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Politics this week

George Osborne, Britain’s chancellor of the exchequer, was 
forced to admit that the government would not meet its target of 
eliminating the structural budget deficit by 2014-15, and would 
have to make further austerity cuts after the next general 
election. The announcement came after the Office for Budget 
Responsibility, an independent statutory forecaster, slashed its 
growth projections for Britain. A day later hundreds of thousands 
of public-sector workers went on strike, protesting against pension 
reforms. See article (http://www.economist.com/node/21541021) 

In a speech in Berlin Radek Sikorski, Poland’s foreign minister, 
urged Germany to take action to save the euro zone. Describing 
Germany as “Europe’s indispensable nation”, Mr Sikorski said that 
it had a “special responsibility to preserve peace and democracy” in Europe. See article
(http://www.economist.com/node/21541016) 

Finance ministers from the euro zone agreed to boost the size of their main bail-out fund. But 
given the general agreement that even the expanded fund would not be able to cope with a 
request for help from Spain or Italy, further funding options are being explored. The next “make 
or break” summit will be held on December 8th and 9th.

A court in Belarus sentenced two men to death for bombing the Minsk subway system in April, 
killing 15 people. Belarus is the only country in Europe to retain the death penalty. Amnesty 
International said that the trial did not meet international standards. Relatives say the men were 
framed.

A report from court-appointed psychiatrists found that Anders Behring Breivik, who killed 77 
people in a bombing and shooting attack in Norway in July, was in a “psychotic state” at the 
time. If the report is approved, Mr Breivik will be committed to a psychiatric facility rather than 
prison.

Regaining the habit

Egyptians began to vote in parliamentary elections that will be spread out over six weeks. Partial 
early results suggested that the Muslim Brothers and the more extreme Salafists had done well. 
It is Egypt’s first fully free election for six decades. See article
(http://www.economist.com/node/21541064) 



Relations between Iran and Britain plummeted after a mob 
stormed the British embassy in Tehran to protest against a British 
decision to impose tighter economic sanctions on Iran, on account 
of its nuclear programme. All Iranian diplomats in Britain were 
expelled. In separate events, two big explosions were reported 
near the city of Isfahan. Israeli intelligence said the blasts 
damaged nuclear facilities near the city and were not accidents. 
Iran denied that any explosion had occurred at all.

Bombings in Iraq, including in Baghdad and Basra, killed at least 
45 people. As the last American troops prepare to leave, such 
attacks may cast doubt on the Iraqi forces’ ability to maintain 
security.

Five bloggers in Abu Dhabi, who had been incarcerated since April, received prison sentences of 
between two and three years for insulting the country’s rulers and sowing dissent, but were 
promptly granted a presidential pardon.

After several weeks of protests, Kuwait’s prime minister and his cabinet resigned over 
allegations of corruption.

Côte d’Ivoire’s former president, Laurent Gbagbo, whose refusal to accept defeat in an election 
a year ago prompted a civil war that ended in his capture in April, was sent to the International 
Criminal Court at The Hague. He faces charges of crimes against humanity committed between 
December 2010 and April 2011.

Presidential and parliamentary elections in Congo went ahead amid sporadic violence and 
allegations of fraud. The incumbent, Joseph Kabila, seemed set to win. Several of his rivals cried 
foul.

Cain not able

Herman Cain told his campaign staff that he was considering pulling out of the Republican 
presidential nomination race, after a woman claimed to have had an affair with the candidate. 
Meanwhile, Newt Gingrich received a boost to his surging candidacy by gaining the 
endorsement of New Hampshire’s biggest newspaper for the state’s primary in January. See 
article (http://www.economist.com/node/21541030) 

Barney Frank decided to retire from Congress, after 30 years as a liberal nemesis of 
conservatives. Mr Frank helped to write the Dodd-Frank banking reforms and in 1987 became the 
first congressman to declare openly that he is gay.

Investment grading

Newmont, an American company, halted work on a $4.8 billion gold-mining project in northern 
Peru, after protests against the mine turned violent. The protesters worry that farmers will be 
hurt by the project, which involves replacing several small Andean lakes with artificial reservoirs. 
The dispute is a test for Peru’s new president, Ollanta Humala.

Colombia’s FARC guerrillas killed three policemen and a soldier whom they had held hostage for 
a decade, thwarting a rescue attempt by the army (one hostage escaped). Human-rights groups 
called the killings a “war crime”.
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The ruling People’s Progressive Party/Civic seemed set for a narrow victory in Guyana’s 
presidential election. The opposition said the result had been manipulated; the electoral authority 
disagreed.

Very deadly friendly fire

At least 24 Pakistani troops were killed when NATO aircraft attacked two frontier posts on the 
north-west border with Afghanistan. With relations between Pakistan and America already 
strained, Pakistan responded by telling the CIA to remove its drone operations from an airbase 
and threatening to boycott a forthcoming international conference on Afghanistan. See article
(http://www.economist.com/blogs/banyan/2011/11/pakistan-and-america) 

Hillary Clinton arrived in Myanmar for a visit, the first time an 
American secretary of state has been to the country since 1955. 
The trip is seen as a “reward” for the governing party, which has 
taken tentative steps towards reform. In order to encourage those 
steps, Mrs Clinton announced that some restrictions on aid and 
financial assistance to Myanmar would be relaxed. See article
(http://www.economist.com/node/21541071) 

Elections in New Zealand returned the incumbent centre-right National Party to power. It will 
form a coalition. See article (http://www.economist.com/blogs/banyan/2011/11/new-zealands-
politics) 

China banned advertisements from being broadcast in the middle of many television drama 
programmes, as part of an effort to “raise the quality of public cultural services”. The media 
regulator has already taken a talent show off air and asked channels to reduce the emphasis on 
entertainment.
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Business this week

Amid speculation that interbank lending is drying up because of a potential new credit crunch, 
the Federal Reserve, the European Central Bank, the Bank of England and other central banks 
took co-ordinated action to lower the cost of dollar loans to Europe and elsewhere. The Fed led 
the move, explaining that it would help to “ease strains in financial markets” that are being 
caused by the euro-debt crisis. See article (http://www.economist.com/node/21541019) 

The unemployment rate in the euro zone reached another high, 
standing at 10.3% in October (and 9.8% for the wider European Union). 
The average youth unemployment rate (for those under 25) was 21.4%.

A BRIC wall

China lowered its bank reserves requirement, as the government seeks 
to stimulate lending amid political nervousness about the country’s 
economy. Official data showed China’s manufacturing sector contracting 
in November for the first time since February 2009. China is retuning 
monetary policy to boost growth; the reserve ratio had been increased numerous times over the 
past three years as a means of fighting inflation.

India’s economy grew by 6.9% in the year to September, the slowest pace since mid-2009 and 
well below government targets. Critics of the government want it to encourage more foreign 
investment. But its recent decision to allow foreign supermarkets to compete with small shops in 
India’s long-sheltered retail sector has not gone down well politically. See article
(http://www.economist.com/node/21541024) 

Brazil’s central bank cut its benchmark interest rate by half a percentage point, to 11%, its third 
such cut since August as its carries out a policy of “moderate” easing to counter the slowing 
global economy.

A federal judge criticised the Securities and Exchange Commission for its policy on settling 
cases of malpractice. The judge threw out a settlement reached between the SEC and Citigroup, 
over Citi’s failure to disclose its interest in a mortgage-bond deal, reasoning that permitting 
defendants to settle without admitting or denying the allegation, “deprives the court of even the 
most minimal assurance that the…relief it is being asked to impose has any basis in fact.” See 
article (http://www.economist.com/node/21541055) 

Friend, or enemy?

Facebook agreed to resolve a number of charges brought by the Federal Trade Commission in 
relation to privacy. Among other things, the FTC found that the social-networking site had 
“deceived” users by sharing personal data with advertisers that it had promised to keep private. 
The agreement removes an obstacle for Facebook as it prepares to launch its long-awaited initial 
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public offering, which could come as early as the spring. See article
(http://www.economist.com/node/21541047) 

The Federal Communications Commission published a scathing report on AT&T’s $39 billion 
proposed takeover of T-Mobile USA and dismissed the merger as not in the public interest. AT&T 
recently withdrew its application for approval from the FCC and set aside $4 billion to cover its 
costs if the deal collapses, which now looks likely. See article
(http://www.economist.com/blogs/schumpeter/2011/11/att-and-t-mobile-usa) 

The parent company of American Airlines filed for Chapter 11. Hitherto, AA was the only big 
American international airline not to seek bankruptcy protection. It racked up $10 billion in losses 
over the past decade and has debts of around $30 billion. But with $4 billion in cash on hand, AA 
pledged to keep flying while it restructures. The carrier blamed “the accelerating impact of global 
economic uncertainty” for its fate. See article (http://www.economist.com/node/21541041) 

Boeing reached a preliminary agreement with its biggest union in a dispute about non-unionised 
factories. Under the deal Boeing will continue to assemble aircraft at a non-union plant in South 
Carolina, in return for expanding production at a unionised one in Washington state. The dispute 
became political earlier this year when the National Labour Relations Board tried to stop Boeing 
from shifting work to a non-unionised state.

Anadarko, an American energy company, doubled its estimate of recoverable natural gas in an 
energy field off the coast of Mozambique, to between 15 trillion and 30 trillion cubic feet. The 
company described it as one of the most important natural gas finds of the past decade, which 
could increase demand for a large liquefied natural gas project and other energy infrastructure in 
the region. Italy’s Eni recently discovered 22.5 trillion cubic feet of gas in the area.

Barmy for bargains

American retailers had a bumper Thanksgiving weekend, as consumers spent a record $52 
billion. With shops opening ever earlier on the night of Thanksgiving Thursday, nearly a quarter 
of Black Friday shoppers were at the stores by midnight. In Los Angeles a woman let off pepper 
spray amid a customer stampede, injuring 20. Sales on Cyber Monday, when retailers offer heavy 
discounts in a safer shopping environment online, were up by a third. See article
(http://www.economist.com/blogs/freeexchange/2011/11/retail-markets) 
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The hopeful continent
Africa rising
After decades of slow growth, Africa has a real chance to follow in the footsteps 
of Asia

THE shops are stacked six feet high 
with goods, the streets outside are 
jammed with customers and 
salespeople are sweating profusely 
under the onslaught. But this is not 
a high street during the Christmas-
shopping season in the rich world. 
It is the Onitsha market in 
southern Nigeria, every day of the 
year. Many call it the world’s 
biggest. Up to 3m people go there 
daily to buy rice and soap, 
computers and construction 
equipment. It is a hub for traders from the Gulf of Guinea, a region blighted by corruption, piracy, 
poverty and disease but also home to millions of highly motivated entrepreneurs and increasingly 
prosperous consumers.

Over the past decade six of the world’s ten fastest-growing countries were African. In eight of the 
past ten years, Africa has grown faster than East Asia, including Japan. Even allowing for the 
knock-on effect of the northern hemisphere’s slowdown, the IMF expects Africa to grow by 6% 
this year and nearly 6% in 2012, about the same as Asia.

