-
many’s entire current consumption of gas.
Australia should become the largest LNG

exporter after Qatar by 2016. Although
piped gas is set to grow too, LNG’s share of
the world’s gas supply is likely to rise from 

Liquefied natural gas

Bubbling up

An international gas market is developing. Buyers will gain more than sellers
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2 around 15-20% now to as much as 30% ifall
the projects being planned come to fru-
ition, says Dirk van Slooten of the Interna-
tional Gas Union (IGU), an industry body. 

Some existing exporters are raising pro-
duction. Russia, which supplies just under
5% of the world LNG market from Sakhalin
in the far east, aims to have 20% by 2030.
Following a Kremlin decision last year to
liberalise LNG exports, Total, a French ener-
gy company, and its Russian partner Nova-
tek agreed in December to invest $27 bil-
lion in the Yamal project in the Arctic.

As recently as 2008 America was ex-
pecting to become a large gas importer.
Now, thanks to the shale-gas boom, the
LNG infrastructure built for import is being
rejigged for export. The first big terminal, at
Sabine Pass in Louisiana, will start ship-
ping gas by early 2016. Four more have also
been given permission to start shipments.
American LNG exports could be as much
as 75bcm by 2018.

Capacity in LNG shipping is rising too,
with 16 new giant tankers entering the glo-
bal fleet in 2013, and another 31 due for de-
livery this year. The IGU forecasts a “deep
softening” of the cost ofshipping LNG. 

Along with new supply comes new de-
mand. The number of countries with LNG

import facilities is expected to rise to 50 by
2020 from 29 now. Israel, Singapore and
Malaysia opened new terminals in 2013. 

Some of the new demand comes in
countries which used to sell gas, not con-
sume it. Egypt has stopped exporting LNG

in order to keep domestic supply plentiful
and cheap. Gas consumption is rising fast
in Indonesia and Algeria, once seen as de-
pendable exporters. 

Global LNG demand by 2030 could be
almost double that of2012, reckons EY. The
main reason is its growing use for power
generation, chiefly in Asia. But new ways
of using LNG are multiplying, notably in
transport. For shipping, it is cleaner than
heavy fuel oil, which is increasingly run-
ning into environmental restrictions. Al-
ready, 50 Norwegian vessels use LNG with
hundreds more being built that use the
fuel. Poland expects that 500 or more will
be plying the Baltic in the next five years.
“When people are confident ofprice, it can
move very quickly,” says Egil Rensvik, a
Norwegian official in Singapore who pro-
motes the technology in the region. 

Going global
Now, investors are scrambling to put mon-
ey into LNG. Having only just spent $1.7 bil-
lion on its new terminal, Singapore, which
has ambitions to become a regional gas-
trading hub, is already planning a second.
Shell is building the world’s largest ship,
the Prelude, at an estimated cost of $12 bil-
lion, to serve as a floating terminal off the
Australian coast (seawater is a handy cool-
ant in the liquefaction process). 

The beginning of a genuinely global

market in LNG is a transformation similar
to what happened with oil. It was also
once a tightly controlled commodity
traded in mainly regional markets, until
the advent of the supertanker in the 1960s. 

In the past, the huge capital and run-
ningcosts involved in LNG have hampered
the market’s growth. It is bought and sold
mainly on long-term contracts, broadly
tied to the oil price. Though spot trades
have more than doubled their share of the
LNG market since 2000, to 27%, there is still
no single global price: Asian LNG is costly,
reflecting China’s eagerness to cut coal use
(to spare its citizens’ lungs). Japan has been
buying LNG in record amounts to keep the
power on amid the post-Fukushima nuc-
lear shutdown. European prices are lower
(a result of the dash to coal and plentiful
Russian and Norwegian pipeline gas). And
American LNG is cheaper still, since it pro-
duces so much and as yet exports so little. 

Some of those factors may change. LNG

demand could fall if Japan restarts some
nuclear plants. And China’s new deal to
buy 38bcm a year ofpipeline gas from Rus-
sia could blunt its appetite for costly LNG

from the Middle East. But Europe may
want more LNG ifRussian supplies are cut. 

However demand develops, technol-
ogy is likely to cut costs and increase sup-
ply. LNG hasyet to see the attention that en-
gineers have bestowed on other parts of
the energy industry. Already GE, an Ameri-
can giant, has developed new electric-
powered liquefaction machines which are
farmore efficient than the existing, turbine-
based ones, at a tenth of the cost. Cryostar,
a French company, makes small-scale liq-
uefaction plants to turn biogas into LNG.
Such projects involve only modest quanti-

ties—but if small and inconveniently locat-
ed amounts of gas (either fossil or ferment-
ed) could be liquefied cheaply, it would
increase competition and increase liquid-
ity in the global LNG market.

Outside America, LNG trading is still
opaque and inefficient. Only Angola sells
its LNG directly into the spot market. Singa-
pore is consideringa futures market and Ja-
pan has tried to start one. But experience in
Europe suggests that it takes years for such
exchanges to make a difference. A fully liq-
uid global market would need not just
more volume. Governments would have
to liberalise their markets a lot more, and
suppliers would have to bin “final destina-
tion clauses” (which hamper re-exports). 

LNG may always be an odd market be-
cause of the costs and distances involved,
but with each new buyerand seller it is get-
ting more efficient, notes Andrew Morris
of Poyry, a consulting firm. International
energy companies will have more room
for swaps and other trades. Price discovery
and transparency are improving. 

The biggest gainers of all will be con-
sumers in countries dependent on single
suppliers. Lithuania, which is struggling to
free itselffrom overpriced Russian pipeline
gas, has bought a floating regasification ter-
minal, the Independence, ata costof$330m.
Jaroslav Neverovic, the energy minister,
says it is treated as part of his country’s
pipeline grid: even if it is not used, it pays
its way with bargaining power. It starts op-
erating only in December. But Russia has
already offered a 20% price cut. 7

The first LNG from PNG 

WESTERN fashion models have long
been in high demand for catwalk

shows and photo shoots in Shanghai and
Beijing. However, dozens of them were
rounded up recently on alleged visa infrac-
tions and chucked out of the country. Leg-
gybeautiesare not the onlyforeign models
now under threat in China. Unsourced
rumours are swirling ofa forthcoming ban
on state-owned enterprises (SOEs) buying
Cisco telecoms equipment and IBM com-
puter servers. This week the Financial
Times reported that American consulting
firms like McKinsey and Bain would be
blocked from working for SOEs.

The American tech firms and consul-
tants appear not to have been informed of
any prohibition. The big SOEs say quietly
that they have not received any written no-
tice to cut off contracts. The state banks are 

American firms in China

Technationalism

SHANGHAI

China uses a cyber-securityrowwith
America to boost national champions
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2 unable to confirm the directive to chuck
out IBM servers.

What is clear is that these rumours are
coming in response to the news that Amer-
ica wants to prosecute five members of
China’s People’s Liberation Army for al-
leged hacking of industrial secrets. This
provoked outrage in China. Edward Snow-
den’s revelations of American hacking of
Chinese targets have persuaded many lo-

cals that the Yanks are hypocrites.
One way to understand this recent flur-

ry of rumours is as a calibrated political
manoeuvre. On this argument, Chinese of-
ficials want to threaten to expel important
American firms so as to force the United
States to reconsider its new cyber-offen-
sive. If America enforces any punitive
sanctions then today’s rumoured bans
will become tomorrow’s official policy.

Chinese officials are also understand-
ably worried that American firms may be
giving their spies backdoor access to snoop
on Chinese targets. The National Develop-
ment and Reform Commission, a power-
ful official body, plans to increase its scruti-
ny of foreign investments on grounds of
national security. The State Internet Infor-
mation Office, another official body, says it
will establish a new vetting process to
judge whether foreign information-tech-
nology products and services are compati-
ble with national security. 

However, there is a clear element of
commercial opportunism, too. Officials
hope to boost national champions, but the
effort risks harming other Chinese firms.
Some champions, like Huawei and Le-
novo, have good products, though their kit
is not yet as sophisticated as American ri-
vals’. Other local firms make lousy knock-
offs that big Chinese businesses would
spurn. Inspur Group, a local maker of serv-
ers, has just unveiled an “IBM to Inspur”
sales initiative. A new, confirmed ban on
government purchases of Windows 8, the
latest operating system from Microsoft,
will merely encourage SOEs to use illicit
copies. Technationalism is on the rise, and
the risk is that both sides will lose out. 7

Driverless cars

In the self-driving seat

TO GOOGLE is now in broad usage as
a verb for retrieving information from

the internet. If the tech giant has its way,
“I Googled” will become a standard reply
to the question, “How did you get here?”
On May 28th Google said it would build
100 prototype driverless cars devoid of
pedals, steering wheel or controls save an
on/offswitch. It is the next stage in its
apparent quest to be as ubiquitous on the
road as on computer screens.

People have dreamed about driverless
motoring since at least the 1930s, but only
in recent years have carmakers such as
Mercedes-Benz and Volvo given the
matter more thought, kitting out test cars
with the sensors and sophisticated soft-
ware required to negotiate busy roads.
Google has roared ahead by designing a
driverless car from the ground up.

But bringing autonomous motoring to
the world is proving harder than Google
had envisaged. It once promised it by
2017. Now it does not see production
models coming out before 2020. The
technology is far advanced, but needs
shrinking in size and cost—Google’s
current test cars, retrofitted Toyota and
Lexus models, are said to be packed with
$80,000-worth ofequipment.

Google’s latest efforts may have as
much to do with convincing the public
and lawmakers as refining the tech-
nology. The firm stresses the safety ad-
vantages ofcomputers being more likely
than humans to avoid accidents. The cars
will have a top speed of just 25mph and a
front end made ofsoft foam to cushion
unwary pedestrians. The benefits could
indeed be huge. Driving time could be
given over to working, snoozing or
browsing the web. Rather than suffer all
the costs ofowning a car, some people
may prefer to summon a rented one on
their smartphones whenever they need
it. However, the issue of liability in the
event ofa driverless car crashing has yet
to be resolved.

Turning cars into commodities may
not be good news for traditional carmak-
ers. But reinventing motoring as a service
fits neatly with Google’s plans to become
as big in hardware as in software. And
unlike car firms, which talkvaguely of
becoming “mobility providers”, Google
has pots ofcash to make that a reality and
no worries about disrupting its current
business. Google admits it still has “lots
ofwork to do”. But one day Googling to
the shops may be a common activity.

Google is miles ahead of its rivals in the race forautonomous motoring

Not quite as glamorous as “Knight Rider”

WHEN companies should recognise
revenues on their books is one of the

most contentious and consequential is-
sues in the staid profession of accounting.
For simple sales of goods the timing is usu-
ally straightforward, but in the areas ofser-
vices and long-term contracts it gets murky
fast. Companies may manipulate the “top
line” of their accounts—their revenues—
say, by booking sales they are not yet sure
of (to boost their reported profits) or not
booking sales that they are certain of (to
postpone profits, and the taxes on them). 

In Britain the controversy surfaced
again after HP’s takeover of Autonomy in
2011. The American firm later took a big
write-down on its purchase, blaming it in
part on the British software firm having
pumped up its reported revenues by
countingexpected subscription feesas cur-
rent sales (the firm’s founder denied this). 

Revenue recognition is perhaps the big-
gest headache for investors trying to com-
pare companies in different countries. The
GAAP standard used in the United States is
Byzantine, with more than 100 different
protocols for various permutations of tran-

Company accounts

Truthful top lines
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Newglobal rules aim to make it harder
forfirms to fib about theirrevenues
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2 sactions and industries, whereas the IFRS

rules applied in most of the rest of the
world offer only broad guidance.

Following 12 years of consultation, on
May 28th the boards that control the two
accounting systems released a new joint
standard they hope will put these issues to
rest. Scheduled to take effect in 2017, it rep-
resents a neat middle ground, adopting the
IFRS’s principle of one size to fit all indus-
tries, but with GAAP-style clarity. It spells
out how companies will have to break
down sales contracts into their component
obligations and allocate the total value
among them, estimating the worth of any
variable fees they expect, like performance
bonuses. Firms will then recognise the rev-
enue assigned to each individual element
as it is completed.

The biggest impact will be felt in indus-
tries that rely on bundled product-plus-ser-
vice contracts, such as software and tele-
coms. In the 1990s Microsoft was accused
of “cookie-jar accounting”, holding back
revenue so as to recognise it during weak
quarters, to smooth its reported earnings.
The Securities and Exchange Commission
filed an administrative action against the
company that was later settled. Some rival
software firms tookthe opposite approach,
booking all the proceeds from sales imme-
diately, even if they were required to offer
support or upgrades in the future. 

Regulators responded by bringing in
the highly prescriptive accounting stan-
dards that software firms rue to this day,
which make it hard to offer customers tai-
lored packages of discounts and upgrades
without falling foul of the rules. The aboli-
tion of such industry-specific rules should
give software firms more flexibility to ne-
gotiate contracts. Mobile-phone operators
will henceforth book the stand-alone val-
ue of handsets upfront, even when they
are providing these free as part of a bun-
dled contract. Verizon, America’s largest
mobile operator, estimates that under the
new model its wireless division’s reported
profit margin would have been six to nine
percentage points higher in 2011.

For investors in America, the risk of
switching from the rigid “rules-based”
GAAP method to the IFRS’s “principles-
based” approach is that unscrupulous
companies will enjoy more leeway to mis-
lead them. The new system tries to com-
pensate for this flexibility by beefing up
disclosure requirements: footnotes to fi-
nancial statements will have to give de-
tailed information about sales arrange-
ments, so that readers can assess any
questionable judgment calls. 

The creation of a global rule on rev-
enues is the biggest success yet in a de-
cades-long effort to standardise company
accounts worldwide. It may not prevent
the next Enron, but it will make it easier for
investors to judge companies, while help-
ing multinationals cut compliance costs. 7

FOR a firm that ushered in a new era of
holidaymaking, Club Méditerranée’s

roots are humble. In 1950 Gérard Blitz, a
Belgian water-polo champion, pitched 200
tents on a Mallorcan beach. His dream was
to offer bronzed Europeans the chance to
eat and drink, commune with nature and
enjoy vigorous outdoor pursuits. With it,
the “all-inclusive” holiday, combining
lodging, food and drink, was born. 