The commodities boom is partly responsible. In 2000-08 around a quarter of Africa’s growth 
came from higher revenues from natural resources. Favourable demography is another cause. 
With fertility rates crashing in Asia and Latin America, half of the increase in population over the 
next 40 years will be in Africa. But the growth also has a lot to do with the manufacturing and 
service economies that African countries are beginning to develop. The big question is whether 
Africa can keep that up if demand for commodities drops.

Copper, gold, oil—and a pinch of salt

Optimism about Africa needs to be taken in fairly small doses, for things are still exceedingly 
bleak in much of the continent. Most Africans live on less than two dollars a day. Food production 
per person has slumped since independence in the 1960s. The average lifespan in some countries 
is under 50. Drought and famine persist. The climate is worsening, with deforestation and 
desertification still on the march.



Some countries praised for their breakneck economic growth, such as Angola and Equatorial 
Guinea, are oil-sodden kleptocracies. Some that have begun to get economic development right, 
such as Rwanda and Ethiopia, have become politically noxious. Congo, now undergoing a shoddy 
election, still looks barely governable and hideously corrupt. Zimbabwe is a scar on the 
conscience of the rest of southern Africa. South Africa, which used to be a model for the 
continent, is tainted with corruption; and within the ruling African National Congress there is talk 
of nationalising land and mines (see article (http://www.economist.com/node/21541040) ).

Yet against that depressingly familiar backdrop, some fundamental numbers are moving in the 
right direction (see article (http://www.economist.com/node/21541008) ). Africa now has a fast-
growing middle class: according to the World Bank, around 60m Africans have an income of 
$3,000 a year, and 100m will in 2015. The rate of foreign investment has soared around tenfold 
in the past decade.

China’s arrival has improved Africa’s infrastructure and boosted its manufacturing sector. Other 
non-Western countries, from Brazil and Turkey to Malaysia and India, are following its lead. Africa 
could break into the global market for light manufacturing and services such as call centres. 
Cross-border commerce, long suppressed by political rivalry, is growing, as tariffs fall and 
barriers to trade are dismantled.

Africa’s enthusiasm for technology is boosting growth. It has more than 600m mobile-phone 
users—more than America or Europe. Since roads are generally dreadful, advances in 
communications, with mobile banking and telephonic agro-info, have been a huge boon. Around a 
tenth of Africa’s land mass is covered by mobile-internet services—a higher proportion than in 
India. The health of many millions of Africans has also improved, thanks in part to the wider 
distribution of mosquito nets and the gradual easing of the ravages of HIV/AIDS. Skills are 
improving: productivity is growing by nearly 3% a year, compared with 2.3% in America.

All this is happening partly because Africa is at last getting a taste of peace and decent 
government. For three decades after African countries threw off their colonial shackles, not a 
single one (bar the Indian Ocean island of Mauritius) peacefully ousted a government or president 
at the ballot box. But since Benin set the mainland trend in 1991, it has happened more than 30 
times—far more often than in the Arab world.

Population trends could enhance these promising developments. A bulge of better-educated 
young people of working age is entering the job market and birth rates are beginning to decline. 
As the proportion of working-age people to dependents rises, growth should get a boost. Asia 
enjoyed such a “demographic dividend”, which began three decades ago and is now tailing off. In 
Africa it is just starting.

Having a lot of young adults is good for any country if its economy is thriving, but if jobs are in 
short supply it can lead to frustration and violence. Whether Africa’s demography brings a 
dividend or disaster is largely up to its governments.

More trade than aid

Africa still needs deep reform. Governments should make it easier to start businesses and cut 
some taxes and collect honestly the ones they impose. Land needs to be taken out of communal 
ownership and title handed over to individual farmers so that they can get credit and expand. 
And, most of all, politicians need to keep their noses out of the trough and to leave power when 
their voters tell them to.

Western governments should open up to trade rather than just dish out aid. America’s African 
Growth and Opportunity Act, which lowered tariff barriers for many goods, is a good start, but it 
needs to be widened and copied by other nations. Foreign investors should sign the Extractive 
Industries Transparency Initiative, which would let Africans see what foreign companies pay for 
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licences to exploit natural resources. African governments should insist on total openness in the 
deals they strike with foreign companies and governments.

Autocracy, corruption and strife will not disappear overnight. But at a dark time for the world 
economy, Africa’s progress is a reminder of the transformative promise of growth.
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Britain's economy
Into the storm
Another recession is on its way. Even so, the government’s policies are broadly 
right

REMEMBER the Big Society? Free 
schools? Health reform? Nor does 
anybody else. With Britain having 
barely emerged from recession and 
the outlook darkening in Europe, all 
politics is now about the economy.

The chancellor of the exchequer’s 
autumn statement, not guaranteed 
to capture the public interest, 
dominated the airwaves on 
November 29th and the front pages 
this week. George Osborne’s 
announcement raised two 
questions which will determine the future of both the country and the government. How bad are 
things likely to get? And is the chancellor making things better or worse?

Back towards the thunder

The independent Office for Budget Responsibility (OBR), a newly established fiscal watchdog, 
provided Mr Osborne with the official answer to the first question. The OBR reckons that although 
growth will be much weaker this year and next than had been forecast in March, Britain will 
narrowly avoid a second recession. That sadly already looks too optimistic.

The OBR’s forecast assumes that the euro crisis can be resolved without too much fuss, which 
seems increasingly unlikely—and the uncertainty is pushing the euro zone towards recession fast. 
Across the continent banks are finding it hard to refinance their own debts cheaply (see article
(http://www.economist.com/node/21541019) ). They are also shedding assets at an alarming 
rate in order to meet EU capital-adequacy targets by next June. Britain’s banks have lent heavily 
to businesses and governments in the euro zone’s worst trouble spots, as well as to German and 
French banks. The threat of a severe credit shortage will force businesses across Europe to 
conserve their cash and make them cautious about spending on new equipment or hiring new 
workers. Add in the ever more severe budget cuts planned by euro-zone countries and the 
picture gets even stormier.

Britain’s economy has its own home-grown problems, to which the misery on its doorstep will 
add. Spending power is scarce. Wage growth is running at less than half the level of inflation. 



Public-sector workers, who staged a large strike over the government’s pension reforms this 
week (see article (http://www.economist.com/node/21541002) ), face a further two years of 
squeezed pay. Householders will be reluctant to dip deeper into their savings while their own 
debts are so high. That leaves Britain’s economy dependent on foreign demand. As two-fifths of 
exports are shipped to the euro zone, recession there will drag down Britain’s economy as well. 
Jobs are already being cut in London’s financial district, one of Britain’s more reliable export 
industries, because fees and commissions have dried up.

The Bank of England is likely to raise its target for “quantitative easing” (bond purchases using 
newly created money) above the £275 billion ($431 billion) it agreed on in October. But even 
swift action seems unlikely to prevent the economy shrinking for at least two quarters (enough to 
count as a recession). The second dip of a “double-dip” ought to be shallower than the first 
because there are fewer excesses to work off than after a boom. But a cumulative fall in output 
of 1% is easy to imagine. And recovery after that will be a long, hard slog.

Given the government’s lousy inheritance in 2010 and the suicidal nature of the euro zone’s 
leaders, it is hard to see how Britain could ever have avoided another dip. But what of Mr 
Osborne’s competence? Has the government’s budget-cutting strategy only made a bad hand 
worse? Has it been a “colossal failure”, as the shadow chancellor, Ed Balls, attests?

No, it has not. Mr Osborne is certainly guilty of over-optimism in the past, especially claiming that 
an aggressive fiscal tightening would show immediate benefits by promoting growth, rather than 
depressing demand. But he was right to act in 2010 to make an early start in cutting the deficit. 
Left untackled, the budget deficit, which at 11.2% of GDP in 2009-10 was larger than those of 
almost all other rich countries, would soon have undermined confidence in the government’s 
ability to service its public debt. That faith is all the more important because of Britain’s outsize 
banking sector.

The deficit will fall to 8.4% of GDP this fiscal year. The credibility won by such progress means Mr 
Osborne’s plan has helped secure the country the trust of both the credit-rating agencies and the 
bond markets. Britain’s triple-A credit rating seems assured, unlike France’s (see article
(http://www.economist.com/node/21541027) ). Only a handful of countries can borrow more 
cheaply over ten years.

A little looser, please

And what of his policies now? There, we reckon he could afford to have loosened more. The plans 
announced this week imply that public-spending cuts will now last until 2017, in part because the 
OBR reckons the economy’s growth potential is far more damaged than it had thought as recently 
as March, so there will be less growth to close the gap through increased revenues. Mr Osborne 
hopes to generate some growth by using private saving to pay directly for public infrastructure 
(see article (http://www.economist.com/node/21541079) ) and he plans to use the savings made 
on current spending to boost capital spending on schools, roads and such like by £5 billion over 
three years.

Mr Osborne could surely afford to do more capital spending without jeopardising Britain’s financial 
credibility. Infrastructure is hard to get right, but more targeted investment would add to the 
economy’s supply potential and provide a surer boost than the temporary tax cut that Mr Balls is 
advocating, much of which would be saved by anxious consumers. It would not be a threat to Mr 
Osborne’s main fiscal target or to the bond markets’ good faith. And although his scheme to 
guarantee bank bonds to foster up to £20 billion of small-business lending is a sensible use of the 
state’s still-sound credit rating, its success relies on the take-up by cautious banks and nervous 
small businesses. A small-business bank, capitalised with £2 billion of public money, would 
probably work better.
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So Mr Osborne has not got things completely right. But this government’s instincts have been 
saner than its big-spending predecessor’s. Mr Osborne was correct in his determination to tackle 
the deficit quickly. The notion that he has caused the coming recession is nonsense. More 
flexibility is now needed. But, sadly, all the options for Britain are pretty dark.
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Climate change
The sad road from Kyoto to Durban
The latest UN climate summit says much about why the world is failing to tackle 
global warming

IN HARD times governments are consumed by short-term problems. But 
this does not mean the archetypal long-term problem, climate change, 
has gone away. Science continues to support the case for curbing 
greenhouse-gas emissions so as to minimise the risks of catastrophe. 
Meanwhile it is clear how wretchedly the world is failing to do so. Even if 
countries honour their promises, the UN reckons that by 2020 emissions 
will exceed the trajectory for keeping warming under 2°C by up to 11 
gigatonnes. That is equivalent to more than double the emissions of every car, bus and truck in 
2005.

Why is the world failing so badly? In part because changing the basics of how industrial 
economies are run is difficult, trying to do it at a rush harder still. Tax fossil fuels high enough 
and they will fall out of use. But the impact on the economy, and on powerful vested interests, of 
doing so at high speed may not be manageable. That is why many, including this newspaper, 
accept that a dash to stay under 2°C is no longer plausible. More deliberate action has more 
manageable costs.

What the world is seeing, though, is scarcely any action at all. Emissions are rising faster than 
ever. Some politicians, wrongly, think the scientific case for anthropogenic global warming is too 
shaky. Others, especially in straitened times, are reluctant to spend money on a distant and 
uncertain threat—especially when their peers are doing nothing. All these faults are on display at 
the UN’s annual climate-change circus, running in Durban until December 9th (see article
(http://www.economist.com/node/21540996) ). Indeed, the main forum for tackling climate 
change has become a case-study in why this is not happening.

Most of the argument in Durban is about the Kyoto protocol, an initiative that has already failed. 
Negotiated in 1997, it required developed countries to adopt modest targets to reduce their 
emissions. Since then, emissions have increased by over a quarter, mainly in developing 
countries, which are not obliged under Kyoto to do anything to curb them. America, the world’s 
second-biggest emitter, is also not covered, having refused to ratify the treaty. Russia, Japan and 
Canada will all, in one way or another, abandon it when its main provisions expire at the end of 
next year. That leaves the EU as the only big emitter considering a fresh five-year round of 
binding cuts.

A start, at least
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To keep the treaty alive, and so preserve their special status, the developing countries want the 
Europeans to sign up again. This would have no effect on global emissions. The EU is responsible 
for only 14% of the total; its likely commitment would also involve cutting no more emissions 
than it is already bound to under European law. There is thus no point in the Europeans signing—
unless they can get something from the emerging grants in return. The EU wants them to commit 
to taking part in a new mitigation regime. China, India and the rest are resisting this idea; but 
the Europeans must hold firm. Even if most poor countries will be unable to cut their emissions 
for some time, because they are growing so fast, they would have to do more to slow their rate 
of increase. By committing to this they would also put pressure on America, a near irrelevance at 
Durban, to join in.

No one should imagine such a deal would turn the tide on climate change. That tide will rise, and 
countries will need to adapt to a lot of warming. But by acknowledging that everybody has a 
responsibility to act, it would represent progress.
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Afghanistan and the West
How to end it
The West has made many mistakes in Afghanistan. Withdrawing support after 
2014 would be another one

MOST people have long since made 
up their minds about the Western 
campaign in Afghanistan. After a 
murderous adventure in Iraq, it has 
seemed like a waste of money and 
lives—a futile attempt to force 
modernity upon the corrupt rulers 
of an unwilling country. Yet, as 
governments gather in Bonn next 
week, a decade after the first 
assault on al-Qaeda’s Afghan 
training camps, they need to look 
beyond that bleak assessment. The 
real threat to Afghanistan today is the conviction that the outside world is powerless to make a 
difference.

The Bonn meeting comes a few months after the NATO-led force has begun to wind down. Its 
130,000 Western troops are due to have pulled out by the end of 2014 and the plan is to leave a 
small force of 20,000 Americans to help Afghanistan’s own security forces bear down on the 
insurgency. Although Bonn is not a donors’ meeting, the outside world needs to show that, even 
if its soldiers are going home, support for Afghanistan will remain. That means giving Afghans 
money and a chance of half-decent elections.

Better than what?

Nobody could pretend that Afghanistan is the Utopia that Western leaders promised in 2001. But 
it is a better place than either the Taliban’s medieval theocracy, or the failing state racked by 
insurgency at the campaign’s low point in 2009. Today al-Qaeda has been all but eliminated from 
the country. Access to education and health care has greatly improved, as has the lot of women 
and girls. The “surge” of troops over the past few years has cut violence in Kandahar and 
Helmand, though security in the east has worsened. Opinion polls in the country, for all their 
faults, show a pattern: almost two-thirds of Afghans now say they have no sympathy for the 
Taliban, compared with a third in 2009; and a clear majority of Afghans say they are satisfied 
with their national and provincial governments. Meanwhile a recent jirga, or council, backed the 
idea of the small American force after 2014 (see article
(http://www.economist.com/node/21540999) ).
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All this holds out the promise of relative stability. The Taliban insurgency in the south is not about 
to go away, but Afghanistan’s army can probably keep it at bay. This, in turn, should enable the 
government in Kabul to hold the country together. In the years to come, insurgents might 
gradually come to believe that they stand to gain more from putting down their weapons and 
joining normal politics.

The outside world has an essential part in bringing about this least-bad outcome. Because 
Afghanistan cannot afford its own security, foreigners must find about $5 billion a year to pay for 
it—the bulk of the aid that the country would need. The world can also help Afghanistan have a 
more legitimate government, by helping ensure there is enough security in its presidential 
elections, in 2014, to protect voters, and by minimising the scope for electoral fraud.

Some will argue that this is a bad deal at a time when Western countries are short of cash. But 
the cost is a fraction of the $120 billion or so a year that America alone is spending on Afghan 
security today. Moreover, it is better than the alternative. Abandoning Afghanistan risks civil war 
and ultimately the collapse of the government in Kabul. Having invaded, the outside world has a 
duty towards the people of Afghanistan. Self-interest also dictates that the conditions in which al-
Qaeda thrived during the 1990s should not arise again.

Others protest that the West’s involvement poisons relations with nuclear-armed Pakistan, which 
matters far more than Afghanistan. That fear was borne out this week, when 24 Pakistani border-
guards were killed in a mistaken attack by Afghan and American forces (see article
(http://www.economist.com/node/21540998) ). However, an Afghan civil war that sucks in 
neighbouring states, including India, Pakistan’s nuclear-armed neighbour, could be even more 
destabilising. Pakistan’s interest is in a stable Afghanistan, even if its paranoia prevents it from 
grasping that. The West has made many mistakes in Afghanistan. To throw everything away for 
the sake of one last commitment could yet crown them all.
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Reform in India
Let Walmart in
India’s government should favour shoppers, not the middle men who serve them 
so poorly

OPTIMISTS reckon that India’s 
trajectory is self-correcting. Its 
messy democracy may not give it 
the sense of purpose that China’s 
one-party state does. But if the 
economy gets wobbly enough, the 
politicians will eventually react, 
pushing through painful reforms 
that will keep India’s miracle intact. 
That cheery logic is being put to 
the test this week, as a proposal to 
let foreign supermarkets into the 
country has provoked an almighty 
row. The government must hold its nerve, for what is at stake is not just where India buys its 
onions, but whether it is able to make hard choices.

The opening, announced on November 24th, is only partial. Multi-brand foreign chains, such as 
Walmart and Tesco, must operate as joint ventures, of which they may now own up to 51%, and 
may operate only in cities of 1m people or more. But this should still shake things up. Indian 
retailing is backward. Stores are tiny. Supply chains are rickety and shockingly wasteful. Perhaps 
a third of vegetables rot before reaching a plate. Foreign firms will make life harder for small 
shopkeepers and middle men. But their cash and know-how could help modernise Indian farming 
and move crops faster from fields to shopping baskets. That would curb food prices, benefiting 
the poor and easing India’s stubborn inflation (see article
(http://www.economist.com/node/21541017) ).

The new reform is timely. Growth has dipped below 7%. The rupee is weak, investors are 
nervous and business folk are livid about red tape. India’s troubles do not compare with the crisis 
of 1991, which spurred it to liberalise after decades of stagnation. But still, the government needs 
to lift confidence, and retail liberalisation could work like a bargain bag of yeast.

Yet the political reaction has been furious and xenophobic. A party boss in Uttar Pradesh, India’s 
most populous state, has promised to defend small shopkeepers by torching Walmart stores. 
Perhaps half of India’s states say they will refuse to implement the reform, as is their right. Trade 
unions have promised strikes. Parliament has been shouted to a standstill. Already there is talk 
that the government might back down.
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All lost in the supermarket?

A chunk of the blame lies with the main opposition party, the BJP. A decade ago it favoured 
economic opening, even of retailing, and celebrated India’s capitalist boom. Now it is a shoddy 
outfit, blocking change purely to weaken the government and discounting the national interest 
with even more zeal than the Beast of Bentonville discounts tomatoes.

But this is also a mess of the government’s making. A coalition dominated by the Congress party, 
it is led by Manmohan Singh, who serves as prime minister by approval of Sonia Gandhi, 
Congress’s hereditary chief. He is a technocrat who helped pass the reforms of the 1990s. But for 
the past few years Mr Singh’s administration has seemed exhausted. The complacent belief that a 
double-digit growth rate is India’s birthright appears to have taken hold. Had the government 
consistently made the case for reform—and acted boldly on issues from land reform to 
subsidies—it might not be so bullied today.

But now that it is, it must fight its corner. The retailing reform does not require parliamentary 
approval. The government should refuse to back down, and argue, loudly and often, that it 
stands with shoppers, not with the middle men and shopkeepers who serve them so poorly. 
India’s future as an open, competitive economy will not be decided in the supermarket aisles. But 
this is an important battle nonetheless.
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Letters
On airlines, space telescopes, American politics, 
Mexico's army, the Sex Pistols, goatee beards

Letters are welcome via e-mail to letters@economist.com

Airline alliances 

SIR – You questioned the level of competition in the airline 
industry (“Open the skies
(http://www.economist.com/node/21538149) ”, November 12th). 
Yet airlines struggle to survive in one of the most competitive 
business environments. Since deregulation began in America 30 
years ago the real price of air travel worldwide has halved. During 
that period the average airline post-tax profit margin has been a 
paltry 0.03%.

Contrary to the argument of your leader, airlines have to work together because no single airline 
can provide the from-anywhere-to-anywhere service required in a globalised world. In other 
industries firms would merge. But antiquated restrictions on foreign ownership prohibit airlines 
from merging across political borders.

Moreover, the consumer benefits of airline co-operation are wider than you think for passengers 
who take connecting flights. These include more convenient scheduling and shorter connection 
times. Fares are lowered, not just by better pricing incentives, but also because co-ordinated 
passenger flows allow airlines to use larger aircraft, lowering unit costs.

The facts speak for themselves. Since the beginning of 2008 average discount economy fares 
across the North Atlantic have fallen by 8% in comparison with America’s consumer price index. 
This is greater than the average decline across all international markets. Consumers today also 
have more direct connections to choose from between Europe and North America.

Lower prices and more choice suggest that you are mistaken in your view that, “Blessing the 
cartels across the Atlantic and Pacific was a mistake, and should be reversed.” In fact, the 
evidence proves that airline alliances have brought significant benefit to consumers.

Brian Pearce
Chief economist
International Air Transport Association (IATA)
Geneva

Observing space 



SIR – Why did you use the headline “Throwing money into space
(http://www.economist.com/node/21538079) ” (November 12th) 
for your article on NASA’s new James Webb space telescope 
(JWST)? The JWST will be an even more powerful successor to the 
game-changing Hubble telescope, and, as you noted, “few now 
begrudge the cost” of Hubble. Furthermore, NASA is not 
“regretting” its decision to build a successor to Hubble. The NASA 
administrator has made it clear in public statements that launching 
the JWST is one of the agency’s three priorities.

Nor are the majority of astronomers falling on their swords. Nobody is happy to see rising costs 
and slipping schedules in big missions, but the implication that the JWST is crowding out other, 
more important missions, and is going ahead against the wishes of the astronomy community, is 
just wrong. The JWST was the top-ranked project in the 2000 astronomy Decadal Survey, and a 
cornerstone of the 2010 astronomy Decadal.