In time, Club Med upgraded its struc-
tures, from tents to beach huts to hotels. It
also spread to exotic locations like Tahiti
and the Gulf of Guinea. But during the
1990s it fell on hard times. Despite the
firm’s moves upmarket, all-inclusive holi-
days had become a tired concept, associat-
ed in holidaymakers’ minds with tepid
buffets, cheap plonkand austere rooms.

Yet there has recently been a scramble
for control of the company. Last year Fo-
sun, a Chinese conglomerate, and Ardian,
a French private-equity firm, launched a
joint bid to take Club Med private. Some
shareholders objected and went to court,
unsuccessfully, to stop the deal. Now a po-
tential rival bidder—the Bonomi family, an
Italian dynasty—has emerged. The Bono-
mis have been buying shares and were
told this week by France’s stockmarket reg-
ulator, the AMF, that they must decide by

the end of June whether to make a bid. 
The battle points to a resurgence of the

all-inclusive holiday. Even as travel web-
sites and apps have made it ever easier to
book the components of a trip separately,
some cost-conscious holidaymakers have
re-embraced the simplicity that firms such
as Club Med offer. In 2013, 12% of holiday-
makers worldwide booked all-inclusive
deals, up from 8% in 2010, reckons Pho-
CusWright, a market-research firm. In 2011
TUI, a German travel agency, responded by
making its First Choice brand in Britain ex-
clusively all-inclusive, so to speak. This
year it has launched SuneoClub, a global
all-inclusive brand. 

Consumer tastes seem to be diverging.
On the one hand, there is a “growing pref-
erence for authenticity, uniqueness, perso-
nal enrichment, deep cultural context, and
a sense of environmental and social re-
sponsibility in leisure experiences,” writes
Hector Medina of Alvarez & Marsal, a pro-
fessional-services firm, in a recent report.
“These preferences stand at a starkcontrast
to the ‘foreign factory enclave’ experience
typical of [all-inclusive] resorts.” Yet Mr
Medina goes on to note that, with the re-
turn of price-sensitive tourists to the mar-
ket, holidays in which everything is paid
for upfront have become the defining char-
acteristic of many resorts, such as Cancún
in Mexico and Jamaica.

Another reason for their growing popu-
larity is that all-inclusive hotels are raising
their game. They now offer more than just
the bed, bar, buffet and disco of yore. Rath-
er like budget airlines selling cheap tickets
but charging extra for better seats and extra
bags, they are selling more frills on top of
the basic price, such as premium spirits
and fancy excursions. 

The biggest opportunity, and the reason
why a Chinese firm has been trying to get
its hands on Club Med, is growth in Asia.
Club Med says it will open two new vil-
lages in China by the end of 2015, besides
the three it already operates. It thinks the
Chinese will soon be its most important
customers after the French. Its resorts seem
to fit the tastes of Asia’s swelling hordes of
consumers. They are affordable; there is lit-
tle chance of an unexpected bill at the end
of a stay; and there are lots of group activ-
ities, from pole dancing to basketball. 

Club Med isnot the onlyfirm eyeing the
potential in serving yuan-pinching Chi-
nese holidaymakers. HyattHotels’ newall-
inclusive brands, Ziva and Zilara, have
opened their first resorts in Mexico and Ja-
maica, but have China in their sights. For
good reason: PhoCusWright reckons that
80m Chinese took package holidays
(many including flights as well as meals)
last year. There is still much pent-up de-
mand. More than half of the Chinese the
firm surveyed last year said they expected
to travel more in the coming year. And for
them, a tent on a beach will not suffice. 7

All-inclusive holiday firms
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free lunch

Paying a single price formeals, drinks
and a room is fashionable again
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Daum and KakaoTalk merge

Getting the message

IN THEORYDaum, an internet portal in
South Korea, is acquiring Kakao, a

startup whose messaging app, Kakao-
Talk, is on most of the country’s smart-
phones. In practice, it is the other way
around: the merger unveiled on May 26th
gives Kakao’s shareholders the lion’s
share of the new company, although
Daum has more revenue, profits and staff,
plus a stockmarket listing. The deal,
valuing Kakao at $3 billion-odd, shows
that messaging apps are still hot property.

Hottest ofall is WhatsApp, a Silicon
Valley startup with 500m users, which
Facebookbought in February for a stag-
gering $19 billion in cash and shares. (This
weekFacebookasked the European
Commission to review the takeover,
rather than riskantitrust inquiries in
several countries.) The same month
Rakuten, a Japanese internet firm, paid
$900m for Viber, founded by Israelis but
based in Cyprus. Alibaba, a Chinese
online giant, paid $215m for a slice of
Tango, another Silicon Valley firm, in
March. Tencent, Alibaba’s rival, owns
WeChat, which has almost 400m users. It
also runs QQ, an older messaging ser-
vice, and has a stake in Kakao.

The South Korean deal means yet

another pairing ofa broader internet
company and a messaging startup. The
youngsters seekextra heft—for instance,
like Kakao, in marketing. The oldies (if
you can call internet firms that) get a
trendy mobile product. Daum doubtless
hopes that KakaoTalk, which is installed
and registered on 145m devices, will help
it combat Naver, South Korea’s leading
portal. South Koreans do not just use the
app to chat: it is also a popular platform
for mobile games, from which Kakao
makes most of its money, and for sending
both digital and physical gifts. Naver, too,
owns a messaging app, Line, with 400m
users, but it is based in Japan.

The market is highly regionalised:
most friendships are local, after all. Kakao
has been trying to breakout ofSouth
Korea, where it is running out of room. It
is concentrating on Indonesia, Malaysia
and the Philippines, but it faces stiff
competition from Line and WeChat.
Which app ifany will conquer the globe
is an open question—though WhatsApp,
with most users and Facebook’s billions,
looks the most powerful. Perhaps none
will. People may end up using several—as
they did with desktop messaging ser-
vices in the internet’s first wave. 

The latest tie-up between messaging apps and broaderonline firms

SHOPKEEPERS have the right to stock
and sell whatever they choose. So news

that Amazon is playing tough with Ha-
chette, a global publisher based in France,
isnothingnovel. But in recentweeks, as the
firms negotiate terms for e-book pricing,
the online retailer has deployed particular-
ly strong-arm tactics in America. These in-
clude removing the “pre-order” buttons
from forthcoming books, refusing to sell
printed books by certain authors and de-
laying delivery times. Buyers of Malcolm
Gladwell’s “The Tipping Point” must wait
between two and three weeks for the pa-
perback—not the next-day delivery for
which the hyper-efficient firm is famous.

On May 27th Amazon broke its custom-
ary silence to say it is “not optimistic” that
the squabble will be resolved soon. It braz-
enly urged customers to buy Hachette
booksfrom othersellerson its site, “orfrom
one of our competitors”. For Amazon,
which bills itself as favouring the consum-
er, itsactionsseem to undermine its values.

The heart of the dispute is e-book pric-
ing and the fees that suppliers pay to retail-
ers. In the world of printed books, sellers
may charge whatever they like and collect
“co-op” fees for things like promotional
displays. Amazon wants to retain a similar
model for e-books so it can lower prices
and offer features like a lending-library for
customers of “Prime”, its quick-delivery
service. It also demands large co-op fees
based on a publisher’s sales on the site. 

However, publishers wish to change
the model. They want to set minimum e-
book prices and pay a similar commission
to all sellers—the “agency” model. They
fear that Amazon wants to do to books
what Apple did in music: drive down the
price of the product to reel in customers,
then make money selling them other stuff.
In Apple’s case, it was its gadgets. For Ama-
zon, books are the bait for higher-margin
items such as baby gifts and espresso-mak-
ers. If the value of books resembles a 99
cent pop song, publishers say it will be im-
possible to invest in quality content that
may take years to produce.

The agency model would undermine
Amazon’s ability to crush its rivals with
rock-bottom prices. So Amazon is resisting
it with everything in its armoury—an echo
ofa similardispute ithad in 2010 with Mac-
millan, an American publisher. Among lit-
erary typesHachette is seen asa hero for its
refusal to give in. 

The publishing world is calling for regu-

lators to intervene. But America’s trust-
busters have strengthened Amazon’s
hand. When several big publishers joined
forces with Apple to introduce the agency
model for e-books in 2010, regulators
deemed it to be collusion. In settlements in
2012-13, the trustbusters extracted more
than $100m from publishers and oversaw
the contracts in a way that weakened them
in the face of online sellers like Amazon.
(Apple is fighting the matter in court.)

The worry is not so much ofa monopo-
ly—a single seller, who may raise prices, di-
rectly affecting consumers—but a monop-
sony: a single buyer, who may harm
suppliers in the short term but also con-
sumers in the long term, as theysuffer from
diminished choice and reduced competi-
tion. Just as Amazon put many bookstores
out of business, it is now fuelling consoli-
dation among publishers. 

Although data are hard to come by, Am-
azon is thought to handle 15-30% ofbigpub-
lishing houses’ sales in America, more
than twice as much as the next-largest sell-
er. It is said to control 60% of the market for
e-books. Though shop owners can choose
how to run their business, they may not
abuse a dominant market position. A new
chapter in the booktrade has just begun. 7

The book trade
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ON MAY1st 2007 John Browne resigned as boss ofBP, a British
oil giant, his careerapparently in ruins. A tabloid newspaper

had exposed his affair with a male ex-prostitute. For the next few
weeks Lord Browne was subjected to one of those trials by media
at which the British excel. Three years later the Deepwater Hori-
zon disaster, an explosion that led to the leakage of millions of
gallons of oil off America’s Gulf coast, suggested that there might
have been more serious reasons than his private sexual prefer-
ences to question Lord Browne’s tenure at BP. The disaster
seemed to confirm both the worries ofsome analysts that he had
sacrificed investment in a dash for growth, and environmental-
ists’ accusations that his rebranding of BP as Beyond Petroleum
was just superficial “greenwashing”. 

Despite all the blows to his reputation, Lord Browne has done
a remarkable job of reviving his career. He has built Riverstone
Holdings, a private-equity company, into a powerful force in
European fracking. He has also turned himself into a leading
spokesman for gay rights in the corporate world. His new book,
“The Glass Closet”, is his most comprehensive statement of his
position: part memoir of what it was like to live a lie while run-
ning one of the world’s biggest companies and part corporate
manifesto on why “coming out is good business”. 

On the face of it, the corporate world has embraced gay rights
with enthusiasm. More than 90% ofFortune 500 companieshave
policies to prevent homophobic discrimination. Both Lloyd
Blankfein, the boss of Goldman Sachs, and Jamie Dimon, the
boss of JPMorgan Chase, have spoken out in favour of same-sex
marriage. In-house networks for homosexual staff, such as Glam
(Gays and Lesbians at McKinsey) and Google’s Gayglers, have be-
come part of the corporate furniture. Lord Browne says he has
even heard of business students pretending to be gay in order to
increase their chances of landing jobs at elite companies. 

Look beyond the welcome signs, however, and the picture is
not so good. Neither the Fortune 500 nor the FTSE100 has a single
openly gay CEO. Christopher Bailey will become the FTSE’s first
when he takesoverasbossofBurberry later thisyear. An estimat-
ed 41% ofgayemployees in the United Statesand 34% in Britain re-
main in the closet, the booknotes. 

Lord Browne argues that the upper echelons of business are

bound to be slow in adjusting to changing mores: the executive
suite is the product of a race that began decades ago. But he also
notes that many younger employees are still choosing to remain
in the closet. They fear that being “out” will lead to them being pi-
geonholed as suitable for some jobs but not others, or will other-
wise hurt their chances in a fiercely competitive labour market.
And they prefer to keep their private lives to themselves. 

The last point is surely understandable: work is a place where
people go to earn a living rather than to bare their souls. But Lord
Browne raises powerful objections to this position. The barrier
between “work” and “life” is a thin one, particularly in today’s
high-pressure work environment. Companies are constantly in-
viting people’s partners to social functions. Above a certain level
of seniority businesspeople have little choice but to operate in
the limelight: those who disguise their sexual identity to reach
the top risksuffering Lord Browne’s fate when they get there. 

Lord Browne is reasonablyconvincing that comingout is good
for business. Embracing gay rights helps firms win the war for
educated talent—not just because they stand a betterchance ofre-
cruiting gay employees (who constitute perhaps 5-10% of the
workforce) but also because it sends a positive signal to gay-
friendly straights. Coming out probably improves the productivi-
ty of gay employees: he cites a raft of statistics, together with his
own biography, to show that people are more creative if they are
not usinga quarteroftheirbrains to hide who they are. He is even
more convincing in arguing that a combination of business logic
and changingsocial attitudes will radically reduce the numberof
corporate employees who feel obliged to hide in the closet. 

Pride and pitfalls
However, Lord Browne’s enthusiastic advocacy leads him to
gloss over some of the difficult issues raised by the move towards
more gay-friendly workplaces. He never has a bad word to say
about the “diversity consultants” who provide him with most of
the book’s statistics. He seems to have overlooked that these con-
sultantsare membersofa self-serving industry that constantly re-
defines discrimination so as to keep itself in work. He praises
bosses who speakout in favour ofgay marriage, but says nothing
about those with sincere reasons to oppose it, and their right to
express their opinions—such as Brendan Eich, who was forced to
quit as boss ofMozilla, a software firm, for this reason. 

In particular, he should have more to say about the way that
gay rights will complicate globalisation. The world is dividing
into two sharply opposed camps: an ever more gay-friendly
West; and the 77 countries that still outlaw homosexual acts be-
tween consenting adults. Uganda, Nigeria and Russia have
strengthened theirhomophobic laws in reaction to gay liberation
in the West. Lord Browne laudscompanies like IBM, which prides
itself on pursuing the same anti-discrimination policies in all the
170 countrieswhere itoperates. But in practice manymultination-
als and their homosexual employees will have to make difficult
choices. In Mr Browne’s own industry, it will be hard for firms to
send openly gay staff to many of the world’s biggest oil-produc-
ing countries, perhaps limiting their career prospects. In rich
countries the old culture of “don’t ask, don’t tell” is rapidly com-
ing to an end, thanks in part to stories like Lord Browne’s. The
new culture, though more admirable than the old one, will con-
front firms with some tricky managerial tests. 7
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“MONEY is pouring in from every-
where,” said Emilio Botín, chair-

man of Santander, Spain’s largest bank,
late in 2013. Others in southern Europe
might say the same as they stumble over
representatives of foreign-investment
firms legging it round office blocks and
down-at-heel plants looking for the deal of
the century. 

Net foreign direct investment, broadly
in retreat since 2007-08, is growing again,
most strongly in Spain, followed by Italy,
with Greece and Portugal still laggards (see
chart 1). The totals are nowhere near their
levels before the crisis but the ebbing tide
seems to have turned. 

Some ofthat is the old-fashioned sortof

asset-quality review this summer, which
will shed a glaring light on the loans they
have made in the past—unless they offload
them beforehand. PwC, a consultancy, es-
timates that European banks have perhaps
€80 billion ($109 billion) of loans to shed
this year, ofwhich 20% may be in southern
Europe. 

Lone Star, a private-equity firm, and
JPMorgan Chase, a bank, are putting the fi-
nal touches to an agreement to buy around
€4 billion-worth of Spanish property
loans from Commerzbank, a German
lender. Foreigners account for over 60% of
the burgeoning investment in commercial
and multi-dwelling residential property in
Spain these days, and for over 70% in Italy,
according to Real Capital Analytics, a re-
search firm. In Italy KKR, an American buy-
out firm, is negotiating a deal with the two
biggest banks, UniCredit and Intesa San-
paolo, that would sweep a chunk of main-
lycorporate loansfrom the banks’ balance-
sheets to a shared special-purpose vehicle,
permitting both sides to benefit from the
eventual profits if the loans come good. 

The question is what all this foreign-in-

investment that foreign multinationals
make in their subsidiaries. General Mo-
tors, Renault and Volkswagen are putting
fresh money into their automotive plants
in Spain; VW has done the same next door.
Portugal has also attracted foreign inves-
tors, notably Chinese, through privatisa-
tions, and Greece is belatedly following
suit. Private-equity auctions for stakes in
promising firms are becoming ever more
bare-knuckled. Other kinds of investment
are growing too: specialists are queuing up
to buy property, and banks’ dubious loan
books. And foreign portfolio investors in a
yield-starved world have helped to push
share prices up and bond yields down. 

The countries of Europe’s southern pe-
riphery no longer look like the four horse-
men of the apocalypse, even if they are far
from being likely Derby winners. The euro
seems out of imminent danger of breaking
up, but its resulting appreciation has not
helped exporters. There are signs of eco-
nomic recovery, aided by tough adjust-
ments to aid competitiveness, especially in
Spain and Portugal. Market reforms, real-
ised mainly in Spain but promised also in
Italy, have boosted confidence. 

But what is really driving investment is
less a presumption that the periphery is set
to boom than the hope that undervalued
assets and earnings will revert to trend. In
addition, a slew of assets are coming to
market as banks seek to slim their balance-
sheets before the European Central Bank’s

Kick-starting southern Europe

Some like it hot

MADRID AND PARIS

Whether they are in it fora quickbuckorthe long haul, foreign investors are
helping Europe’s troubled southern peripheryout ofthe mire—so far
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National accounts

Sex, drugs and GDP

THE announcement on May 22nd by
Istat, Italy’s statistical body, that from

October it would include drug trafficking,
prostitution, and alcohol-and-tobacco
smuggling in its economic-output num-
bers has generated a stream ofsniggering
headlines. To some, it smacks of1987,
when Italy started taking account of its
shadow economy, the off-the-books
business which makes up about a fifth of
Italian GDP. As a result, the economy
grew by18% overnight, surging past Brit-
ain to be the West’s fourth-largest econ-
omy. The event was hailed as il sorpasso
(the overtaking) and the source ofmuch
national joy, until two decades ofeco-
nomic mismanagement sent Italy tum-
bling backdown the league tables. 

In fact, then as now, Italy was merely
one of the first countries to announce its
compliance with international account-
ing standards. Reporting illegal economi-
cally productive activity in which all
parties take part voluntarily is required
under EU rules known as the European
System ofAccounts (ESA). But as the
guidelines have not so far outlined how
to measure drug deals and fake cigarettes,
and as such things are by their nature
difficult to gauge, few countries comply.
That will change from this autumn, when
an update of the ESA will refresh guide-
lines on calculating revenues from the
seedier side of the economy.

Some countries already include dope
and bootleg booze in their statistics: in
the Netherlands, for example, cannabis
sales may be counted as coffee-shop
revenues. So the aim is to create greater

comparability in the GDP figures ofmem-
ber states, in part because this is the basis
on which EU funds are distributed.
Though cocaine-fuelled GDP stats will in
theory reduce the subsidies Italy is enti-
tled to, it will at least push ever-so-closer
to (though still very far from) meeting
euro-zone rules on government indebt-
edness and deficits.

Insee, France’s statistical body, esti-
mates that the ESA’s update will lead to
an increase in French GDP of3.2%— equiv-
alent to a couple ofyears’ growth at
current rates. But little of that is due to an
uptick in debauchery: the accounting
rule update also reclassifies research and
development as an investment rather
than a cost, among other things which
will attract rather less public attention.

Britain’s Office ofNational Statistics
was due to release its estimate of the new
rules’ impact as The Economist went to
press. Italy is still working on its figures,
but the treasury says effects will be negli-
gible. Gian Paolo Oneto, director of Istat’s
national-accounts department, admits
that tracking such activities is a difficult
business, but notes that Italy was a pio-
neer in estimating the shadow economy:
the methodologies it introduced before
the sorpasso subsequently became a
point of reference. 

Enrico Giovannini, a professor of
economic statistics at the University of
Rome and a former Istat president, quips
that non-statisticians often suggest that
measuring happiness and well-being is a
tricky task. His response: “Have you ever
tried to measure GDP?”

MILAN

Italy’s inclusion of illicit activities in its figures excites much interest

vestment ferment is doing to the countries
concerned. Is it helping to restructure econ-
omies, stripping out inefficiency and
boosting productivity in a way that will
make them grow faster? Or is it all about
making a fast buck and going home, leav-
ing behind higher asset prices and
trimmed workforces? Spain, in particular,
has reason to recall unhappily the flood of
foreign investment before the crisis which
contributed to its property bubble. 

Private-equity firms which search out
solid companies in need of capital to grow
are perhaps the first place to look for
Schumpeterian creative destruction. “Peo-
ple must have wondered when we invest-
ed a couple of years ago in a firm whose
main customers were local governments,”
says Jesús Olmos, head ofKKR’s new office
in Madrid. The firm took a 49.9% stake in
Spanish-Italian Avincis in 2010 from
Investindustrial, an Italy-focused buy-out
group, and helped it develop its helicopter-
emergency and offshore services abroad.
In March, when Avincis was sold to Bab-
cock, a British firm, KKR collected two and
a half times its original investment. In all
KKR has invested almost $1.5 billion in
Spain since 2010.

Other private-equity firms have similar
heart-warming stories to tell, despite the
odd cautionary tale. In 2009 Bain Capital
bought most of Cerved, Italy’s biggest pro-
vider of credit and business information,
combined it with the second-largest,
strengthened its management and sold on
a bigger, healthier firm in December 2012.
That same month Bain acquired Atento, a
call-centre business, from Spain’s debt-lad-
en Telefónica for over €1 billion. Atento is
growing overseas, especially in Latin
America, and plans to go public . 

When economies crash, private-equity
boots are often the first on the ground, es-
pecially when it is cheap to borrow money
to invest. They came with capital—and a
healthy desire to maximise profits—at a
time when southern Europe was starved
of it. Things may be changing now, though
wayward statistics make it hard to be sure.
Fewer private-equity buy-out deals are be-
ing logged in these countries these days
(see chart on previous page). Preqin, a re-
search firm, thinks that buy-out funds have
“dry powder” of almost €5 billion, money
raised specifically for southern European
funds but not yet committed. 

It is no bad thing that foreign (or domes-
tic) investors are takingdodgy old loans off
banks’ balance-sheets, freeing them to
make needed new ones; there are signs
that credit is reviving a bit. Similarly, it is
better for property to be in the hands of an
investor who has the means and appetite
to put money into fixing it, not one who is
carrying it at a loss. But the heroic days in
which investors waded in, scooped up
wobbly companies and set them on their
feet again may be drawing to a close. 7
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ABUSINESS with less risk than ADP

would be hard to imagine. It domi-
nates the processing of payrolls and
health-care contributions in America. Both
of these markets demand massive econo-
mies of scale and a reputation sufficient to
pacify nervous human-resources depart-
ments and ever-more-intrusive regulators,
two attributes that favour an established
player. Current returns are good; future re-
turns look likely to be the same. 

A benign outlook, however, was not
enough to prevent the loss in April of rare
AAA credit ratings, the best possible, from
Standard & Poor’s and Moody’s. The cause
of ADP’s downgrade was entirely volun-
tary: the company wants to spend the
$700m it expects from spinning off a small
division on share repurchases, instead of
keeping or otherwise investing the cash. 

ADP is hardly the only firm levering up
its balance-sheet, by adding more debt rel-
ative to equity, thus adding a dollop (or
more) of risk. On May 20th Morningstar,
another ratings service, noted that Time
Warner was issuing new debt specifically
to increase its leverage. The proceeds will
probably be used to pay for share buy-
backs. Across the economy, debt issued by
creditworthy (or “investment grade” in the
industry parlance) firms has increased to
2.7 times EBITDA, a measure of profit, from
about 2 times three years ago, reckon an-
alysts at Wells Fargo, a bank (see chart).

One consequence is to create a bit ofex-
citement in at least one corner of the finan-
cial universe. Banks may be reluctant to ex-
tend credit, but the capital markets are
clearly open. Last year set a record for the
issuance of both speculative and invest-
ment-grade debt. This year the speculative
side of the market, once derided as “junk
bonds”, is not quite so strong, but issuance
by investment-grade companies is running
10% ahead of last year, reckons Hans Mik-
kelsen, an analyst at Bank of America Mer-
rill Lynch.

Companies are increasing their bor-
rowing for three main reasons. The most
obvious is that interest rates are low, mean-
ing a key cost, borrowed money, can be ob-
tained cheaply. That can result in higher re-
turns to shareholders. Moreover, rates are
likely to rise, which is encouraging compa-
nies to lock in low rates while they can. 

A second driver is the resurgence of ac-
tivist investors which, emboldened by a
benign economic environment, are push-
ing firms to return to shareholders cash

that had been retained for a rainy day.
There are weekly announcements of one
hedge fund or another pushing a company
to buy back shares, as much for short-term
reasons—a large buyer in the market might
temporarily push up the price of a
stock—as for longer-term ones.

And then, inevitably, there is tax. Many
large companies are quietly following the
well-publicised example of Apple by issu-
ing debt to fund dividends or buy-backs
rather than repatriating cash held overseas
that would trigger large tax payments.
Aside from the quirk of holding cash
abroad, debt itself offers tax benefits: inter-
est payments are tax-deductible and push
down taxable earnings.

All this goes some way towards reduc-
ing the structural disadvantage long-estab-
lished companies have in competing with
private-equity firms and other more re-
cently structured listed partnerships
which pay little or no taxes. It is also fuel-
ling a boom of buy-outs, since a finite span
of cheap money suggests a finite opportu-
nity to buy another firm. This is happening
despite the riskofloweringthe credit rating
of the new, combined entity. Typically
these deals and buy-backs are announced
along with statements ofconfidence about
cost savings, expanded marketing reach
and better days to come. 

One plausible inference of this pen-
chant for borrowing and dealmaking is
that America’s economy is at last gaining
traction. Another is less sanguine. Under-
lying cashflow of big companies has been
growing at 2-5% annually, reckons George
Bory, an analyst at Wells Fargo. Corporate
debt, in contrast, is growing at a rate in ex-
cess of10% a year. 

A bit of this disparity may be overstat-
ed. Mr Bory notes that higher corporate
debt is at least partially offset by higher
holdings of cash (though some of this is
awkwardly offshore). Even so, the sharp
tick-up in corporate leverage ought to
sound a warning to investors. It may sug-
gest that increasing returns to shareholders
are coming not from genuine growth but
from stretching balance-sheets. To some,
that will sound depressingly familiar. 7
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THE Asian financial crisis of 1997 hit Mr
Lee hard. His interior-design firm

folded and he was officially branded a bad
debtor. But the ensuing boom in house-
hold credit hit him harder. As banks were
newly deterred from lending to business-
es, they turned to individuals instead.
Credit cards were peddled everywhere, on
televisions and from street corners, and to
everyone—including Mrs Lee. She racked
up a debtof7m won ($6,900), much ofit in-
terest owed. When she divorced him, Mr
Lee, jobless, was left to foot the bill. 

South Korea’s economic growth-spurt
was built on the massive debt of its
chaebol, huge industrial conglomerates.
Now mounting household debt threatens
to stunt it. It exceeded 1 quadrillion (1,000
trillion) won for the first time last year. And
it is rising much faster than both the coun-
try’s GDP and its average household in-
come: in 2012 household debt was1.6 times
that of Koreans’ annual disposable in-
come, compared with an average of 1.3 for
the OECD, a group of rich countries.
Whereas affluent consumers globally have
shed debt since the 2008 financial crisis,
South Korea’s pile has steadily grown. 

Part of the reason is that the crisis mere-
ly ruffled South Korea, so subsequent belt-
tightening was limited. Piecemeal restric-
tions put on banks, including lower debt-
to-income limits for their clients, opened
the door for energetic competition from
non-bank rivals. Loans from credit-card
companies, mutual savings groups and in-
surers are growing faster than lending by
big banks. In 2013 they accounted for 540
trillion won, over half of total household
debt—a record high. 

Regulators have cottoned on, and are
trying to curb frothy lendingbynon-banks.
In 2012 co-operatives were made to lower
their loan-to-deposit ratios to 80% (banks’
ratios hover around 97%). Insurers were re-
stricted from excessive advertising for
household-loan products. The maximum
interest rate non-banks can charge has
been cut from 39% annually to 35%. That
may be encouraging a black market for
loans to the least creditworthy.

Now a new debt-relief programme
aims to bring these low-credit, low-income
households back into the banking fold.
The state-run National Happiness Fund
(NHF), set up in March 2013, waived Mr
Lee’s hefty interest and half of his debt’s
principal. He is now paying back the other
half, at a low rate, over the next decade. His 

South Korea’s household debt

Hole in won

SEOUL

Korean households are struggling
undermounting debt
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2 diligence thus far has allowed him to open
his first bankaccount in 17 years. 

The fund, worth up to 18 trillion won,
has helped 249,000 others waive half of
their debts in the year since it was set up. It
buys loans worth less than 100m won that
are more than sixmonths in arrears from fi-
nancial institutions, and writes off up to
70% of the principal. Another 48,000 debt-
ors received “Dream Loans”, which switch
high interest rates to lower ones. The most
conscientious can borrow up to 10m won
at rates which banks would offer only to
the more creditworthy. 