Finally, scientists are not playing “on the fears” of loss of leadership in big science. The fears are 
real. Not going ahead with the JWST would represent a further dramatic withdrawal from 
American leadership of world-leading science programmes, such as Hubble. There is no 
replacement, at least until China decides to demonstrate its superiority in space science.

Garth Illingworth
University of California, Santa Cruz
Former member of the JWST Independent Comprehensive Review Panel

From right and left 

SIR – Regarding “America’s missing middle (http://www.economist.com/node/21536596) 
” (November 5th), Barack Obama has pulled his party so far to the left that fewer and fewer 
Americans find themselves in the shifted “middle”. The old centre and, as you said, 75% of 
Americans, do not think that the Democrats’ $800 billion stimulus bet was the track to take. 
There is little chance that this president will move to that centre. In the 2010 mid-term elections 
the Republicans ate Mr Obama’s breakfast, lunch and dinner.

Thomas Steger
Durham, North Carolina 

SIR – If Mr Obama were a centrist he would have embraced the 
Bowles-Simpson debt-reduction plan. It embodied everything Mr 
Obama describes in his vision of post-partisan politics, having 
been crafted by a bipartisan group that included one of the 
Senate’s most liberal Democrats (Dick Durbin) and one of its most 
conservative Republicans (Tom Coburn). The president ignored it, 
revealing that, rhetoric aside, he has never been anywhere else 
but to the firm left of the American political spectrum.

Matt Rumilly
Wilton, Connecticut 

SIR – I take issue with your analysis of a missing middle. Although a structural deadlock between 
our parties is a real issue, the symmetry between left and right, as you would have it, is off the 
mark. For the past 40 years our national dialogue has skewed towards the increasingly stubborn 
right-wing; we now have a sorry state of affairs in which welfare is considered parasitical, a more 



graduated income tax is painted as Bolshevism, and something as obvious as national health care 
cannot even enter public debate.

Yes, we need a good dose of pragmatism. But we already have a centre: it’s called the 
Democratic Party.

Conor Gillies
Boston 

SIR – You correctly conclude that Mr Obama has failed to achieve all his 2008 campaign goals, 
but your diagnosis is faulty. On most issues he has started in the middle, while his opponents 
have consistently moved further to the right. One does not need to be an expert game theorist to 
understand that this has been an abysmal bargaining strategy.

In addition, to accuse the president of “dabbling in class war” and calling him “Comrade Obama” 
is beneath the standards that we expect from The Economist. Would you apply the same labels to 
Warren Buffett, who advocates higher taxes for the super rich?

Ole Holsti
Professor of political science
Duke University
Durham, North Carolina

Trusting Mexico's army

* SIR – You wrote about the Mexican army’s increased role in policing and subsequent 
“widespread abuses” (“Friendly fire (http://www.economist.com/node/21538198) ”, November 
12th). It seems you are suggesting that the sole result of sending soldiers to fight drug gangs has 
been the consistent violation of human rights. Yet despite obvious mistakes, the army is Mexico’s 
only trusted authority; one needs only to visit border towns taken over by criminal gangs to 
realise this. The army is Mexico’s last rampart against organised crime.

Camille Dutoit
Mexico City

The Mekong delta

* SIR – Banyan (November 12th
(http://www.economist.com/node/21538158) ) argued that the 
proposed Xayaburi dam in Laos and other similar projects will 
pose many problems for the Mekong basin. But in China, 
hydropower dams on the Lancang (upper Mekong) will operate to 
store part of the monsoon flow and release it during the dry 
season. The effect will be to increase the dry-season flow in the 
Mekong mainstream from China to the Mekong delta. More dry-season water will greatly increase 
the production of rice and other crops. It will also help to repel saline intrusion in the coastal 
areas of the delta.

Eleven dams have been identified for year-round power generation in the mainstream of the 
lower Mekong basin. These dams, such as Xayaburi, will have no significant storage capacity and 
are known as run-of-river projects, where the flow through the powerhouse and spillway is 
virtually the same as the inflow to the reservoir. Thus, they will not change in any way the flow of 
the river.



Nor will they deprive the delta of sediment. In any case, the world-class agriculture in the delta 
employs advanced seed technology and chemical fertilisers, and does not depend on river-borne 
sediment of negligible nutrient value.

Climate change is cited as another threat due to the melting of glaciers. The flow in the Mekong 
comes mainly from rainfall and some snow melt, not melting ice.

Will the lower flood-season flow affect the seasonal highs and lows of the water levels of the 
Great Lake in Cambodia? At least two studies, one for the World Bank and the other for the Asian 
Development Bank, show that the effect is not significant.

Finally a word for Michael Coe who according to Banyan sees a comparison to the Aral Sea. There 
is in fact no comparison. The Aral Sea was dried up by upstream diversions of water for vast 
areas of irrigation. The potential for new large-scale upstream irrigation in the Mekong basin is 
limited by topography and so the annual flow of 400-500 billion cubic metres into the Delta is just 
not to going to disappear.

William Smith 
McLean, Virginia

A great rock ‘n’ roll swindle 

SIR – I doubt that the Sex Pistols “would shudder” at the thought 
of an “innovative marketing campaign of the year” award being 
handed out by independent music labels (“Revenge of the Sex 
Pistols (http://www.economist.com/node/21538751) ”, November 
19th). Actually, they would probably have won it.

At the instigation of their label the band played a gig around the 
time of the queen’s Silver Jubilee on a chartered boat on the 
Thames by Parliament, blasting out their single “God Save the Queen”. The timing was not a 
coincidence. Predictably, the police marine unit came, ordered the boat in to shore and arrested 
several people on board with all the attendant publicity that you would expect.

Daniel Olive
Kingston-Upon-Hull

Styles of facial hair 

SIR – You wrote that Vijay Mallya deserves a hearing “despite his 
goatee” (“Natural selection
(http://www.economist.com/node/21538783) ”, November 19th). 
Yet the photograph of Mr Mallya that accompanied your article 
belied your description:

There once was a time when
most men might agree
That a beard on one’s chin
would be called a goatee.
If one grows a moustache,
For a dash of panache,
The result is a Van Dyke,
tonsorially.

Eric Kalin
Morristown, New Jersey

* Letter appears online only
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Afghanistan
What comes next
Afghanistan gets a rotten press in the West but the outlook is not all bad, 
particularly if the country’s security forces, shown above, do what is hoped

WHEN a bodyguard working for 
southern Afghanistan’s most 
notorious power broker gunned 
down his boss in July, a medley of 
voices loudly declared the end was 
nigh for Kandahar. Ahmed Wali 
Karzai, head of Kandahar’s 
provincial council and brother of 
Hamid Karzai, Afghanistan’s 
president, had long been accused 
of running a mafia-style criminal 
syndicate that excluded important 
tribes from influence, encouraging 
them to support the Taliban. Nonetheless, his death caused talk of a dangerous power vacuum. 
In fact, the city and province of Kandahar now look in better shape than they have for years. 
Roads in the province which were once laced with landmines, are far safer than they were and 
farmers from areas that were once war zones say they can drive their goods to market without 
fear.

Next week an international conference on the future of Afghanistan will be held in Bonn. It comes 
almost exactly a decade after the first, which was intended to launch one of the poorest countries 
in the world, torn apart by war for more than quarter of century, on a path towards stability, 
democracy and the rule of law. After numerous setbacks, the mood at next week’s conference will 
be far less heady than it was ten years ago, just after al-Qaeda’s Taliban hosts had been swept 
from power. But it will not be pessimistic. As the experience of Kandahar, once the centre of 
Taliban power, suggests, the news from Afghanistan is by no means all bad.

For a start, the fact that this conference is the first to be Afghan-
led says something about the country’s slowly growing capacity to 
organise (if not yet pay for) itself. This week saw the 
announcement of the second phase of the transition process, 
under which the Afghan government and its national security 
forces (ANSF) gradually take over responsibility for the country 
(see map). By the end of 2014, when most of 130,000 combat 
troops of ISAF (the American-dominated, NATO-led International 



Security Assistance Force) will have left the country, the transition 
to Afghan command must be complete.

The aim of next week’s conference is to commit the international community to supporting 
Afghanistan after 2014. The support needed is many-sided: to prevent violence from reaching 
intolerable levels again; to help the government develop its capacity to provide the services that 
its citizens depend on, in particular a less corrupt and more efficient system of administering 
justice; to create the scope for economic progress, including the exploitation of the country’s 
plentiful mineral and energy resources; and, finally, to send a clear message to Afghanistan’s 
neighbours that the country is not going to be abandoned as happened in the past.

In addition, a ten-year strategic-partnership agreement with America is expected to be signed 
before long. A loya jirga called by President Karzai last month overwhelmingly gave it its backing. 
America is likely to retain a military presence in the country of around 20,000 troops who will 
provide the Afghan army with a range of “enablers” from command and control to logistics and 
close air support.

A report published by the World Bank last week suggested that Afghanistan will need an open-
ended commitment from foreign donors of at least $7 billion a year, much of which will probably 
have to be spent on security unless the insurgency has weakened by 2014. This is a chunky, but 
not an impossible amount, given the sums that have been already been spent on Afghanistan 
($440 billion by America alone).

The questions that cash-strapped voters in Western countries are entitled to ask is whether this 
will not on past experience just be throwing good money after bad, particularly if either the 
Taliban come storming back once the foreign troops have left or the country again descends into 
bloody civil war, as it did some years after the departure of the Soviet Union in 1989. There is a 
tendency to conclude that little has been achieved in the past ten years apart from the killing of 
Osama bin Laden (in Pakistan) and the suppression of al-Qaeda, thanks mainly to American 
drone attacks. Afghanistan, it is widely assumed, is a hopeless case not worth any more of the 
West’s blood or treasure.

From hope, through horror, to today

A better way to look at Afghanistan is not to lump the past ten years together, but to think of it in 
terms of four distinct phases. The first was the period of illusion between 2002 and 2004 when 
the Taliban appeared to be beaten and ludicrously high expectations of what Afghanistan could 
become took hold. The second was from 2006 to 2009 when the Taliban used the distraction of 
the Iraq war to reignite the insurgency from its safe havens in Pakistan’s tribal areas. The third 
phase, the “surge”, ran from late 2009, when Barack Obama announced he was sending 30,000 
more troops to Afghanistan.

The fourth phase, which has recently begun under the new ISAF commander, General John Allen 
(who replaced the higher-profile General David Petraeus in July), is drawdown and transition. By 
the end of this year, 10,000 American troops will have left Afghanistan, and another 23,000 are 
due to be home by September 2012. To the surprise of sceptics, including some within ISAF 
itself, at least some parts of the strategy that has evolved since the dark days of 2009 appear to 
be working.

The main military effort has been in the south and south-west, concentrated on the former 
Taliban strongholds of Helmand and Kandahar provinces. There is no doubt that the Taliban has 
taken a terrible beating in those areas. In particular, the targeting of what ISAF calls “mid-level 
commanders” appears to have been effective. ISAF commanders say that the average life 
expectancy of these fighters is less than three weeks. The impact of this attrition is that the 
Taliban’s command and control is under severe pressure. The insurgents can no longer mount co-
ordinated or complex attacks in the south, and are increasingly reliant on the indiscriminate use 
of fairly crude improvised explosive devices (IEDs) and suicide-bombings.