The NHF has focused on alleviating the

plight of the poor. Yet the well-off still hold
most of the country’s debt. Their main ob-
stacle to credit is a restriction on mortgage
loans, which cannot surpass halfofa prop-
erty’s value in South Korea. Even so, hous-
ing loans make up half of middle-income
household debt. More homeownersare re-
sorting to freer credit from non-banks, or
using them as a stopgap when interest
rates fluctuate (almost all home loans are
variable). This has drained money that
would once have been squirrelled away
for a rainy day, or retirement. South Korea’s
household savings rate has plunged from
19% in 1988 to 4% in 2012, among the lowest

in the OECD. Yet Korea’s pension funds are
small and social-welfare benefits limited. 

Loan repayments gobble up a quarter
of a middle class family’s income. Includ-
ing mortgages, over half of these house-
holds could be considered in deficit, pay-
ing out more in expenses than they pay in,
up from 15% in 1990, according to the
McKinsey Global Institute. As house prices
sag in the capital, Koreans’ personal fi-
nances are coming under strain. The gov-
ernment is now explicitly seeking to re-
duce household debt. For that it will need
to tackle notonlyacute debt, but the chron-
ic sort too.7

WHO made these remarks in a recent
speech? “Inclusive capitalism is fun-

damentally about delivering a basic so-
cial contract comprised of relative equali-
ty of outcomes.” Or: “Capitalism loses its
sense of moderation when the belief in
the power of the market enters the realm
of faith.” Or this: “Market fundamental-
ism…contributed directly to the financial
crisis and the associated erosion of social
capital.” Was it François Hollande? Ed Mi-
liband? Thomas Piketty?

No, all these leftish-sounding quotes
came from Mark Carney, the governor of
the Bank of England, at a conference* on
inclusive capitalism on May 27th. Nor did
Mr Carney’s apparent heresy stop there.
He also remarked that banks operated “in
a privileged heads-I-win-tails-you-lose
bubble” and observed that “there was
widespread rigging of benchmarks for
personal gain.” And he implicitly backed
Michael Lewis’s criticisms of high-fre-
quency trading (in his book“Flash Boys”),
stating that equity markets blatantly fa-
voured “the technologically empowered
over the retail investor”.

In some respects Mr Carney is repeat-
ing the iconoclasm of his predecessor, Sir
Mervyn King, who was also sceptical
about some of the finance sector’s prac-
tices. Given that central banks act as pru-
dential regulators, their governors should
have a detached attitude towards the fi-
nance industry. They should definitely
not act as cheerleaders for the banks. 

Back in 2008, central bankers realised
that the finance sector bore a significant
proportion of the blame for the economic
crisis. But despite that, they felt they had
no choice but to bail out the banks, in or-
der to avoid an even greater economic ca-
lamity. As Mr Carney’s tone shows, they
are not that happy about it.

A similar sense of frustration helps ex-

plain some of Mr Carney’s other remarks.
Central banks have played their part in re-
distributing wealth, most obviously
through lower interest rates which penal-
ise savers and reward borrowers. In addi-
tion, quantitative easing (the creation of
money to buy assets) pushed up asset
prices and thus benefits the rich more than
the poor. By so doing, it may have contrib-
uted to a recent rise in inequality, which Mr
Piketty has highlighted (see Free exchange,
page 69) and Mr Carney laments. 

But Mr Carney’s defence is that the cen-
tral banks had no choice. Without mone-
tary stimulus, the recession would have
been deeper. Many more young people
would have been unemployed, something
that would have affected their earning
power for the rest of their lives. By itself,
that would have exacerbated inequality.

In the longer run, Mr Carney’s argu-
ment is that regulatory reforms—planned
or already put in place—will serve to bal-
ance free-marketcapitalism with the needs
of society. “A sense of self must be accom-
panied by a sense of the systemic”, was his
pithy phrase. First, the authorities have at-
tempted to eliminate the problem ofbanks

thatare “too big to fail” by introducingres-
olution plans that impose losses on the
private sector. However, work on dealing
with cross-border institutions needs to be
completed later this year. 

Pay has also been reformed, with
bankers receiving bonuses in the form of
deferred compensation which can be
withdrawn if profits turned out to be illu-
sory, or if evidence of misconduct
emerges. Here, Mr Carney might also
have mentioned the requirement for
banks to hold more capital. In the long
run, by reducing the return on equity of
the bankingsystem, these rules seem like-
ly to reduce bonuses; they have also
caused banks to cast a more sceptical eye
on some of their operations, as shown by
Barclays’ retreat from some areas of in-
vestment banking.

His other points, alas, display a degree
of woolly optimism. He hopes that the
boards and senior management of banks
will promote “a culture of ethical busi-
ness” throughout their organisations,
while individual employees “must recog-
nise that theiractions do not merely affect
their personal rewards, but also the legiti-
macy of the system in which they oper-
ate.” Good luckwith that.

Though financiers may choke on their
champagne at Mr Carney’s remarks, he is
surely right to say that “financial capital-
ism is not an end in itself, but a means to
promote investment, innovation, growth
and prosperity.” Where it does not, regu-
lators like Mr Carney should be more
willing to step in than they have been in
the past; not after a crash has occurred,
but while the boom is in full swing. 

Inside jobButtonwood

Criticism of the financial sectorfrom an unexpected source
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Football albums

Stickernomics

THE World Cup is still two weeks
away, but for children worldwide

(plus disturbing numbers ofadults) the
race to complete the Brazil 2014 sticker
bookstarted long ago. Panini, an Italian
firm, has produced sticker albums for
World Cups since Mexico 1970; this year’s
version has 640 stickers to collect. Col-
lecting them is no idle pursuit, however.
Getting every slot filled delivers an early
lesson in probability, the value of statis-
tical tests and the importance of liquidity.

When you start an album, your first
sticker (in Britain, they come in packs of
five) has a 640/640 probability ofbeing
needed. As the spaces get filled, the odds
ofopening a packand finding a sticker
you want fall. According to Sylvain Sardy
and Yvan Velenik, two mathematicians
at the University ofGeneva, the number
ofsticker packs that you would have to
buy on average to fill the album by me-
chanically buying packafter packwould
be 989. That assumes there is no supply
shock to the market (the theft ofhun-
dreds of thousands ofstickers in Brazil in
April left many fearful that Panini would
run short ofcards). 

It also assumes that the market is not
being rigged. Panini says that each sticker
is printed in the same volumes and ran-
domly distributed. In a 2010 paper
Messrs Sardy and Velenikgamely played
the role of“regulator” by checking the
distribution ofstickers for a 660-sticker
album sold in Switzerland for that year’s
World Cup. Out of their sample of6,000
stickers, they expected to see each sticker
9.09 times on average (6,000/660), which
was broadly borne out in practice.

Even in a fair market, it is inefficient to
buy endless packs as an individual (not
to mention bloody expensive for the
parents). The answer is to create a market

for collectors to swap their unwanted
stickers. The playground is one version of
this market, where a child who has a card
prized by many suddenly understands
the power of limited supply. Sticker fairs
are another. As with any market, liquid-
ity counts. The more people who can be
attracted into the market with their dupli-
cate cards, the better the chances of find-
ing the sticker you want. 

Messrs Sardy and Velenikreckon that
a group of ten astute sticker-swappers
would need a mere 1,435 packs between
them to complete all ten albums, if they
take advantage ofPanini’s practice of
selling the final 50 missing stickers to
order. Internet forums, where potentially
unlimited numbers ofpeople can swap
stickers, make this number fall even
further. The idea ofa totally efficient
market should dismay Panini, which will
sell fewer packs as a result. But as in all
markets, behaviour is not strictly rational.
Despite entreaties, your correspondent’s
son is prepared to tear out most of his
stickers to get hold ofLionel Messi.

Got, got, got, got, got, need

Booked

AFTER years of talking up China’s gravi-
ty-defying property markets, local

land kings are now singing a darker tune.
On May 26th Yu Liang, the president of
Vanke, China’s biggest developer, declared
that the “golden era” in which “everybody
makes money out of property is gone.”
That came on the heels of comments by
Pan Shiyi, the boss of Soho China, another
property firm, likening the country’s real-
estate sector to the Titanic: “It will soon hit
an iceberg.” 

Official data show the country’s prop-
erty market is indeed coming down to
earth. During the first four months of this
year, the value of residential sales fell by
nearly10% versus a year ago, and construc-
tion activity on new homes fell by a quar-
ter. The decline on a month-to-month basis
is even more striking (see chart). 

Why is the market losing steam? One
explanation is that there is too much build-
ing going on. Until recently this argument
was dismissed by property bulls, who
pointed to wave upon wave of rural mi-
grantsmoving to citiesand soakingup sup-
ply. Gavekal Dragonomics, a consultancy,
estimates that China has been at or near its
sustainable level of“peaksupply” ofhous-
ing for many months.

Cooling demand is another culprit. De-
spite a cultural affinity for property—no
bachelor can hope to win over a desirable
bride if he does not own a home—it seems
that punters may now be ready to put off
their purchases. After years ofdouble-digit
growth, the economy is slowing. More im-
portantly, recent price cuts of a third or
more being offered by developers in some
markets have started to worry would-be
buyers. These bargains are now available
in wealthy coastal cities and not just in
smaller cities in the boondocks.

Zhiwei Zhang of Nomura, an invest-
ment bank, acknowledges the problem of
structural oversupply but still believes that
recent policy shifts are the main factor.
Pointing to a close correlation between
property-market behaviour and money
supply, he says the market correction was
triggered mainly by the monetary-policy
tightening that began in the middle of 2013.

Noteveryone isworried. “This is clearly
the beginning of a downturn, the third in
eight years, but it is not a bubble bursting,”
insists Michael Spencer of Deutsche Bank.
Joe Zhou of Jones Lang LaSalle, a property-
servicesfirm, points to previousweak peri-
ods near the end of 2011. In 2012 the central

bankcut the lending rate and nudged state-
run banks to make mortgages more readily
available. Coming on top of price cuts, this
led to a strong rally in sales volumes and
prices.

Some think the price cuts will lead to
another market rebound. Others hope
policy easing will do the trick. Cities are
starting to reverse previous bans on own-
ing multiple homes, for example, and the
central bank has once again recently en-
couraged banks to extend mortgages.
Many big cities still enforce policies to curb
purchases, argue optimists, so there may
yet be pent-up demand. That is a theory
that may soon come to be tested.7

China’s property market
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at long last
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FEWeconomics books have been as popularoras controversial
as “Capital in the Twenty-First Century”. The blockbuster

analysis of wealth and income distribution has been a publish-
ing sensation, turning its French author, Thomas Piketty, into a
household name. The book’s thesis, that wealth concentrates be-
cause the returns to capital are consistentlyhigher than economic
growth, has spawned furious debate. Mr Piketty’s preferred rem-
edy (a progressive wealth tax) even more so. But amid the argu-
ment most commentators have agreed on one thing: “Capital” is
an impressive piece ofscholarship.

In recent days that assessment has come into question. A
scathing analysis by Chris Giles, economics editor of the Finan-

cial Times, claimsMrPiketty’s statisticson wealth distribution are
undermined by a series of problems. Some numbers, he says,
“appear simply to be constructed out of thin air”. Once apparent
errors are corrected, some of Mr Piketty’s central findings—for in-
stance, that wealth inequality has begun to rise over the past 30
years—no longer seem to hold. Thus, Mr Giles claims: “The con-
clusions of ‘Capital in the Twenty-First Century’ do not appear to
be backed by the book’s own sources.”

These are bold words. And, if true, they would be a damning
indictment of the book as well as of Mr Piketty’s professional
standards. Assessingwhether theyare justified meansanswering
three main questions. First, what statistics are in doubt? Second,
are the discrepancies within the bounds of reasonable profes-
sional judgment? And third, do the errors, if that is what they are,
undermine the book’s conclusions? The evidence so far suggests
that, though Mr Piketty may have made mistakes and been slop-
py in places, his broad analysis still holds.

MrGiles’s focus ison wealth distribution, where the book pro-
vides numbers for Britain, America, France and Sweden. His in-
terest was piqued by a discrepancy between Mr Piketty’s num-
bers on the share of wealth held by Britain’s richest 10% (over
70%) and the latest figures from the government statistical agency
(44%). This gap prompted Mr Giles to pore over Mr Piketty’s
spreadsheets, which, to the economist’s credit, are all posted on-
line. Several oddities surfaced, such as discrepancies between
numbers in the source material MrPikettycitesand those thatap-
pear in his spreadsheets; a large number of unexplained adjust-
ments to the raw data (often in the form ofa constant written into
the Excel spreadsheet cell); inconsistency in how underlying
source data were combined; and the frequent interpolation of
data, without explanation, when underlying sources were miss-
ing. For instance, none of the sources MrPiketty used had data for
the top 10% wealth share in America between 1910 and 1950. So he
assumed their wealth share was consistently that of the top 1%
plus 36 percentage points. All told, Mr Giles finds “problems” in
114 of142 data points in Mr Piketty’s wealth inequality tables. 

These findings led Mr Giles to conclude that Mr Piketty’s esti-
mate of wealth inequality are “undercut”. Yet adjustments and
interpolations are always necessary when disparate data sets are
combined. The question is whether Mr Piketty had a reasonable
basis for making the judgments he did. His lack of explanation in
places makes that hard to assess. As The Economist went to press
Mr Piketty was preparing an update to the technical appendix to
further explain his data and calculations, and take issue with the
Financial Times’ concerns. Whether he made reasonable choices
will be the issue. Economists who disagree with Mr Piketty but
have worked with his data have defended his empirical record.

More important is whether the errors—if they are errors—un-

dermine his thesis. To find out, Mr Giles adjusted the wealth-dis-
tribution series to correct the discrepancies he found. In the case
of France and Sweden the basic trend was unchanged. In Ameri-
ca’s case, some of the underlying source data show a more gra-
dual recent rise in inequality than Mr Piketty’s estimate. How-
ever, a new, highly regarded study published after “Capital” was
printed (written by frequent co-authors of Mr Piketty’s but using
different methodology) also finds a steep rise. 

The biggest question-mark over Mr Piketty’s data concerns
Britain, where his findings that the share of wealth going to the
richest is rising seems less clear in the underlying source data he
cites and not at all evident in Mr Giles’s adjusted figures, which
include the latest government statistics (see chart). The differ-
ences are troubling. One explanation is that the government’s
new figures are based on surveys of self-reported wealth which
tend to understate wealth concentration among the most afflu-
ent, while Mr Piketty prefers tax statistics. The picture is clearly
murky, but Mr Piketty’s numbers are not self-evidently worse.
What is odd, as Mr Giles points out, is that Mr Piketty takes an un-
weighted average of wealth distribution in Sweden, France and
Britain and describes it as “Europe”. Population-weighted would
be better. But even then, it’s a stretch to call these three countries
“Europe”. 

Nitpiketty ora pickle?
All told, Mr Piketty is guilty of sloppiness (certainly in his nota-
tion), and perhaps of some errors. But there is little evidence, so
far, to support the serious charge of cherry-picking statistics. Nor
have his findings that wealth concentration is, once again, rising
been fatally undermined. 

Nonetheless, Mr Giles’s critique is enormously useful. By tak-
ing a tooth-comb to the wealth-distribution numbers, he has pro-
vided a powerful reminder of the limitations of such historical
data series. Mr Piketty’s conclusions are drawn from huge num-
bers ofsketchy figures (many ofwhich have not yet been subject-
ed to such a review). He has pulled them together in what re-
mains an impressive piece ofscholarship. But just as the statistics
have their limits, so does the certainty of the trends Mr Piketty
identifies. The logic of “Capital in the Twenty-First Century” is
not an iron law. 7

Picking holes in Piketty

Rising or not?

Sources: “Capital in the Twenty-First Century”, by Thomas Piketty; Financial Times
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THATswotsare weedyand jocksare stu-
pid is a high-school cliché. But a paper

just published in PLOS Biology by research-
ers at the Chinese Academy of Sciences
and the Max Planck Institutes in Germany
suggests there may be an evolutionary
grain of truth in it. When Katarzyna Bozek
and her colleagues looked at how quickly
human tissues have evolved, compared
with those of other mammals, they found
thatas the human brain hasgot stronger, so
the species’s muscles have got weaker. In-
triguingly, in a demonstration of the im-
portance ofserendipity in science, this was
not a hypothesis they had set out to prove.

Human brains are greedy. Though they
constitute only 2% of an adult’s body
weight, they consume a fifth of his or her
metabolic energy. Indeed, according to a
school of thought led by Richard Wrang-
ham of Harvard University, keeping the
brain running is so demanding that only
the invention of cooking, which makes
more nutrients available from a given
amount offood than can be extracted from
it in its raw state, permitted the neurologi-
cal expansion which created Homo sapi-
ens. This need to supply the brain with en-
ergy suggests that other human organs are
under pressure to economise. And muscle,
it seems, has economised a lot.

DrBozekand hercolleaguesbegan their
study by looking at what is known as the
metabolome. This is the mixture of small,
water-soluble chemicals such as sugars,

in chimpanzees since their lines split 6m
years ago. The other brain regions, and the
kidneys, showed no such acceleration—
again, as the researchers had expected.

What they had not expected was that
human thigh-muscle metabolism had
changed even faster than frontal-lobe me-
tabolism. It had altered eight times faster
than in chimpanzee muscle since the lines
split. Indeed, it had undergone more di-
vergence in that period than mouse mus-
cle had since the lines leading to mice and
men separated from one another 130m
years ago. That led Dr Bozekto wonder just
what was going on.

Possibly, human muscle has strength-
ened. But anecdotal evidence suggests hu-
mans are weaker than other primates, so
that seemed unlikely. To find out, the team
did an experiment by organising trials of
strength between people, chimps and
monkeys. These involved subjects pulling
suspended weights up against the force of
gravity (in the case of chimps and mon-
keys this was done for a food reward). The
tests showed that both chimps and rhesus
monkeys are twice as strong as people,
with untrained apes and monkeys outper-
forminguniversity-level basketball players
and professional mountaineers.

The team also checked the idea that hu-
man muscle is odd because modern peo-
ple are, compared with their wild ances-
tors, lazy. They did this by enforcing a
“couch-potato” lifestyle of high-sugar,
high-fat diets and limited exercise on some
monkeys for a month. It made little differ-
ence to their muscle metabolomes.

All this suggests that Homo sapiens has
indeed sacrificed brawn for brains. So, al-
though Dr Bozek and her colleagues did
not actually compare individual people,
when geeks refer to jocks in disparagingly
simian terms they may have hit on an un-
derlying reality.7

amino acids and vitamins that are the cur-
rency of biochemistry. The researchers ex-
amined almost 10,000 of these chemicals
in five types oftissue taken from 14 individ-
uals of each of four species of mammal:
humans, chimpanzees, rhesus monkeys
and mice. (The samples were removed
from previously healthy, dead individuals.
The humans had died mainly in acci-
dents.) Three of the tissue types came from
the brain, namely the prefrontal cortex, the
visual cortex and the cerebellum. The oth-
er two were thigh muscle and kidney.

Metabolic enhancement
Roughly speaking, you would expect dif-
ferences between the metabolomes of two
species to be proportional to the amount
of time they have been evolving separate-
ly. Larger differences in a particular type of
tissue would suggest strong and specific
evolutionary pressures on that tissue. For
this reason, the researchers thought hu-
man prefrontal cortex (which has expand-
ed enormously in the past few million
years, and is the seat of complex cognitive
behaviours such as abstract thought)
would show markedly greater differences
in metabolome from itsequivalent in other
species than was the case for the remain-
ing tissues. These, they expected, would
simply have chugged along.

Their guess about the prefrontal cortex
was pretty accurate. Its metabolism has
changed four times faster in humans than

Brawn v brain

Muscled out

Human beings are brainyweaklings
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WHY past generations regarded wom-
en as the weaker sex is a mystery to

anyone who has examined the question
objectively, for they are far stronger than
men—outliving them in pretty well every
society in the world. Partly that is because
men are more violent, and their violence is
largelydirected atothermen. Butpartly it is
physiological. Men seem to wear out faster
than women do. Yet no one knows why.

Madeleine Beekman of the University
of Sydney, Australia, and her colleagues,
however, have a hypothesis. As they out-
line in a paper in the Philosophical Transac-
tions of the Royal Society, they thinkat least
some of the blame lies with subcellular
structures called mitochondria (pictured
below), which provide the body with its
power by burning glucose and using the
energy thus released to make ATP, a mole-
cule that is biology’s universal fuel.

Mitochondria are intriguing. They are
descendants of bacteria that teamed up
with the ancestors of animal and plant
cells about a billion years ago. As such,
they retain their own genes. And this is
where the problems start. To avoid fights
between genetically different mitochon-
dria in the same cell, most species have ar-
ranged for their mitochondria to come
from only one parent—usually the mother.
This means, as Dr Beekman notes, that a
male’s mitochondria are stuck in an evolu-
tionary dead end. They cannot evolve in

male-specific ways, because no matter
how much good they do a male body they
inhabit, they will not be passed on to the
next generation. 

Male and female physiologies are suffi-
ciently similar for this not to be a central
problem, but Dr Beekman thinks it may
matter at the margins. She observes that
one disease, called Leber’s hereditary optic
neuropathy, which is caused by a faulty
mitochondrial gene, occurs in only 10% of
women whose cellular power-packs in-
clude the damaged gene, but in 50% ofmen
whose mitochondria are so encumbered.
The gene in question, in otherwords, is less
likely to harm a woman than a man. She
then lists a lot of other diseases, including
ones far commoner than Leber’s heredi-
tary optic neuropathy (such as cardiomy-
opathy, diabetes and several forms of deaf-
ness) that sometimes or always have a
mitochondrial component, and speculates
that some of these, too, may prove to be ei-
thermore common ormore serious in men
than in women. As far as her searches of
the literature can show, this is not some-
thing that has yet been looked into.

Part of the reason for this absence of in-
formation may be that few doctors think
like evolutionary biologists, so they fail to
ask the appropriate questions. Dr Beek-
man’s hypothesis may turn out to be
wrong. But it sounds eminently plausible,
and certainly worth investigating.7

Mitochondria and male lifespan

Power down

Women outlive men. An evolutionarycuriositymayexplain this

Mankiller?

ON THE surface the latest social-mes-
saging app, FireChat, is unremark-

able. Like other such apps it can be used to
exchange messages and photos, anony-
mously ifdesired. FireChat, however, isdif-
ferent from its rivals in one crucial respect:
there is no need for those using it to be con-
nected to a mobile-phone or Wi-Fi net-
work. Instead, it lets phones talk directly to
one another. Its developer, Open Garden, a
firm based in San Francisco, has taken ad-
vantage of a little-known feature of Ap-
ple’s iOS 7 mobile operating system (clum-
sily dubbed the “multipeer connectivity
framework”) that allows phones to link up
using either the Bluetooth or the Wi-Fi
wireless protocols, to form ad hoc net-
works of their own.

These “mesh networks”—in which de-
vices within range ofeach other form “dai-
sy chains” that relay messages over what-
ever distance a chain stretches—mean that
two users need not be in direct range of
one another to communicate. And if one
chain fails to deliver, the system can route
around the problem by trying a second,
just like its big brother, the internet. 

All this requires, of course, enough
smartphones and tablets around in a place
for daisy chains to be established. Micha
Benoliel, one of Open Garden’s founders,
reckons that in practice this means a 7-8%
take-up of the devices in an urban area.
Clearly, mesh networking is not going to
work everywhere, but its need for a high
density of users means it should be partic-
ularly good for temporarily crowded
places such as festivals and conferences
where, in contrast, more old-fashioned
wireless networks can be overwhelmed
by demand.

Moreover, as smartphones spread to
poorer parts of the world, mesh network-
ing may help bypass inadequate telecoms
infrastructure. It could even provide a
snoop-proof and tamper-proof means of
communication (or, at least, one that can
be snooped on only within the range of
the mesh), since data do not travel through
distant nodes that might be tapped or
switched off.

The main restrictions on mesh net-
working are the short ranges of Bluetooth
and Wi-Fi, meaning that the links in the
chain cannot be much more than 30 me-
tres apart, and the fact that there is not yet
an industry standard for it. But these pro-
blems could no doubt be dealt with if de-
mand for the service were high enough.7

Short-range telecommunications

Daisy, daisy, give
me an answer do

Howto linksmartphones together into
local networks
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Regenerating teeth

An enlightened approach

REGENERATIVE medicine is a field
with big ambitions. It hopes, one day,

to repair or replace worn-out hearts,
livers, kidneys and other vital organs.
Many people, though, would settle for a
humbler repair—of their teeth. 

Dentistry has too much “drill and fill”,
cutting away infected tissue and replac-
ing it with alien, artificial materials. But if
workby people such as David Mooney
ofHarvard University comes to fruition,
the days ofdrill and fill may be num-
bered. For, as they report in Science Trans-
lational Medicine, Dr Mooney and his
team have found a surprising way to get
dentine, the tissue that underlies a
tooth’s enamel coat, to repair itself. They
do so by shining a laser beam at it.

Regenerative medicine boils down to
the intelligent manipulation ofstem cells.
A stem cell is one that has the capacity to
split asymmetrically so that one daughter
remains a stem cell (and can thus go on to
perform the same trick) while the other
gives birth to a line which proliferates
and differentiates into many other sorts
ofcell. The most famous, and contro-
versial, stem cells are those in early em-
bryos. These can turn into any sort of
body cell. Mature tissues such as dentine
contain stem cells ofmore limited capa-
bility, which keep up a supply ofnew
specialised cells to replace old ones as
they die.

Dr Mooney’s trick is to tickle dentine’s
stem cells in a way that encourages them
to proliferate and produce more dentine.
And that is where the laser comes in. The
light it shines creates chemically potent,
oxygen-rich molecules such as hydrogen
peroxide which go on to activate latent
versions ofmolecules called transform-

ing growth factor–beta 1 (TGF-beta 1).
These, in turn, activate dentine’s stem
cells and encourage the tissue’s growth.

Dr Mooney and his team have shown
that this works in both tissue cultures
and actual (rats’) teeth. Moreover, block-
ing the action ofTGF-beta 1with a drug,
or by knocking out the gene that encodes
the growth factor’s receptor, stops it
happening, which suggests they have
understood the mechanism correctly.

This is a preliminary result, and it does
not address the question ofwhether
enamel might similarly be repaired. But it
is encouraging. Eventually, perhaps,
dentists will approach cavities with
lasers rather than drills—and the days of
fillings will be over.

It may be possible to stimulate decayed teeth to repair themselves

Goodbye to all that

WITHOUT regular brushing and floss-
ing, teeth accumulate bacterial films

that secrete acid and cause cavities (see ad-
jacent article). But sometimes even these
good habits are insufficient to shift such
films, and a chemical called chlorhexidine
has to be deployed as well, in the form of a
mouthwash. Chlorhexidine, however,
stains teeth and affects people’s sense of
taste, so an alternative would be welcome.
And Victoria Moreno-Arribas of the Insti-
tute of Food Science Research in Madrid
believes she may have one: a derivative of
red wine.

Dr Moreno-Arribas knew from previ-
ous work that red wine has antimicrobial
properties, but she could find few studies
which looked at whether it attacks dental
biofilms specifically. To rectify that, she
and her colleagues grew five troublesome
oral bacteria, Actinomyces oris, Fusobacte-
rium nucleatum, Streptococcus mutans,
Streptococcus oralis and Veillonella dispar,
on discs of hydroxyapatite, the main com-
ponent of dental enamel. They fed the
bugs by dipping the discs into solutions of
sugarmixed with saliva collected from vol-
unteers, who spent several hours spitting
into jars. The results have just been pub-
lished in the Journal of Agricultural and
Food Chemistry.

As expected, the bacteria grew to form
films on the discs, just as they do on teeth.
After a week of such growth the research-

ers exposed each disc to one of five treat-
ments every day for a further seven days.
Some were swished around in red wine (a
pinot noir, vintage 2010) for two minutes.
Some were swished in a de-alcoholised
version of this wine. Some were swished
in chlorhexidine, some in a 12% solution of
ethanol (ie, of the same alcoholic strength
as the wine) and some in plain water. This
combination of experiments let Dr More-
no-Arribas determine whether wine has
antibiofilm properties beyond those be-
stowed by its alcohol content, and also
how well it compares with chlorhexidine.

Sadly for oenophiles, chlorhexidine
still came out on top. But wine did well
against two of the five species, F. nucleatum
and S. oralis. Intriguingly, in the case of S.

oralis the de-alcoholised version was even
more effective than the full-strength stuff. 