One result is that the Taliban are much more likely to kill civilians, whose support they ultimately 
depend on, than foreign or Afghan forces. ISAF reckons that across the country, 85% of civilian 
casualties in 2011 were caused by the Taliban. This year’s opinion survey by the Asia Foundation 
found that sympathy for the Taliban is at its lowest level since the surveys began in 2004, and 
that the number of Afghans who have no sympathy with the insurgents has risen from 36% in 
2009 to 64%. The latest ISAF figures for the number of enemy-initiated attacks since June in the 
Pushtun heartland provinces of Helmand and Nimroz show a fall of 29%. In the east, however, 
attacks rose by 21% and now account for 39% of attacks across the country. As the military 
campaign switches to the east, the potential for more damaging border clashes with Pakistan is 
bound to grow (see article (http://www.economist.com/node/21540998) ).

A critical test is whether the Afghan army and police will prove capable of holding what General 
Allen calls the “human terrain” as American troops are either sent home or moved eastward. He 
thinks they will. He believes that there is strong local support for the army and that much of the 
enemy has either gone home or chosen not to fight. In Kandahar an ISAF commander recently 
remarked that the Taliban now feel like “the away team”.

A lot is riding on the ANSF. General Allen calls it “the defeat mechanism” of the insurgency; a 
Western diplomat suggested that the Taliban will not really be beaten until they are defeated by 
Afghan forces in Kandahar. As far as numbers are concerned, the ANSF currently stands at about 
300,000 and should reach its target strength of 352,000 by 2014 with plenty of time to spare. 
Soldiers and policemen going absent without leave is still a big problem, but General Daniel 
Bolger, who runs the NATO training mission, is confident that as leadership improves at platoon 
level, and as NATO gets better at handling cultural differences, things will improve.

The Afghan army will find it harder to meet the professional standards it will need if it is to win 
the confidence of ordinary Afghans, particularly in the south. General Bolger thinks he is getting 
there. American military mentors praise the Afghans for their fearlessness and the speed with 
which they move around the battlefield. “They will never be as good as US troops, but they don’t 
need to be,” says an American officer. “They just have to be better than the Taliban.”

A priority is to get more recruits from the Pushtu-speaking parts of the south. One Afghan 
brigade commander from Kandahar is bullish that his men can do the job, but he also reveals the 
deep ethnic tensions within an institution that is top- heavy with northern Tajiks. “I don’t trust 
any of my Pushtun soldiers,” he says. Another aim is to “Afghanise” the night raids that have 
disrupted the insurgency but at the cost of offending sensibilities. Though the army is respected, 
up to a point, by most Afghans, the perception of the police is much less positive. They are seen 
as less well trained, frequently corrupt and often linked to human-rights abuses.

Most Afghans, says the Asia Foundation report, strongly support the reconciliation efforts of the 
government’s peace council. But since the assassination in September of the council’s chairman, 
Burhanuddin Rabbani, by a suicide-bomber, hopes have dimmed. Masoom Stanekzai, the head of 
the council’s secretariat, who suffered injuries in the blast, believes that the peace council is 
targeted because it is a threat to some of the Taliban’s backers—by which he clearly means 
Pakistan.

Mr Stanekzai supports the establishment of a Taliban office, perhaps in the Gulf state of Qatar, 
authorised to negotiate. Like other Afghans, he says that if talks are to get anywhere, there must 
be “an address” for the Taliban. He argues that with the withdrawal of foreign forces in 2014 and 
an inclusive political process, there are no excuses left for the insurgency.

Most Afghan officials believe that though a political settlement of some kind is both desirable and 
necessary, it may have to wait until after 2014. In the meantime the effort to reintegrate former 
Taliban fighters into their communities is showing results, perhaps because very few of them 
have any ideological commitment to the insurgency. Since the programme began a year ago with 
a budget of $140m, nearly 3,000 fighters have been enrolled into training schemes and only a 



tiny handful have returned to the battlefield. But most of the “reintegrees” are from the north and 
ISAF intelligence sources are unconvinced that it will have much effect.

The government’s score card

The insurgency’s resilience should never be underestimated. But it has suffered heavy casualties 
and its “offer” to the Afghan people, even among its traditional supporters in the south, has 
diminishing appeal. Despite the general weakness of governance in Afghanistan—and corruption 
that reaches from top to bottom—the Karzai administration is not seen by Afghans to be as 
completely hopeless as Western media suggest. According to the Asia Foundation, satisfaction 
with the government’s performance is at 74%. Confidence in provincial government, at 80%, is 
at its highest level since 2007.

Under the Taliban 1.2m children were in education, hardly any of them girls; today there are 
8.2m, 40% of them are girls. Only 8% of the population had access to basic health care; today 
80% have this. The role of women has been changed fundamentally: 27% of seats in the lower 
house of Parliament are held by them. As one woman put it: “When the Taliban first took power, 
people didn’t really know what they were like. They do now and the women of Afghanistan will 
never forgive them.”

Other social changes include rapidly growing mobile-phone ownership—60% of Afghans have 
one—and a thriving and outspoken media represented by 75 television channels and 175 radio 
stations. Afghan journalists are still learning their trade, but they claim they have the freedom to 
investigate corruption, although most work for companies that are owned by business interests 
and power-brokers. An American diplomat who was in Afghanistan in 2002 and has now returned 
says that although it may take 30 years to develop the other institutions that civil society 
depends upon, there has nonetheless been “an unremarked revolution”.

A big test will be whether the presidential election scheduled for 2014, which Mr Karzai has 
promised not to contest, will be undermined, as was the previous one in 2009, by large-scale 
vote-rigging. Parliamentarians are pressing the independent electoral commission to get on with 
establishing a biometric database for registering voters before it is too late. A relatively clean 
election would do a lot to prevent a possible spike in violence that could undermine the transition 
process. But that may be hoping for too much—some analysts fear that a broken electoral system 
will not have been repaired in time.

Many other things could still go wrong. Only glacial progress has been made against the criminal 
networks who run the opium business and are often tangled up with the Taliban. The potential for 
the poppy-growing regions to become a mini narcostate on Colombian lines remains.

So does Pakistan’s strategic paranoia about encirclement, particularly if there is a pro-Indian 
government in Kabul that is hostile to its interests. But as one Afghan minister says: “Nothing 
would do more to guarantee Pakistan’s influence with us than if it were to make a real effort with 
the Taliban to deliver peace.” That remains wishful thinking. In particular, Pakistan is reluctant to 
take on the formidable Haqqani network in the east that has been responsible for a spate of 
spectacular attacks in Kabul this year.

There is also a danger of a “drawdown recession” as Afghan companies that have grown fat on 
contracts to support the huge ISAF presence in the country see their lucrative business wither 
over the next three years. But the World Bank thinks that, after 2014, the economy, now growing 
at 9%, can continue by about 5-6% a year.

Although there is understandable nervousness about what happens after 2014, there is also 
optimism and an appetite among better-educated younger Afghans to take responsibility for their 
country’s future. A common complaint is how Afghanistan is portrayed in the West as a lost 
cause. “Why are you all so gloomy,” they ask. “Can’t you see that things are getting better here?”
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The future of Afghanistan is fraught with risk and the insurgency will almost certainly not 
disappear. But the Taliban are unlikely to return to power and there is a determination to avoid a 
collapse into civil war of the kind that happened in the years after the Russians left. The 
expression coined by General Petraeus, “Afghan good enough” is hated for its patronising 
overtone. Muddling through, on the other hand, is probably not a bad way of thinking about what 
comes next.
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They shouldn’t have been killed

Pakistan and America
Till deaths us do part
Relations between the two look increasingly poisonous

THE NATO helicopters that on November 26th flattened Volcano 
and Boulder, two Pakistani military outposts on the Afghan border, 
also blasted the alliance’s own strategic interests. The Americans 
(and others) promptly talked of an accident, offering condolences 
and an inquiry into how 24 Pakistani soldiers were killed, and 13 
more injured, during a confused night of fighting. They also spoke 
of provocation by Taliban fighters, who enjoy sanctuary on 
Pakistani soil and tentative backing from its army. A suggestion 
was even aired that there had been firing from the bases 
themselves.

Pakistan responded with fury, denying any provocations and 
accusing the attackers of outright aggression: a deliberate assault 
on its sovereignty. NATO had grid references for the posts, 
hundreds of metres inside Pakistani territory, yet had bombed 
sleeping soldiers and others who raced to help. The attack continued for an hour or more, 
allegedly ignoring frantic appeals to halt. Pakistan’s media dutifully pumped out the army line, 
stirring public outrage.

Relations look dire. As a result of the incident, Pakistan’s government said on November 29th 
that it would boycott the Afghan talks that are about to open in Bonn. Its army told America it 
must, within days, stop using Shamsi airbase in Baluchistan for launching its drones. Two land 
corridors that provide NATO in Afghanistan with half its supplies were shut. American demands 
for military intervention against insurgents in North Waziristan will again be batted away.

Yet the fact that the broad relationship has survived other severe tests this year suggests it may 
get over this one too. Pakistanis were whipped into a fury when a CIA contractor shot dead two 
men in Lahore in January, provoking weeks of confrontation. That quarrel had just about been 
patched up by May, when American special forces discovered and killed Osama bin Laden nesting 
in what was probably a Pakistani army-spy safe house in a military town, Abbottabad. Then, in 
September, it was the Americans’ turn for dismay, after an Afghan insurgent group, the Haqqani 
network, seen as having close ties to the Pakistani army, launched a prolonged attack on their 
embassy in Kabul.

The spate of incidents may continue. Anti-Americanism in Pakistan is rising to intense levels, 
which could spur younger, religiously minded officers, especially those who have not been trained 
by America, to demand a snapping of ties.
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Yet policymakers both in Pakistan and America are likely to conclude that they still get enough 
from each other to make it too risky to break up just yet. America needs Pakistan to get the 
Afghan Taliban and Haqqani network to talks, to do more on counter-terrorism, to allow drones to 
keep flying in its tribal areas and to keep its big nuclear arsenal safely locked up. In turn, 
Pakistan’s army, which to its neighbours looks isolated and paranoid, has no serious alternative 
to bidding for more lavish American aid. The result could be dismally cynical: each side using and 
attacking the other—and growing ever more bitter.
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The Republican nomination
The day of the Newt
Left for dead in the summer, Newt Gingrich is now leading the Republican pack

“GOD”, explains Newt Gingrich, in 
response to a question about his 
health, “wanted me to be a bear, 
not a gazelle.” And yet after 
months of ursine shuffling and 
growling from the rear of the 
Republican presidential field, he 
has sprung to the front ranks, 
barely four weeks before the first 
primaries. Mr Gingrich, a former 
speaker of the House of 
Representatives, now leads Mitt 
Romney, a former governor of 
Massachusetts and his closest rival, by several percentage points in most national polls. He is the 
front-runner in Iowa, South Carolina, and Florida, the first, third and fourth states to vote, and 
appears to be trimming Mr Romney’s lead in New Hampshire, the second. Mr Romney has been a 
far steadier force in the race, seeing off a parade of candidates who have soared in the polls only 
to fall back again. But he has never built a commanding lead—and Mr Gingrich suddenly finds 
himself the candidate best positioned to claim the “anyone-but-Mitt” mantle.