To find out which chemicals within the
wine were having the desired effect, Dr
Moreno-Arribas and her team added wine
extracts such as flavanols and yeast poly-
saccharides to the mix and repeated their
experiments. The magic turned out to be
provided by a group of chemicals called
flavan-3-ols.

Regrettably, this work does not suggest
that a nightly glass of wine is a sensible
substitute for a thorough dental brushing
before you go to bed. But it might, if pur-
sued, allow an alternative to chlorhexi-
dine mouthwash to be developed—per-
haps one that does not have such a
horrible effect on taste buds.7

Oral health

Wine gums

One of the components ofred wine
protects against tooth decay
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ON THE night of June 3rd-4th 1989 the
Chinese army unleashed its tanks in

the centre of Beijing to crush a protest that
had begun seven weeks earlier against the
Communist Party’s autocratic rule. Ever
since, Chinese officials grow nervous in
the run-up to the anniversary of the crack-
down. This year they are especially jittery,
fearful that the symbolic passage ofa quar-
ter of a century might encourage some dis-
sidents to be more daring than usual in
their public remembrance of the hun-
dreds, perhaps thousands, who were
killed. Security forces around the country
are on heightened alert, particularly in Tia-
nanmen Square, the plaza that has become
synonymous with the unrest. 

Louisa Lim, a correspondent for Ameri-
ca’s National Public Radio, writes in her
new book, “The People’s Republic of Am-
nesia”, that China’s modern history “piv-
ots on that night” of bloodshed in 1989. Yet
a new generation of young Chinese has
since grown up that knows little of what
happened, and appears not to care. Ms Lim
showed students at leading Beijing univer-
sities the iconic photograph of the man
standing in front ofa column of tanks close
to the square (above). The party’smemory-
eradication campaign hasbeen so effective
that only 15 out of 100 of them correctly
identified the picture. As Ms Lim notes,
many young Chinese see today’s prosper-

low soldiers dressed as civilians and made
their way by subway, bus or on foot to the
Great Hall of the People overlooking the
square. Others stormed their way into the
city, shooting indiscriminately. 

Inside the cavernous building “nerves
were so taut that there were numerous ac-
cidental discharges, bullets flying through
the ceiling of the hall”, Ms Lim writes. Mr
Chen’s hands trembled so much as he
gripped his gun preparing to move into the
square that he was given a camera instead
to record the event. He later recalls seeing
hundredsofinjured soldierson the floor of
the Great Hall of the People, many of them
bleeding profusely after being beaten up
by angry crowds. 

The party, ever paranoid about the
army’s loyalty, does not want people like
Mr Chen to dwell on such horrors. Anoth-
er, unnamed, ex-soldier tells Ms Lim that
every soldier in his company had to hand
in his ammunition after the square was
cleared. He believed this was because the
army feared the soldiers might rebel. One
of Ms Lim’s most revealing portraits is of
Bao Tong, an outspoken former senior offi-
cial in Beijingwho was imprisoned for sev-
en years after the crackdown and still lives
under constant surveillance. She says that
from Mr Bao’s perspective the suppression
of the protests was the “defining act” of
modern-day China, accounting for its ma-
jor ills today: rampant corruption, lack of
trust in the government, a widespread mo-
rality crisis and the ascendancy of the se-
curity apparatus. The Chinese may not be
so quick to blame the 1989 bloodshed, but
most would recognise these symptoms. 

Ms Lim’s book is a meticulously report-
ed account of the events of that night and
whathasfollowed. It isparticularly good at
showing the extent of the pro-democracy 

ity as justification for the crackdown. 
This year’s anniversary will not be

mentioned by party-controlled Chinese-
language media. Two years ago censors
even tried to block online references to the
Shanghai stock exchange when it fell 64.89
points in a day, a number that sounds like
June 4th 1989. Few will notice this year’s in-
formation blackout, other than the rebels
of the era, some elderly intellectuals and
the relatives of those who died. No one 
expects more than a handful ofsmall-scale
isolated efforts to mark the occasion inside
China; the only exception may be Hong
Kong, where controls are much lighter. 

But the memories that remain are po-
tent, as Ms Lim shows, which is why the
party still expends so much effort in trying
to suppress them. The authoroffersa series
of meticulously (and often daringly) re-
ported portraits of participants, beginning
with one of the least-told stories of all:
what the soldiers who took part in the kill-
ings felt about their mission. Chen Guang,
now an artist in Beijing, was then a 17-year-
old soldier with the martial-law troops. He
describes how, in order to avoid being de-
tected by the demonstrators, he and his fel-

Tiananmen Square

Ageing rebels, bitter victims

Twenty-five years after the bloodshed in Beijing, newdetails keep emerging 

Books and arts
Also in this section

75 Saudi Arabia’s joyriding youth

76 Fat and the case for cream

77 The Great Barrier Reef

77 Michael Schmidt’s photography

The People’s Republic of Amnesia:
Tiananmen Revisited. By Louisa Lim.
Oxford University Press; 248 pages; $24.95

75 China’s age of ambition

  

http://Economist.com/culture


The Economist May 31st 2014 Books and arts 75

1

2 movement—and the reaction to it. Protests
erupted in more than 80 Chinese cities. Ms
Lim writes at length about previously un-
reported unrest in Chengdu. She has pain-
stakingly assembled detailed evidence of
the beating of dozens of protesters in a 
hotel courtyard by Chinese police, many
of them apparently to death. In Chengdu,
as elsewhere outside the capital, the au-
thorities found they were not constrained
by foreign television footage when they
drafted their official versions of what hap-
pened. Ms Lim says Chengdu provides
“nearly the perfect case study in first re-
writinghistory, then excising it altogether”.
It is a sad reflection on the outside world’s
ability to monitor a country ofChina’s size
and secretiveness that it has taken 25 years
for the record of this one provincial city to
be set at least somewhat straighter.7

LAST month Chris Matthews, a well-
known American television presenter,

discussed on his daily programme his re-
centvisit to China. He could hardlycontain
his astonishment at the size of its cities and
the scale of its consumerism. What aston-
ished those who know China was that
such a prominent media personality could
be surprised that Chinese people are no
longer living as though it were 1976.  Mr
Matthews’s reaction neatly encapsulates
part of China’s image problem:  Western
journalists and politicians express strong
opinions about a country that few have
visited and even fewer know well. 

 As every visitor soon discovers, Chi-
nese people are being transformed, both
materially and psychologically. They are
developing new hopes and new expecta-
tions.  The Mandarin word for ambi-
tion, ye xin, partially tells the story. Literal-
ly it means “wild heart” and, as the
translation suggests, it has traditionally
been a negative trait, reserved for wide
boys and ne’er-do-wells.  Now  book-
shops are full of titles such as  “How to
have a Wild Heart in your Twenties”.

 Perhaps Mr Matthews should have
read “Age ofAmbition”,  the latest book by
a departing foreign correspondent to
chronicle all this change. Its author, Evan
Osnos, spent eight years in China writing
for the Chicago Tribune and then the New
Yorker.  Mr Osnos lived in a hutong, one of
Beijing’s ancient alleyways, and he does a

good job of capturing its atmosphere. A
country that was the ultimate group-think
society is becoming a nation of individ-
uals, set permanently on fast forward.
They are taking charge of their own desti-
nies. Controls still exist, but Chinese peo-
ple are dancing in their shackles. Mean-
while, the country exports in six hours as
much as it did in all of1978.

 Alongside all this optimism, however,
Mr Osnos also tells the other side of mo-
dern China, where the Communist Party
continues to oppress people as though it
were still 1976. He also charts the thwarted
ambition of many young people in
what  has become one of the most
unequal societies in the world.  Discon-
tent, anger and scepticism about the future
are rife.  “The party was sparking individ-
ual ambition and self-creation in one half
of life and suppressing those tendencies in
the other,” he writes. 

 Readers who know China well may
wish Mr Osnos had been a little more 
ambitious.  Even Mr Matthews  has prob-
ably heard of Ai Weiwei, a dissident artist,
and Chen Guangcheng, a blind activist,
whose well-documented lives and causes
take up a little too much of the narrative.
The book comes to life when Mr
Osnos describes the ordinary  men and
women living at the intersection of tradi-
tion and modernity;  the country girl who
makes a fortune setting up an internet 
dating agency; the small-time fixer who
bribes judges, goes to jail and then rein-
vents himself as a novelist; the pest exter-
minator who discovers it is not a rat living
in the eaves of Mr Osnos’s house but a
weasel. (“You’re a very lucky man,” he tells
him. “Never hit a weasel,” confirms the au-
thor’shousekeeper.)  For those newto Chi-
na, Mr Osnos beautifully portrays the na-
tion in all its craziness, providing a ringside
seat for the greatest show on earth.7

China 

Wild at heart
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I’ll take it

GOOD anthropologists aim to enter into
the minds of their subjects, sharing

their lifestyle, acquiring their language,
studying their moods and responses but 
always maintaining an objective self-
awareness. Pascal Menoret is better than
good. Halfway through two years of
research in the sprawling, aesthetically
bleak, politically and socially stifling capi-
tal of Saudi Arabia, the French academic,
currently at NYU Abu Dhabi, found him-
self feeling profoundly tufshan. 

In Saudi dialect, explains Mr Menoret,
the word describes the “subtle and inca-
pacitating torpor” that results from a
dawning sense of worthlessness and so-
cial inadequacy. Common among the
young and working class in Riyadh, a city
he calls “a selective El Dorado where only a
handful became rich”, this state of dejec-
tion generates not merely ennui but a 
detached indifference which itself can be
intoxicating and even revolutionary. 

Mr Menoret is made to feel tufshan by
repeated rebuffs and obstacles to his work.
Yet the trials that he describes so amusing-
ly in “Joyriding in Riyadh” reveal as much
about one of the world’s least understood
societies as do the kindness and friendship
he also receives. The anthropologist’shope
of an extended stay in a conservative Bed-
ouin village, for instance, ends in a mid-
night flight after radical jihadist relatives of
his apologetic host threaten violence
against the infidel intruder. Universities
prove to be off limits; Islamist youth
groups are no less impenetrable. Some
Saudis suspectMrMenoret isa police plant
or a foreign spy. Others fear his presence
will attract unwanted attention from the
pervasive mukhabarat, or secret police. 

Out of frustration the author tries 
instead to mingle with a group of fellow
outcasts, the joyriders who own the night
on the asphalt fringes of the ever-expand-
ing city. As Mr Menoret discovers, their 
peculiar blend of motorised daredevilry,
Bedouin gallantry, joyful homoeroticism
and petty criminality is more than a 
product of boredom, testosterone and
cheap petrol. It isa response, he argues con-
vincingly, to symbolic and latent violence
inflicted on the lower rungs of Saudi 
society over several generations, a repres-
sion of the spirit that has not been just 
social, political and religious, but
economic and spatial as well. 

Saudi youth

Fast and furious

Joyriding in Riyadh: Oil, Urbanism, and
Road Revolt in Saudi Arabia. By Pascal
Menoret. Cambridge University Press; 250
pages; $85 and £55
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2 Riyadh, a city now 50 miles (80km)
across and home to 5m people, was a com-
pact town of only 300,000 as recently as
1970. More than half its residents then were
Bedouins uprooted from the surrounding
desert steppe, many of them housed in
shanties and slums. The oil crisis of 1973
multiplied Saudi national income expo-
nentially: in the 15 years to 1984, the 
number of registered vehicles in the king-
dom rose from 60,000 to 3.9m. Property
speculatorsand princeswith privileged ac-
cess to land made fortunes as the city grew
and evolved into a parched, flattened Los
Angeles-scape of motorways, single-
family dwellings and commercial strips. 

As Mr Menoret notes, this drastic 
reshaping did not change underlying reali-
ties. A stark divide has persisted between
the growing urban middle class and an 
underclass with mostly nomadic roots.
Schemes to demolish slums made their
situation still more marginal, even as a
flood of foreign labour depressed wages
for unskilled jobs below what was needed
to start a family. At the same time a height-
ening of both state security fears and state-
imposed religious orthodoxy, including
stricter segregation between sexes, shrank
the space for personal freedom. 

Since the 1980s many alienated Saudi
youths have escaped via religious radical-
ism. Others have opted for motorised 
revolt. This inclination, Mr Menoret notes,
is actually encouraged by the ban on 
female drivers that underscores the devi-
ant potential of driving. As a result of the
ban, the sons and brothers of poorer Saudi
families have the humiliating chore of fer-
rying about their mothers and sisters, a
role that for the wealthy tends to be carried
out by foreign servants. 

The sport of tafheet, tyre-burning acro-
batics often in stolen or “borrowed” cars
before a flash-mob of youthful admirers,
represents not only a deliberate challenge
to authority but also a reclaiming of turf,
manliness and even tribal pride from an
emasculating society. Small wonder that a
school survey carried out in 2004 in the
kingdom’s three biggest cities found that
45% of teenage boys were involved to
some degree in joyriding. More than one in
ten said they were “constantly involved”.

Mr Menoret’s sympathetic study of this
enduring subculture is both fascinating
and disturbing. As celebrated in popular
songs and poetry, it is often for the alluring
eyes of pretty teenage boys that skilled
drivers perform. Romantic rivalry be-
tween two reigning champions a decade
ago caused a crash that reportedly left sev-
en people dead. In another case a much-
admired driver silenced a suspected police
informer in his entourage by enticing him
to rape a young acolyte, secretly capturing
the crime on film. For all the outward piety
of Saudi Arabia, the kingdom has clearly
not yet chased out all its demons.7

“EATING foods that contain saturated
fats raises the level of cholesterol in

your blood,” according to the American
Heart Association (AHA). “High levels of
blood cholesterol increase your risk of
heart disease and stroke.” So goes the
warning from the AHA, the supposed au-
thority on the subject. Governments and
doctors wag their fingers to this tune the
world over. Gobble too much bacon and
butter and you may well die young. But
what if that were wrong?

Nina Teicholz, an American journalist,
makes just that argument in her compel-
ling new book, “The Big Fat Surprise”. The 
debate is not confined to nutritionists.
Warnings about fat have changed how
food companies do business, what people
eat, and how and how long they live. Heart
disease is the top cause of death not just in
America, but around the world. The ques-
tion is whether saturated fat is truly to
blame. Ms Teicholz’s book is a gripping
read for anyone who has ever tried to eat
healthily. 

The case against fatwould seem simple.
Fat contains more calories, per gram, than
do carbohydrates. Eating saturated fat
raises cholesterol levels, which in turn is
thought to bring on cardiovascular pro-
blems. Ms Teicholz dissects this argument
slowly. Herbook, which includeswell over
100 pages of notes and citations, covers 

decades of nutrition research, including
careful explorations of academics’
methodology. This is not an obvious page-
turner. But it is. 

Ms Teicholz describes the early aca-
demics who demonised fat and those who
have kept up the crusade. Top among them
wasAncel Keys, a professorat the Universi-
ty of Minnesota, whose work landed him
on the cover of Time magazine in 1961. He
provided an answer to why middle-aged
men were dropping dead from heart at-
tacks, as well as a solution: eat less fat.
Work by Keys and others propelled the
American government’s first set of dietary
guidelines, in 1980. Cut back on red meat,
whole milk and other sources of saturated
fat. The fewscepticsofthis theorywere, for
decades, marginalised. 

But the vilification of fat, argues Ms Tei-
cholz, does not stand up to closer examina-
tion. She pokes holes in famous pieces of
research—the Framingham heart study, the
Seven Countries study, the Los Angeles
Veterans Trial, to name a few—describing
methodological problems or overlooked
results, until the foundations of this nutri-
tional advice look increasingly shaky. 

The opinions ofacademics and govern-
ments, as presented, led to real change.
Food companies were happy to replace 
animal fats with less expensive vegetable
oils. They have now begun abolishing
trans fats from their food products and 
replacing them with polyunsaturated 
vegetable oils that, when heated, may be
as harmful. Advice for keeping to a low-fat
diet also played directly into food compa-
nies’ sweet spot of biscuits, cereals and
confectionery; when people eat less fat,
they are hungry for something else. 
Indeed, as recently as 1995 the AHA itself
recommended snacks of “low-fat cookies,
low-fat crackers…hard candy, gum drops,
sugar, syrup, honey” and other carbohy-

Healthy eating

The case for eating
steak and cream

The Big Fat Surprise: Why Butter, Meat and
Cheese Belong in a Healthy Diet. By Nina
Teicholz. Simon & Schuster; 479 pages;
$27.99

Shifting the argument
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Michael Schmidt’s "Lebensmittel" (“Foodstuff”), which won the 2014 Prix Pictet
photography prize on May 21st, three days before he died, examines the industry that
humanity has created to feed itself. Over four years the German photographer captured
the minutiae of a global business: egg-boxes, apples, burgers, fields and shrink-
wrapped meat. The effect is as stark and unblinking as his better known snaps of Berlin.
Individually mundane, the photographs gain their power from their collective scale and
their step-locked grid framing, like a bank of CCTV monitors; in a picture of three pigs a
single porcine eye gazes back at you, reproachfully. “Animal Farm” for the 21st century.

Photography

drate-laden foods. Americans consumed
nearly 25% more carbohydrates in 2000
than they had in 1971. 

In the past decade a growingnumber of
studies have questioned the anti-fat ortho-
doxy. Ms Teicholz’s book follows the work
of Gary Taubes, a science journalist who
has cast doubts on the link between satu-
rated fat and health for well over a
decade—and been much disparaged for his
pains. There is increasing evidence that a
bigger culprit is most likely insulin, a hor-
mone; insulin levels rise when one eats
carbohydrates. Yet even now, with more 
attention devoted to the dangers posed by
sugar, saturated fat remains maligned. “It
seems now that what sustains it,” argues
MsTeicholz, “isnot so much science as gen-
erations ofbias and habit.”7

WHEN Captain Cook’s ship, the En-

deavour, snared on coral in 1770, the
Great Barrier Reef became his “labyrinth
ofshoals”, a life-threatening trap. About 30
years later, Matthew Flinders, a British
navigator, saw the reef in a different light.
Flinders is best known for circumnaviga-
ting Australia, and for giving the continent
its name. Less well known is that he was
the firstEuropean to discover the reef for its
beauty. To Flinders, its corals were a “new
creation” with shapes “excelling in gran-
deur the most favourite parterre of the cu-
rious florist”. For Charlie Veron, a scientist
who has seen more of the corals from un-
derwater than anyone, the legacyafter two
centuries of human impact casts a more
chilling sight. Watching the reef’s disinte-
gration, and perhaps its extinction, is “like
seeing a house on fire in slow motion”.

Iain McCalman, a historian at the Uni-
versity of Sydney, has written a masterly
biography of the Great Barrier Reef
through 12 stories like these. The idea came
to him in 2001 when he joined a group of
historians, literary scholars, astronomers,
botanists and indigenous guides aboard a
replica of Cook’s ship to re-enact his 18th-
century voyage. Most visitors today see the
world’s largest reefas a tourist destination.
Mr McCalman found it so vast that no 
human mind can take it in except, perhaps,
“astronauts who’ve seen its full length
from outer space”.

The reef extends about 2,400km (1,500
miles) along Australia’s east coast, almost

to Papua New Guinea, covering an area
half the size of Texas. Like Mr McCalman’s
shipmates, and the colourful figures who
inhabit his stories, people are still trying to
make sense of the reef’s origins and char-
acter. Scientists on Lizard Island opened
Mr McCalman’s eyes to the most critical
chapter of its story: its ailing health. Rising
sea temperatures, linked to global warm-
ing, have bleached the colour from much
of its coral. Over the past 27 years, half its
coral has died, thanks to the bleaching, 
cyclones and the spread of the predatory
crown-of-thorns starfish.

Judith Wright, a distinguished Austra-
lian poet, helped launch one of the first
conservation movements to save the reef
in the 1960s. She saw its fate as a micro-
cosm of the fate of the planet. Wright and
her allies (a forestry scientist and an artist)
wanted Australians to see the reef as an 
“affirmative” national myth. That ideal has
always struggled against political 
pressures to develop mineral resources 
adjacent to the reef. Mr McCalman 
suggests it also suffered from earlier myth-
making, particularly about the indigenous
inhabitants of the reef’s coasts and islands
whom European explorers, scientists and
beachcombers encountered.

The biggest myth surrounds the story
of Eliza Fraser, a shipwrecked castaway
who lived among aborigines in 1836, be-
fore a white man rescued her. John Curtis,
a London journalist, wrote up Mrs Fraser’s
story as a sensational Victorian tale that
pandered to the racial prejudices of the
time: a ravished lady plucked from a world

of sexually predatory savages and canni-
bals. There were other castaways: Barbara
Thompson, whom the reef’s Kaurareg
people saw as a “ghost maiden” come back
from the dead; and James Morrill, a Briton,
and Narcisse Pelletier, a Frenchman. All
survived with natives for years before re-
entering white society. Yet, says Mr McCal-
man, the toxic myth of Curtis’s version 
endures still; it has even influenced 
versions of Eliza Fraser’s story by Sidney
Nolan, an artist, and PatrickWhite, a Nobel
prize-winning novelist. 

IfMrMcCalman has a hero perhaps it is
Joseph Jukes, the first naturalist charged
with mapping the reef’s coral structures.
Jukes’s observations on his1843 expedition
seemed to endorse Charles Darwin’s
theory that slowly sinking ocean floors
spurred coral growth. Jukes had a more
open attitude towards the local population
than any European predecessor: almost
everything he saw contradicted the na-
tives’ reputation for savagery.

The Great Barrier Reef, “the most im-
pressive marine area in the world”, was
listed as a UNESCO World Heritage Site in
1981, giving a sense of urgency to the envi-
ronmental problems that have mounted
steadily since Cook’s voyage. Mr McCal-
man’s sweeping and absorbing history is
well timed. UNESCO recently announced
that as a result of industrial development
and dredging along the Queensland coast,
the reef could be put on its “world heritage
in danger” list asearlyasnextyear. The bat-
tle that Wright termed a “finale without an
ending” still rages.7

The Great Barrier Reef

A world in water

The Reef, A Passionate History: The Great
Barrier Reef from Captain Cook to Climate
Change. By Iain McCalman. Farrar, Straus and
Giroux; 377 pages; $27. Scribe; £20   
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Economic data
% change on year ago Budget Interest
 Industrial Current-account balance balance rates, %
 Gross domestic product production Consumer prices Unemployment latest 12 % of GDP % of GDP 10-year gov't Currency units, per $
 latest qtr* 2014† latest latest 2014† rate, % months, $bn 2014† 2014† bonds, latest May 28th year ago

United States +2.3 Q1 +0.1 +2.6 +3.5 Apr +2.0 Apr +1.7 6.3 Apr -379.3 Q4 -2.2 -2.9 2.54 - -

China +7.4 Q1 +5.7 +7.3 +8.7 Apr +1.8 Apr +2.5 4.1 Q1§ +188.6 Q4 +1.8 -2.2 4.03§§ 6.26 6.12

Japan +3.0 Q1 +5.9 +1.2 +7.4 Mar +1.6 Mar +2.6 3.6 Mar +8.9 Mar +0.4 -8.1 0.60 102 102

Britain +3.1 Q1 +3.3 +2.9 +2.3 Mar +1.8 Apr +1.8 6.8 Feb†† -111.7 Q4 -3.4 -4.8 2.71 0.60 0.67

Canada +2.7 Q4 +2.9 +2.3 +3.6 Feb +2.0 Apr +1.5 6.9 Apr -58.9 Q4 -2.9 -2.6 2.23 1.09 1.04

Euro area +0.9 Q1 +0.8 +1.2 -0.1 Mar +0.7 Apr +0.9 11.8 Mar +323.3 Mar +2.3 -2.6 1.34 0.74 0.78

Austria +1.1 Q4 +1.8 +1.2 +0.8 Mar +1.7 Apr +1.5 4.9 Mar +11.2 Q4 +2.7 -3.0 1.58 0.74 0.78

Belgium +1.2 Q1 +1.6 +1.2 -1.0 Mar +0.4 May +1.0 8.5 Mar -8.0 Dec -0.8 -2.4 1.86 0.74 0.78

France +0.8 Q1 +0.1 +0.9 -0.8 Mar +0.7 Apr +1.0 10.4 Mar -32.0 Mar -1.7 -3.9 1.79 0.74 0.78

Germany +2.3 Q1 +3.3 +1.8 +3.0 Mar +1.3 Apr +1.3 6.7 May +277.9 Mar +6.9 +0.5 1.34 0.74 0.78

Greece -1.1 Q1 na nil -3.1 Mar -1.3 Apr -1.0 26.5 Feb +3.3 Mar +1.4 -3.5 6.31 0.74 0.78

Italy -0.5 Q1 -0.5 +0.5 -0.4 Mar +0.6 Apr +0.7 12.7 Mar +28.6 Mar +1.2 -3.0 2.94 0.74 0.78

Netherlands -0.5 Q1 -5.4 +1.0 +1.4 Mar +1.2 Apr +1.0 8.7 Apr +83.1 Q4 +9.4 -2.8 1.66 0.74 0.78

Spain +0.6 Q1 +1.6 +0.9 +8.0 Mar +0.4 Apr +0.3 25.3 Mar +8.9 Feb +1.3 -5.8 2.88 0.74 0.78

Czech Republic +0.8 Q4 nil +2.2 +8.7 Mar +0.1 Apr +0.9 7.9 Apr§ -2.9 Q4 -0.6 -1.8 1.72 20.2 20.2

Denmark +1.4 Q1 +3.6 +1.2 +7.7 Mar +0.7 Apr +1.1 5.1 Mar +24.9 Mar +6.4 -1.7 1.37 5.49 5.80

Hungary +3.5 Q1 +2.2 +2.5 +8.0 Mar -0.1 Apr +0.9 8.3 Mar§†† +3.9 Q4 +2.5 -3.0 4.86 224 223

Norway +3.9 Q1 +1.3 +2.4 +9.3 Mar +1.8 Apr +2.0 3.3 Mar‡‡ +54.5 Q4 +12.7 +12.1 2.72 5.97 5.88

Poland +3.3 Q1 na +3.2 +5.4 Apr +0.3 Apr +1.1 13.0 Apr§ -4.6 Mar -1.8 -3.5 3.66 3.06 3.26

Russia +0.9 Q1 na +0.5 +2.5 Apr +7.3 Apr +6.0 5.3 Apr§ +36.1 Q1 +1.3 -0.4 8.86 34.6 31.5

Sweden  +3.1 Q4 +7.1 +2.3 -4.5 Mar nil Apr +0.5 8.7 Apr§ +34.6 Q4 +5.5 -2.0 1.84 6.65 6.69

Switzerland +2.0 Q1 +1.9 +2.0 +0.4 Q4 nil Apr +0.3 3.2 Apr +84.4 Q4 +11.2 +0.3 0.77 0.90 0.98

Turkey +4.4 Q4 na +2.3 +4.2 Mar +9.4 Apr +8.9 10.2 Feb§ -60.0 Mar -6.1 -2.8 9.40 2.10 1.86

Australia +2.8 Q4 +3.2 +2.7 +2.8 Q4 +2.9 Q1 +2.8 5.8 Apr -44.2 Q4 -2.8 -1.9 3.71 1.08 1.04

Hong Kong +2.5 Q1 +1.0 +3.2 +0.5 Q4 +3.6 Apr +3.6 3.1 Apr‡‡ +5.1 Q4 +3.4 +1.3 1.97 7.75 7.76

India +4.7 Q4 +3.2 +6.0 -0.5 Mar +8.6 Apr +8.0 9.9 2012 -32.4 Q1 -2.6 -5.2 8.70 58.9 55.9

Indonesia +5.2 Q1 na +5.4 +4.9 Mar +7.3 Apr +6.9 5.7 Q1§ -27.3 Q1 -3.5 -2.3 na 11,619 9,793

Malaysia +6.2 Q1 na +5.1 +4.4 Mar +3.4 Apr +3.2 3.0 Mar§ +14.3 Q1 +5.3 -4.0 4.04 3.22 3.04

Pakistan +6.1 2013** na +3.6 -2.6 Mar +9.2 Apr +7.6 6.2 2013 -3.3 Q1 -1.9 -6.3 12.92††† 98.8 98.5

Singapore +4.9 Q1 +2.3 +4.2 +4.6 Apr +2.5 Apr +2.2 2.1 Q1 +56.3 Q1 +19.4 +0.7 2.27 1.26 1.27

South Korea +4.0 Q1 +3.8 +3.3 +2.7 Mar +1.5 Apr +1.6 3.9 Apr§ +87.1 Apr +4.2 +1.2 3.36 1,021 1,127