It helps that the previous claimant, Herman Cain, a pizza mogul and radio host, is seeing his 
support wither, thanks to a series of allegations about his sex life. No fewer than four women 
have accused him of sexual harassment. This week another woman claimed to have had a 13-
year affair with him. Mr Cain admitted to knowing his accuser, but insisted that their friendship 
was entirely platonic. His lawyer, however, issued a peculiar non-denial that focused instead on 
his client’s right to privacy in the bedroom. The chairman of his campaign in Iowa helpfully noted 
that Bill Clinton had overcome similar obstacles to claim his party’s nomination. Mr Cain was said 
to be asking big donors whether he should continue his campaign, but publicly proclaimed, “9-9-
9! We’re doing fine”—a reference to his signature tax-reform plan.

Whether Mr Cain officially drops out or simply continues to fade in the polls, Mr Gingrich is the 
likely beneficiary. The pair have even mused about picking one another as running-mates. They 
are both from Georgia, and have similar appeal in the Republicans’ southern heartland. The only 
other red-blooded southern conservative in the race, Rick Perry, the governor of Texas, has 
already flared and fizzled. In our latest Economist/YouGov poll, Mr Gingrich’s lead over Mr 
Romney nationally grows from eight to 13 points when Mr Cain is excluded.



Meanwhile, Mr Romney’s support seems not only to have reached a plateau, but to be half-
hearted. He has never topped 26% in the “poll of polls” compiled by RealClearPolitics, a leading 
website. His backers are not as enthusiastic about their man as Mr Gingrich’s are, according to 
Gallup, another pollster. Many on the right believe his disavowal of past positions on health care, 
abortion and climate change, among other subjects, is simply strategic; they fear he would revert 
to relatively liberal form if elected. If a consensus emerges that Mr Gingrich is in the best position 
to beat Mr Romney, he is likely to win over many more such voters.

On the face of things, Mr Gingrich makes an unlikely champion for 
the Republican right. Like Mr Romney, he has said many things 
that are now anathema to the base: that government should 
oblige people to buy health insurance, for example, or that it 
should do something about global warming. Moreover, he is on his 
third wife, and has admitted being unfaithful to the previous two—
a history that would normally be a grave handicap with Christian 
voters, in particular. His saving grace, however, is that he came to 
national attention in the 1990s as the scourge of Mr Clinton, 
making him a hero to the right. As the mastermind of the 
Republican takeover of the House in 1994, and a cheerleader for 
Mr Clinton’s impeachment, his partisan credentials are beyond 
doubt.

On the campaign trail Mr Gingrich wisely concentrates on the economy. His main charge against 
Barack Obama is that he is too hostile to business, allowing red-tape to proliferate and deterring 
investment with talk of tax increases. Many of Mr Gingrich’s remedies sound oddly pencil-headed: 
using credit-card companies’ technology to cut down on benefit fraud, for example, or applying 
“lean six-sigma principles” to improve bureaucrats’ efficiency. But he draws nods and murmurs of 
approval from the working-class crowd at Tommy’s Country Ham House, a greasy spoon in 
Greenville, South Carolina when he labels Mr Obama the “food-stamp president”, intent on 
expanding government, and himself the “paycheck president”, intent on expanding employment. 
A line about exploiting America’s own oil instead of holding hands with the king of Saudi Arabia 
earns hearty applause.

When asked about his moral underpinnings, Mr Gingrich says that it is impossible to find 
fulfilment without submitting to God’s mercy. He makes vague references to “values” and 
denounces as anti-Christian bigots judges who obstruct prayer in schools. But he does not 
attempt to paint himself as a fearless culture warrior, and makes no mention of the bugbears of 
the religious right, abortion and gay marriage.

Even if Mr Gingrich is able to win over wavering “values voters”, he faces a daunting challenge in 
terms of organisation. As recently as June his campaign came close to collapse, when many of his 
senior aides quit. He lags far behind Mr Romney in fund-raising, and has fewer staff and offices. 
He argues that he has found a new way to campaign on a shoestring, thanks to eager volunteers 
and free airtime in the many debates and candidates’ forums. John McCain, the Republican 
nominee in 2008, suffered similar setbacks before his eventual triumph.

But Mr Gingrich lacks Mr McCain’s biggest selling point—that he is the candidate best positioned 
to win the general election. Our poll shows Mr Gingrich running eight points behind Mr Obama, 
twice Mr Romney’s shortfall. The memory of his battles with Mr Clinton are as much a turn-off for 
the general electorate as they are a turn-on for primary voters. He has not been in the lead long 
enough to attract much criticism from his rivals, but it is surely coming. The drawn-out primary 
schedule, meanwhile, leaves plenty of time to dent his momentum. The Republican party often 
flirts with more inspiring candidates before plumping for the most electable one. Mr Gingrich will 
need both the nimbleness of a gazelle and the strength of a bear to overturn that habit.
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Thanks be to Bain

Private equity and the election
Mitts off
Bosses fear Mitt Romney’s campaign will hurt them, poor dears

IN MANY industries it would be exciting news if one of your former 
colleagues were running for president. A sympathetic ear in the 
White House is no bad thing. But many private-equity executives 
are morose about their former comrade Mitt Romney’s bid for the 
Republican nomination. Mr Romney, a former boss and joint 
founder of Bain Capital, a large private-equity firm that now 
manages $66 billion, may open up the industry to an unwelcome 
public skewering.

Private-equity bosses, who buy companies, restructure them and 
sell them for a profit, are already touchy about their reputation. 
They have been accused of loading companies with debt and firing 
workers to cut costs. They have already spent years and millions 
of dollars rebranding themselves. (They used to call themselves 
“leveraged buy-out” firms before debt became a four-letter word.)

Mr Romney’s campaign will drag their most unpopular practices into the spotlight. “We are 
getting ready to be bloodied and buried by the election”, says one seer at a buy-out firm. Henry 
Kravis, the billionaire boss of KKR, the large private-equity firm that was the barbarian in 
“Barbarians at the Gate” (the definitive book about buy-outs in the 1980s), has warned “they’re 
going to describe us all as asset strippers.”

Mr Romney claims that he helped create “tens of thousands of jobs” when he was at Bain Capital. 
They invested in some companies early and helped them grow; take Staples, an office-supplies 
retailer, and Sports Authority, a sporting-goods chain, for example. But critics, including Barack 
Obama, will question Bain’s record. A few investment casualties have already been exposed. 
Several companies Bain once owned—including Dade Behring, a medical-supplies company, and 
KB Toys, a retailer—went bankrupt after Bain Capital sold them, reportedly for a huge profit.

Mr Obama wouldn’t be the first to make hay with Mr Romney’s time at Bain Capital. In 1994 Mr 
Romney ran against Ted Kennedy for the Senate, and Mr Kennedy aired adverts attacking Bain 
Capital for job cuts. This helped secure his victory.

Revelations about money could prove just as wounding. Much of Mr Romney’s fortune, which 
some estimate at $250m, is thought to come from his stint in private equity, but no one knows 
how much. If Mr Romney wins the nomination, he will draw attention to the extraordinary wealth 
of private-equity bosses.
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If Mr Romney is forced to disclose more about his finances, he will also shed light on how little 
many private-equity executives pay in tax, since their investment returns are assessed at the 
much lower capital-gains tax rate, a practice that even some in the investment business mutter is 
unfair. They have managed to elude a change in tax treatment for years, but the ascendancy of 
one of their own may be what finally reverses their fortune.
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Taxes and disinvestment
Illinoyed
Businesses are threatening to leave

THE state finances in Illinois are an ugly mess of deficits, unpaid 
bills and tax refund backlogs. At the heart of the problem lies a 
public pension liability estimated at a present value of $80 billion. 
The state’s pension schemes are only 51% funded, the lowest rate 
among the 50 states. In January, in an attempt to grapple with its 
problems, the state raised corporate taxes from 7.3% to 9.5% 
and personal income tax from 3% to 5%. Although the tax hikes 
are theoretically temporary—and start to expire in 2015—both the 
rises and the continued failure of politicians to get to grips with 
the budget crisis are starting to worry businesses.

Over 17% of the state’s operating budget, or about $5.8 billion this year, goes on meeting public-
pension obligations—a burden that will worsen as longevity increases. Many companies, fearing 
that they, and their employees, will ultimately have to pick up the tab, are demanding tax breaks 
to stay in the state. In May Motorola Mobility was offered $100m in financial incentives to retain 
its corporate headquarters in Illinois, in the hope of retaining 3,000 jobs. Last year Navistar, a 
truck and engine firm, also managed to extract incentives worth $65m from the state.

Now Sears, a chain of department stores and one of the state’s largest employers, is playing the 
relocation card. It says it will move out unless its current package of tax incentives, due to expire 
in 2012, is extended. Sears employs 6,000 people at its headquarters in Hoffman Estates, a 
suburb of Chicago. Two Chicago-based financial exchanges—CME Group and CBOE Holdings—say 
they will go as well. They argue it is unfair that they are currently obliged to pay Illinois taxes on 
electronic trades that happen out of state.

The state’s general assembly has responded by preparing legislation that offers these companies 
a deal. Although a final bill has yet to be agreed, legislative approval looks very likely. Tax breaks 
for Sears could amount to $15m a year, while one option being considered for the trading 
exchanges is to tax them on only part of their business. This could reduce government revenues 
by $85m a year, but if these companies are serious about leaving, then half or a third of 
something is a lot better than 100% of nothing.

Although each new individual arrangement may seem justifiable to the politicians, together they 
further undermine the state’s financial position. Laurence Msall, president of the Civic Federation, 
an independent watchdog, says the current state budget contains more than $2 billion of 
promises for which there is no money. In addition, the state has carried over $5 billion in unpaid 
bills from previous years. Illinois seems to careen from one crisis to the next. Each corporate 
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demand only underscores the state’s perilous position: it cannot afford to lose businesses but it 
cannot afford the tax breaks to keep them.

The vultures are circling. Ohio has offered Sears $400m to move to the Buckeye State. Indiana’s 
governor, Mitch Daniels, jokes that having Illinois as a neighbour is like living next door to a 
dysfunctional family. Indiana even has an advertising campaign targeted at tempting Illinois 
businesses across the border by asking them if they were “Illinoyed” by paying higher taxes.

Although Indianapolis lacks the excitement of Chicago, Indiana has a personal taxation rate of 
3.4%, and has promised to reduce corporate tax to 6.5% over the next four years. It has also cut 
property taxes and offers a generous R&D credit. Katelyn Hancock, a spokesperson for the 
Indiana Economic Development Corporation, says her state has been in competition with Illinois 
43 times this year to win new investment—and won 40 times.