Taiwan +3.1 Q1 +1.9 +3.0 +4.8 Apr +1.6 Apr +1.0 4.0 Apr +61.9 Q1 +11.3 -2.1 1.51 30.1 29.9

Thailand -0.4 Q1 -8.2 +2.5 -3.9 Apr +2.5 Apr +2.7 0.9 Mar§ +4.9 Q1 +2.6 -2.3 3.35 32.7 30.0

Argentina +1.4 Q4 -0.7 -1.0 -5.9 Mar — *** — 7.1 Q1§ -4.3 Q4 -0.6 -1.8 na 8.08 5.27

Brazil +1.9 Q4 +2.8 +1.8 -1.0 Mar +6.3 Apr +6.2 4.9 Apr§ -81.6 Apr -3.6 -4.0 12.37 2.24 2.07

Chile +2.6 Q1 +3.0 +3.7 +1.0 Mar +4.3 Apr +3.9 6.5 Mar§‡‡ -8.4 Q1 -3.2 -1.0 4.98 553 491

Colombia +4.9 Q4 +3.3 +4.6 +10.4 Mar +2.7 Apr +2.9 9.7 Mar§ -12.7 Q4 -3.3 -1.1 6.28 1,911 1,902

Mexico +1.8 Q1 +1.1 +3.0 +3.4 Mar +3.5 Apr +4.3 4.9 Apr -23.3 Q1 -1.5 -3.7 7.75 12.9 12.5

Venezuela +1.0 Q4 +3.6 -1.8 +0.8 Sep +59.3 Mar +62.6 7.2 Feb§ +6.9 Q3 +1.3 -12.1 12.77 10.0 6.29

Egypt +1.4 Q4 na +1.8 -9.5 Mar +8.9 Apr +9.9 13.4 Q1§ -3.3 Q4 -2.8 -12.3 na 7.15 6.98

Israel +3.1 Q1 +2.1 +3.4 -2.1 Mar +1.0 Apr +1.5 5.6 Apr +7.2 Q4 +3.3 -2.9 2.94 3.48 3.71

Saudi Arabia +4.0 2013 na +4.0 na  +2.7 Apr +3.2 5.6 2013 +134.3 Q4 +13.2 +2.0 na 3.75 3.75

South Africa +1.6 Q1 -0.6 +2.3 +1.0 Mar +6.1 Apr +5.7 25.2 Q1§ -20.5 Q4 -5.5 -4.4 8.10 10.5 9.78

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, April 40.26%; year ago 19.27% †††Dollar-denominated bonds. 
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Indicators for more countries and additional

Other markets
 % change on

 Dec 31st 2013

 Index one in local in $
 May 28th week currency terms

United States (S&P 500) 1,909.8 +1.2 +3.3 +3.3

United States (NAScomp) 4,225.1 +2.3 +1.2 +1.2

China (SSEB, $ terms) 227.0 +0.6 -7.5 -10.5

Japan (Topix) 1,198.2 +4.2 -8.0 -5.0

Europe (FTSEurofirst 300) 1,377.8 +1.0 +4.7 +3.3

World, dev'd (MSCI) 1,706.1 +1.2 +2.7 +2.7

Emerging markets (MSCI) 1,038.2 +0.6 +3.5 +3.5

World, all (MSCI) 420.0 +1.1 +2.8 +2.8

World bonds (Citigroup) 943.6 +0.2 +4.1 +4.1

EMBI+ (JPMorgan) 706.7 +1.0 +8.4 +8.4

Hedge funds (HFRX) 1,233.8§ +1.0 +0.7 +0.7

Volatility, US (VIX) 11.7 +11.9 +13.7 (levels)

CDSs, Eur (iTRAXX)† 66.1 -6.5 +0.7 -0.6

CDSs, N Am (CDX)† 62.7 -3.8 +4.5 +4.5

Carbon trading (EU ETS) € 5.2 +1.7 +4.2 +2.8

Sources: Markit; Thomson Reuters.  *Total return index. 
†Credit-default-swap spreads, basis points. §May 27th.

The Economist commodity-price index
2005=100
 % change on
 one one
 May 20th May 27th* month year

Dollar Index

All Items 173.4 173.4 -2.3 -1.4

Food 200.9 199.8 -4.2 -1.4

Industrials    

 All 144.8 145.9 +0.4 -1.4

 Nfa† 148.2 147.0 -4.0 -8.6

 Metals 143.4 145.5 +2.4 +2.0

Sterling Index

All items 187.2 187.7 -2.1 -11.8

Euro Index

All items 157.4 158.3 -0.9 -6.9

Gold

$ per oz 1,293.9 1,268.6 -2.4 -8.5

West Texas Intermediate

$ per barrel 102.7 104.2 +3.0 +9.6

Sources: Bloomberg; CME Group; Cotlook; Darmenn & Curl; FT; ICCO;
ICO; ISO; Live Rice Index; LME; NZ Wool Services; Thompson Lloyd & 
Ewart; Thomson Reuters; Urner Barry; WSJ.  *Provisional  
†Non-food agriculturals.

Markets
 % change on

 Dec 31st 2013

 Index one in local in $
 May 28th week currency terms

United States (DJIA) 16,633.2 +0.6 +0.3 +0.3

China (SSEA) 2,146.5 +1.3 -3.1 -6.2

Japan (Nikkei 225) 14,671.0 +4.5 -9.9 -7.0

Britain (FTSE 100) 6,851.2 +0.4 +1.5 +2.4

Canada (S&P TSX) 14,611.0 -0.3 +7.3 +4.9

Euro area (FTSE Euro 100) 1,060.2 +1.8 +4.0 +2.6

Euro area (EURO STOXX 50) 3,246.2 +1.9 +4.4 +3.0

Austria (ATX) 2,521.1 +5.2 -1.0 -2.3

Belgium (Bel 20) 3,161.9 +1.4 +8.1 +6.7

France (CAC 40) 4,531.6 +1.4 +5.5 +4.1

Germany (DAX)* 9,939.2 +2.5 +4.1 +2.7

Greece (Athex Comp) 1,220.2 +7.3 +4.9 +3.6

Italy (FTSE/MIB) 21,586.0 +4.8 +13.8 +12.3

Netherlands (AEX) 405.9 +0.8 +1.0 -0.3

Spain (Madrid SE) 1,101.6 +2.2 +8.9 +7.4

Czech Republic (PX) 1,014.8 +2.9 +2.6 +0.8

Denmark (OMXCB) 658.4 +0.6 +16.3 +14.7

Hungary (BUX) 18,968.2 +0.4 +2.2 -1.5

Norway (OSEAX) 675.6 +1.7 +12.1 +13.9

Poland (WIG) 52,187.2 +1.5 +1.8 +0.5

Russia (RTS, $ terms) 1,300.5 -1.3 -5.1 -9.9

Sweden (OMXS30) 1,392.9 +0.5 +4.5 +1.0

Switzerland (SMI) 8,706.5 +0.6 +6.1 +5.1

Turkey (BIST) 77,995.4 +2.0 +15.0 +17.6

Australia (All Ord.) 5,506.7 +1.9 +2.9 +6.5

Hong Kong (Hang Seng) 23,080.0 +1.1 -1.0 -1.0

India (BSE) 24,556.1 +1.1 +16.0 +21.9

Indonesia (JSX) 4,985.6 +1.5 +16.6 +22.2

Malaysia (KLSE) 1,871.7 -0.3 +0.3 +1.9

Pakistan (KSE) 28,987.3 +0.8 +14.8 +22.2

Singapore (STI) 3,271.8 +0.3 +3.3 +3.9

South Korea (KOSPI) 2,017.1 +0.4 +0.3 +3.6

Taiwan (TWI)  9,121.7 +2.9 +5.9 +4.9

Thailand (SET) 1,402.8 nil +8.0 +8.5

Argentina (MERV) 7,665.4 +5.6 +42.2 +14.8

Brazil (BVSP) 52,639.8 +0.8 +2.2 +7.5

Chile (IGPA) 19,205.7 +0.9 +5.4 +0.1

Colombia (IGBC) 13,636.1 -0.1 +4.3 +5.4

Mexico (IPC) 41,960.5 +0.3 -1.8 nil

Venezuela (IBC) 2,169.7 -0.9 -20.7 na

Egypt (Case 30) 8,537.9 -1.0 +25.9 +22.3

Israel (TA-100) 1,261.5 +0.8 +4.5 +4.2

Saudi Arabia (Tadawul) 9,798.5 +0.3 +14.8 +14.8

South Africa (JSE AS) 49,690.6 +0.1 +7.4 +7.2 series, go to: Economist.com/indicators
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Source: Thomson Reuters
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America’s S&P 500 index reached an
all-time high this week. Better-than-
expected economic data helped: instead
of falling, orders for durable goods rose
slightly in April, and consumers were
more confident about the economy.
European stocks have also rallied; in-
vestors expect the European Central Bank
to announce further stimulus next week.
Germany’s Dax 30 index is at a record
high, and Britain’s FTSE100 is close to one
too. Though Wall Street’s gains have
helped to push up Asian markets (not
shown), in Hong Kong and mainland
China shares have fallen since the begin-
ning of the year, thanks to China’s slow-
ing economy. Japan’s markets have fallen
as its yen has strengthened.
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THE music of the Rolling Stones did
nothing for Prince Rupert zu Loewen-

stein. Perhaps “Paint it Black” was not too
bad. Otherwise, he doubted that their ca-
cophanies counted as music at all. If you
made your way backstage at a Stones con-
cert, passing through dozens of grades of
status and access, past aides in black T-
shirts and girls in not much, you would
find him at the very nerve-centre, a portly,
kindly figure in immaculate suit and tie,
with his hands clapped over his ears. 

He was there, on every tour for 39 years,
because his financial nous had turned the
Stones into the most lucrative rock band in
the world. Mick had his hip-swivelling en-
ergy, and Keith his wild guitar; Prince Ru-
pert, behind the scenes, contributed wis-
dom and suavity to the cafetière, along
with high-class fun. Before he arrived, in
1969, they were stuck in a recording con-
tract with Decca and tied to a financial ad-
viser, Allen Klein, who creamed off half of
what they earned. Over years of litigation
Prince Rupert liberated them, restoring
their rights to regular revenue from their
songs. He also built up a global touring
machine that pulled in millions from mer-
chandising and corporate sponsors: Bud-
weiser, Volkswagen, Chase Manhattan.
Thanks to him, the Stones in 2006 paid tax
at1.6% on 20-year earnings of£242m. 

his house in Holland Park.
The suggestion that he might help the

Stones came from Christopher Gibbs, an
art dealer he had met dans le monde. (The
idea of steering them towards Atlantic Re-
cords arose when he met Ahmet Ertegun at
a dinner given by Hardy Amies.) He did
not know who the Stones were at first, and
had to ask his wife, who read the popular
newspapers. He found then that he had al-
ready met Mick, trippingoverhim as he lay
stoned on the floor at a party in Chelsea. At
a second meeting, they bonded at once. He
discovered that Mick was bright, honest
and business-minded, and Keith deeper
than he appeared. As a man used to “tre-
mendous transience”, a European cosmop-
olite with four languages, he warmed to
these travelling players; and they to him,
because he could open gilded doors.

To sort out the “rats’ nest” of their finan-
cial affairs required not only severing the
Klein connection, but temporary exile
from Britain to escape swingeing taxes.
Prince Rupert, though tempted by the Ca-
ribbean, sent them to the south of France.
He could not bill them for three years, be-
cause they had no money, and other finan-
cial firms (considering him a rara avis any-
way) scorned him for mingling with long-
haired layabouts. By 2007, just before their
ways parted, he was advising the chief lay-
about on how to invest £40m in stocks.

Financial rescue was not all he man-
aged for the Stones. He advised them
when they split from their various wives
and girlfriends, and chided them for their
tomfoolery during discussions over con-
tracts. He interjected a mood of calm con-
sideration where necessary, “the rock ‘n’
roll equivalent of one of Aristotle’s walks
through...the Lyceum”. The last advice he
gave them was to sell off the band’s assets
for a huge sum and then retire from per-
forming. This advice they did not take. 

Saucy, not satanic
He might have moralised as well, for he
was an ardent Catholic, holding high office
in the Constantinian Military Order of St
George and the Knights ofMalta. In fact, he
raised only one objection to the Stones’ ca-
vorting, asking them not to feature tum-
bling crucifixes in a video on the “Sympa-
thy for the Devil” tour. Apart from that, he
found them “saucy” rather than satanic.
What happened in their dressing rooms
was their own affair. Whatever substances
they ingested were up to them—unless
they risked prison for it, as Keith did. He
worried far more that Mick had a habit of
turning up late for dinner. 

As for the red-tongue logo, he thought it
excellent. It might be repellent, but it gave
the band a global brand. And the same
could be said, he supposed, for the music;
though he would rather have Bach any
day, or an evening at the Wigmore Hall.7

Nonetheless, to stumble upon him
backstage was as odd as to come across
Jumpin’ Jack Flash in the pages of the “Al-
manach de Gotha”. He was the son of Ba-
varian aristocrats, and properly speaking
(as he always spoke) was called Loewen-
stein-Wertheim-Freudenberg. He could
trace his descent on his father’s side from
the royal house ofWittelsbach; his mother,
the Countess of Treuberg, was related to
the kings of Brazil. From a somewhat soli-
tary childhood, which included being
abandoned in Grasse when he was six
with only a maid and a cook, he recalled
his father telling stories ofhis ancestry and
stressing the importance of tenue—the
bearing necessary to a gentleman. 

Not that there was much left. The beau-
tiful Schloss near Munich and the 5,000-
hectare estate had been sold to pay racing
debts. Estate factors (much like the Stones’
previous advisers) had siphoned off the
revenues. Neitherofhisparentscould cope
with things financial at all. As a child, he
would be parked by the Ritz bar while his
motherbegged for loans from the manager
of Barclay’s, next door. Yet, curiously, he
seemed to have “an instinctive sense of
money” himself. So in 1962 he and some
friends bought Leopold Joseph and Co, a
small merchant bank, and expanded its cli-
ent list by holding dinners and parties at

Prince Rupert zu Loewenstein, financial adviser to the Rolling Stones, died on May
20th, aged 80

Rupert Loewenstein

Obituary

  



         When I won my first major, I listened to the same song 

every day on the way to the tournament. It played in my head 

               over and over all the way around the course. So whenever 

                          I want to remember that winning feeling,

Rory McIlroy

        Professional Golfer
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