As many states have found, incentive schemes can be troublesome if not properly structured. Ms 
Hancock points out that the way to compete is not through incentives but via lower taxes, a 
predictable regulatory climate and fiscal stability. Most Illinois companies like Chicago’s transport 
links and its skilled workforce. Loyalty, however, does know some bounds.
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Visas for dollars
Give me your Gucci-clad masses
It is ever easier to buy your way in

“GIVE me your tired, your poor, 
your huddled masses,” reads 
Emma Lazarus’s ode to 
immigration inscribed on a plaque 
beneath the Statue of Liberty. More 
than a century later, however, it is 
the jet-lagged and rich who are 
receiving the warmest welcome at 
America’s borders.

Two senators, Charles Schumer, a 
Democrat, and Mike Lee, a 
Republican, recently introduced 
legislation to fast-track visas for 
foreigners spending $500,000 on residential property. Their Visit USA Act would allow purchasers 
and their families to live in America for as long as they owned their houses, though not to work 
there or receive any federal benefits.

The senators envisage wealthy jet-setters and well-heeled retirees boosting America’s weak 
housing market. As buyers would have to live in their new homes for at least 180 days a year, 
they would also (very handily) be liable to pay American tax on any foreign earnings.

Although the act is unlikely to become law anytime soon, would-be immigrants with half a million 
dollars in hand need not despair: America has a visas-for-cash scheme up and running. The 
Immigrant Investor Programme, also known as EB-5, was set up in 1990 to lure in foreigners by 
giving them the right to live and work there permanently if they created jobs.

Initially EB-5 came laden with stringent conditions: immigrants had to invest $1m either in a new 
enterprise that would create at least ten full-time jobs, or in a failing one to preserve the same 
number. They were required to manage the business themselves, and even to dedicate some of 
the jobs to exports. If a company failed in its first two years, investors would lose both their 
money and their green cards.

With the exception of the two-year rule, these restrictions have now melted away. Investors 
today can choose to buy into all sorts of packaged projects, created by regional centres that 
oversee their day-to-day management. Many projects qualify for a minimum investment of only 
$500,000, designed to push investment to rural regions and areas of high unemployment. 
Crucially, the required ten jobs no longer need to be in direct employment. This permits 
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investment in limited partnerships whose purpose is to lend money to companies that do employ 
workers, reducing investors’ risk.

The logical conclusion is that immigrants could qualify for permanent residency simply by buying 
local government bonds—and that is exactly what did happen in October. A group of 95 investors, 
mostly Chinese, bought $48m of Washington state bonds to help finance a replacement for the 
longest floating bridge in the world, near Seattle.

The evolution of the EB-5 scheme has angered some of those offering traditional investments to 
immigrants. Henry Liebman is chief executive of American Life, a Seattle-based real estate 
company that manages around 15% of all EB-5 projects nationwide. “If an investor has the 
chance to buy a bond backed by the full faith and credit of the state, why would he give a 
developer $500,000?” he wonders.

America’s struggling construction sector certainly needs the money. While $48m accounted for 
less than 10% of the bridge bonds issue (and just a tiny fraction of the project’s multi-billion 
dollar total bill), EB-5 finance has become a much-needed source of funds for private property 
deals.

The rules, however, are unlikely to be tightened again. Over the summer, the Citizenship and 
Immigration Services streamlined the EB-5 process further. Last year, 2,480 immigrants got their 
green cards via EB-5. The Obama administration would like to see that number increase to 
10,000 a year, which should bring in billions of dollars for building shops, offices and 
infrastructure. It should also mean tens of thousands of jobs for the poor, huddled masses of 
America’s unemployed.
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Broadband in rural America
Sweet land of subsidy
A new subsidy promises to get broadband to rural Americans

HUNDREDS of cubicles; dozens of 
individual offices; 90,000 square 
feet of space. If it all smells a bit 
musty or seems a bit ghostly, well, 
that is what happens when you set 
up an office for occupancy in the 
mid-1990s and by late 2011 
nobody has shown up for work. 
Over the past few years several call 
centres have taken a look: none 
has signed a contract. Gary 
Matthews, who runs the 
Tishomingo County Development 
Foundation, blames the lack of reliable broadband service: the office is several miles outside 
Iuka, tucked away in Mississippi’s remote north-eastern corner.

In that, neither the unused office nor Tishomingo County is alone: the Federal Communications 
Commission (FCC) estimates that roughly 18m Americans in rural or remote areas lack access to 
reliable broadband networks. Distance, sparse populations, often rugged terrain and economies 
of scale make wiring costly for broadband providers.

These factors presented similar difficulties to providers of electricity and telephone services in the 
previous century. Then, the federal government established the Rural Electrification 
Administration and later the Rural Utilities Service to expand these services into America’s 
hinterland. Now it is doing the same for broadband. On November 18th the FCC released details 
of an order directing $4.5 billion a year from universal-service and intercarrier-compensation 
systems—both legacies of landline telephony—into a new Connect America Fund (CAF), which it 
claims will give 7m rural Americans access to reliable high-speed internet connections over the 
next six years, generating 500,000 jobs and $50 billion in growth.

But previous experiments with rural-broadband subsidies suggest that these numbers should be 
viewed sceptically. As early as 2006 the Government Accountability Office worried that spotty 
data could undermine the effectiveness of rural-broadband subsidies. More recently, $7.2 billion 
in stimulus money went to rural broadband. A paper by Navigant Economics, a consultancy, then 
examined three stimulus-financed programmes. It found that they counted as “unserved” 
customers who in fact had access to wireless 3G networks, and hence spent a lot of money on 
customers who already had access to at least some form of broadband.
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CAF promises to bridge this “rural-rural divide”, in which some have access to state-of-the-art 
broadband and others have nothing. It also says it can control costs with increased accountability 
and better targeted funding. Companies that take CAF money must provide high-speed 
connections reliable enough for internet telephony to one unserved location for each $775 in 
additional support (incremental costs under previous subsidy regimes ran as high as $350,000 
per house, largely because of duplication). The new fund also promises to target support to truly 
unserved areas, rather than to places where unsubsidised competitors are already providing 
service, and it creates a “mobility fund” to build mobile voice and broadband networks.

So far, so promising, but the devil, as always, is in the detail—and many of the details are 
missing. Stuart Polikoff, vice-president of regulatory policy for OPASTCO, a trade group 
representing around 460 rural telecom companies, fears his clients will end up losing money 
when the FCC redirects intercarrier-compensation rates (fees one carrier pays to another on 
whose lines a portion of a call is carried). Dave Osborn, who heads the Valley Telephone 
Cooperative, which provides high-speed broadband to 4,600 people spread across 7,300 square 
miles of south Texas, predicts that change will deprive him of $1.5m a year. The large telecoms 
companies stand to gain: the FCC says they can reach 83% of the 18m Americans without 
service. Then there is the question of use: one survey found that nearly half of non-internet users 
in America saw no need for it. That is a problem that infrastructure alone cannot solve.
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Congressional redistricting
Turf wars
A federal court draws a map for Texas’s districts

WHEN carving, Plato said, one should be aware of the natural joints. It is a sound principle, but 
one that American politicians often forget when it is time to redraw the electoral map. “There’s no 
question that the redistricting process is one of the most partisan things that happens in a 
legislative body,” says Joaquin Castro, a Democratic state representative from San Antonio who is 
now running for Congress. He should know. In 2003 he was among more than 50 Democratic 
legislators who escaped to Oklahoma in an effort to block a Republican-led redistricting map. The 
revolt failed, and the following year the Republicans picked up six additional seats in the state’s 
congressional delegation.

It was a notorious debacle. But Texas is not the only state where partisans have learned to be 
creative with the district lines. They have strong incentives to. With a bit of ingenuity it is often 
possible to draw districts that divide or avoid the opposition’s areas of strength.

Texas’s current round of redistricting has been less dramatic but equally bewildering. Because of 
its population growth, the state will get a whopping four new seats in the national House of 
Representatives. At the beginning of the year, the state legislature was tasked with mapping the 
new congressional districts, as well as the state House and Senate districts.

When the Republicans came out with their map, none of the new districts favoured a minority 
candidate. Trey Martinez Fischer, the state representative who heads the Mexican American 
Legislative Caucus, suspects that was intentional. Much of Texas’s population growth is coming 
from Hispanics, who favour Democrats. But Democrats have so few seats in the legislature that 
they had little recourse, and the map passed in May. Mr Martinez Fischer says that the caucus’s 
legal counsel had advised him not to worry: the courts would surely want to take a look at it 
(discriminatory voting practices are illegal).

As expected, the federal Department of Justice declined to authorise the legislature’s maps, and 
the Supreme Court referred the matter to a federal court in San Antonio. Last week, that court 
offered its own map for the congressional districts. Texas’s attorney-general asked the Supreme 
Court to block it. But barring any further court actions or divine judgment, the lower court’s map 
will stand.

Under the court’s map, then, Democrats now have a shot at winning all four of the new seats. 
And perhaps two of them will be won by Hispanics, who are under-represented in Congress. The 
process, however, has been draining for the participants. Mr Castro, for example, has switched 
districts three times in the past two weeks. On the bright side, he says, he felt he had gained a 
better understanding of the area along the I-35 corridor that connects Austin and San Antonio, 
along which the new seats lie. These redistricting battles may be even more annoying for voters, 
forced to stand by while partisans scrabble over turf. The whole point of democracy is that 
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politicians represent the will of the voters. But this is an area where their interests are prone to 
diverge.
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It’s an emergency

Marijuana in California and Colorado
Highs and laws
Jerky progress towards legalisation

HISTORICALLY, Colorado’s economic booms came in metallic 
colours—gold, silver and uranium silvery-grey. But nowadays it is 
agricultural-green and sweeter-smelling. The reason is a well-
established and regulated medical marijuana market, probably the 
most sophisticated in America with nearly 128,000 card-carrying 
patients, 730 shops and 1,100 cultivators, a third of which are in 
Denver alone. For Jessica LeRoux, owner of Twirling Hippy 
Confections, it means a decent living making pot-infused 
cheesecakes with varieties like “Chocolate Euphoria” and “January 
Hot Toddy”. Other pot entrepreneurs, meanwhile, are making 
millions and have a group of slick lobbyists. One alternative 
newspaper in Denver has a pot shop reviewer.

While it is allowed in some form in 16 states and Washington, DC, 
Colorado is the leader in trying to make medicinal pot a legitimate 
business. It has been legal since a voter-approved amendment to the state constitution in 2000, 
but the for-profit side only took off two years ago after the legislature allowed individual counties 
and towns more flexibility in interpreting the rules. Over a hundred have done so.

Pot proponents argue that the new rules should allay fears of illegal usage and crime. A new state 
enforcement division mandates high levels of security and a 24-hour agent-monitored video feed 
in all shops and facilities. Each plant’s weight is recorded and electronic tags follow their produce 
from “seed to sack”, everything documented along the way.

Now emboldened, advocates want Colorado to allow recreational use too, using a similar 
regulatory structure. Boosted by money from national organisations, a signature campaign is 
under way to put it to a vote in 2012 (a relatively easy thing to do) and the effort has already 
overcome two legal challenges. It might just pass; a recent poll showed 51% in favour and 38% 
opposed, even though some neighbourhood groups worry that Denver will turn into Amsterdam.

The shadow of the criminal law still threatens a bad trip, however. In October, California’s four 
federal prosecutors threw the state (and drug-lovers everywhere in the country) into confusion 
when they announced their intention aggressively to go after landlords who rent their buildings to 
dispensaries of medical marijuana, and even after newspapers, radio and television stations who 
accept advertising from sellers of the weed. Those threats came after federal agents raided 
growers of cannabis in several Californian counties during the summer, destroying about half a 
million pot plants and arresting more than a hundred people. For the Obama administration, 
which had signalled early in its term that it would not enforce marijuana laws in states that took a 
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lenient approach to cannabis, this crackdown amounts to a puzzling U-turn; lawsuits are already 
trying to block the crackdown.

In California it seems especially bizarre, and it has not been echoed in Colorado. Californian 
voters were the first, in 1996, to legalise marijuana for medical purposes. Californians, 
meanwhile, continue to flirt with outright legalisation of the weed. A ballot initiative to this effect 
narrowly lost in last year’s election, but a new effort is already under way. In October even the 
California Medical Association, which represents the state’s doctors, called for legalisation. 
Meanwhile, a new law makes possession of less than an ounce merely an infraction, rather like a 
traffic ticket. The path to bliss is not easy.



World politics Business & finance Economics Science & technology Culture The World in 2012 Blogs Debate Multimedia Print edition

Dec 3rd 2011 | from the print edition 

Lexington
Left, right and centre
Is anybody not complaining about the present state of American politics?

JUST for this week, indulge in a 
fantasy. Everything you think you 
know about next year’s presidential 
election in America might be 
wrong. You think you know that the 
candidates will be Barack Obama 
and Mitt Romney, or perhaps one 
of the non-Romneys such as Newt 
Gingrich. But, just possibly, 
Americans will be presented with a 
far wider choice next November. 
This might even be an election 
more like the race of 1948, which 
produced a dazzling array of candidates and a deliciously unpredictable result, when Dewey did 
not, after all, defeat Truman.

The reason for entertaining this idea is the universal belief that America’s politics are “broken”. 
From the tents of Occupy Wall Street to the firesides of Georgetown, the cry goes up that the 
ideological polarisation of the political parties leaves the great bulk of the electorate 
unrepresented. This newspaper cares very much about this “missing middle”. But is it just the 
middle that has gone missing? Many Americans lament what they consider the missing right, and 
some complain of a missing left as well.

Indeed, start with the left. Barack Obama is not facing a primary challenger from his own party, 
but he almost did. For all the Republican nonsense about the president being a “socialist”, a 
group of deep-pocketed Democratic donors is so disappointed by what they see as his timid 
centrism that they trawled the country for a candidate willing to take him on from the left. The 
name on some lips was that of Russ Feingold, a former senator from Wisconsin. In the event, 
nobody was willing to run. But that, says one corporate titan involved in the effort, was only 
because no Democrat dared to risk bringing down the country’s first black president. Had he been 
white, it would have been different.

What about the missing right? It is not missing at all, say those Democrats who think that the tea
-party movement has wormed its way into the brain of Republicanism, taking it over and driving 
it mad. But tea-partiers will consider all the worming and the takeover to have been for naught if 
a candidate from the right of the party fails to win its presidential nomination. So it is not at all 
fantastical to think that if Mr Romney secures the nomination a more authentic conservative will 
decide to go it alone.
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The fact that Mr Romney has so far failed to win over more than a quarter of Republican voters 
suggests that his nomination would leave a tempting gap in the ideological market—too tempting, 
perhaps, for Ron Paul, a Texan libertarian, to resist trying to fill it. Though Mr Paul is running as a 
Republican, in 1988 he was the presidential candidate of the tiny Libertarian Party. He has an 
avid following, but it is small, and he must know that he will never be president. All the same, by 
staying in the race under a different banner he could continue what is probably anyway his real 
goal, namely to educate Americans about the evils of the Fed, the madness of foreign 
entanglements and so forth.

As for the missing middle, next year will see an innovation. In June 2012, well before the 
Republican convention in Florida and the Democratic convention in North Carolina, an 
organisation calling itself “Americans Elect” will hold an online nominating convention of its own. 
Its plan is not to create a third party but to use the internet to choose a presidential candidate 
from any party (who will in turn have to pick a running-mate from a different one) and put this 
non-partisan ticket on the ballot in every state. The outfit has already collected more than 2m of 
3m or so signatures it will need to satisfy every state’s ballot requirements.

Americans Elect has the benefit of rich sponsors (one of its promoters is Peter Ackerman, a 
philanthropist who made his fortune in the finance industry) and good timing. Polls suggest that 
Americans are heartily sick of the established party machines and a system of primary elections 
that forces candidates to pander to the extremes instead of reaching for the centre. It is not 
completely impossible that it could attract a big name with bags of money as its candidate. 
Michael Bloomberg, the post-partisan billionaire mayor of New York City, claims right now not to 
be interested in a presidential run. But he could change his mind, especially if the Republicans 
plump for one of their scarier ideologues—Mr Gingrich?—instead of the pliant Mr Romney, thus 
creating an opening in the centre.

Better the duopoly you know?

Precisely because it is more than a quixotic fancy, Americans Elect is controversial. In the 
Washington Post, Norman Ornstein of the American Enterprise Institute and Thomas Mann of the 
Brookings Institution have highlighted the pitfalls. Even a strong independent from the centre 
would be hard put in a three-way race to win a majority of the 538 votes of the electoral college. 
But such a candidate might also prevent the others from gaining a majority. The constitution 
would in that case leave the final vote to the (highly partisan) House of Representatives. In the 
unlikely event of the third candidate winning, how would he or she govern with no party allies in 
Congress? And what if a third candidate merely attracted enough centrist voters away from Mr 
Obama to give victory to a far-right Republican nominee?

The doubters are probably right. Gridlock in Congress is arguably the biggest obstacle to effective 
government, and there is no attempt to form a third party there. Besides, third parties and 
independent candidates have had a lousy record. In 1992 Ross Perot won 19% of the popular 
vote but not a single vote in the electoral college. In 1912 Theodore Roosevelt, a former 
Republican president running as a Progressive, won 27% of the popular vote and outpolled his 
Republican successor, Howard Taft. But that only handed victory to the Democrats’ Woodrow 
Wilson. Even so, just think: Obama versus Romney versus Paul, or Obama versus Gingrich versus 
Bloomberg. That has to be a lot more fun than a straight two-way race, doesn’t it?

Economist.com/blogs/lexington (http://www.economist.com/blogs/lexington) 
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Protecting Brazil’s forests
Fiddling while the Amazon burns
Keeping the world’s biggest forest standing depends on greens, Amerindians and 
enlightened farmers working together—if lawmakers let them

DRIVE out of Porto Velho, the 
capital of the Amazonian state of 
Rondônia, and you see the trouble 
the world’s largest forest is in. 
Lorry after lorry trundles by laden 
with logs; more logs lie by the 
road, to be collected by smugglers 
who dumped them on the rumour 
of a (rare) roadcheck. Charred tree
-stumps show where ranchers 
burned what the loggers left 
behind; a few cattle roam sparsely 
through the scrubby fields. In 
places the acid subsoil shows through, sandy and bone-pale. Seen from above, the roads look 
like hatchet blows, with dirt tracks radiating outward like thinner wounds. The picture is 
reproduced across the Amazon’s “arc of deforestation” (see map).

The Brazilian Amazon is now home 
to 24m people, many of them 
settlers who trekked those roads in 
the 1960s and 1970s, lured by a 
government promise that those 
who farmed “unproductive” land 
could keep it. Chaotic or corrupt 
land registries left some without 
secure title. Rubber-tappers, 
loggers, miners and charcoal-
burners came too. The most recent 
arrivals are 20,000 construction 
workers building dams on the 
Madeira and Xingu rivers to provide 
electricity to Brazil’s populous 
south. They have attracted some 80,000 camp-followers, many of whom squat on supposedly 
protected land.



The population of Jaci-Paraná, the nearest town to the Jirau dam being built on the Madeira, has 
risen from 3,500 to 21,000 in a decade—but it still has just four police. Prostitutes and drug-
dealers do well. On payday, says Maria Pereira, a teacher, busloads of construction workers hit 
town to drink and fight. Knife-killings are common. When the dam is finished, many of the new 
residents will move on. Behind them, a bit more of the Amazon will be gone.

Brazil’s government no longer encourages cutting down the forest. Nearly half of it now lies 
within indigenous reserves, or state and federal parks where most logging is banned. Private 
landowners must abide by the Forest Code, a law dating from 1965 that requires them to leave 
the forest standing on part of their farms (four-fifths in the Amazon, less elsewhere), and in 
particular around the sources and banks of rivers, and on hillsides.

But the code is routinely flouted. Less than 1% of the fines levied for failing to observe it are ever 
paid, because of uncertain ownership and poor enforcement. The Suruí, an Amerindian people, 
recently mapped its territory in Rondônia, on paper strictly protected. The tribe was shocked to 
find that 7% had been cleared.

In Brasília 2,000km (1,250 miles) and a world away, politicians are haggling over laws that will 
affect the fate of the forest. Some legislators are pushing a bill that would give Congress, rather 
than the president, the power to create new reserves. That would probably mean fewer new 
ones—a blow for the forest, says Ivaneide Bandeira of Kanindé, a non-profit group in Rondônia. 
“Indigenous people protect the forest better than anyone else,” she says.

The Senate is poised to vote on a new version of the Forest Code, already approved by the lower 
house. The president, Dilma Rousseff, wants a final version on her desk before Christmas. 
Everyone agrees that change is needed. The share of private land that must be set aside has 
risen since 1965 and farmers who were once in compliance but omitted to update their 
paperwork can end up lumped in with lawbreakers. Kátia Abreu, a senator who is the president of 
the main farm lobby, says farmers find such uncertainty “deeply worrying”. Environmentalists 
dislike it too, since it encourages loggers and land-grabbers by fuelling disrespect for the law.

But the consensus has gone no further. The farm lobby wanted all past land clearance 
regularised, arguing that if farmers had to replant trees, crop output would fall, food prices soar 
and poor Brazilians go hungry. Greens countered that an amnesty would fuel future 
deforestation. So far, at least, the farm lobby is winning. The current draft allows farmers to 
dodge fines for illegal logging and postpone their obligation to replant by simply declaring that 
their violations were committed before July 2008 and by enrolling in a vague and leisurely 
“environmental recovery programme”, to be run by individual states.

“This is an amnesty in all but name,” says Maria Cecília Brito, the head of WWF-Brazil, a 
conservation group. “Without safeguards, states will be able to postpone forever the requirement 
to act.” After several years in which the annual rate of deforestation fell, this year it has risen, 
possibly because landowners think the new code will let them get away with it. Law-abiding 
farmers are outraged. When Darci Ferrarin bought a large farm in Mato Grosso in 1998, he knew 
that its riverbanks had been illegally cleared. He paid to replant. “Those who deforested illegally 
should go to jail,” declares his son, Darci Junior.

The only promising aspect of the new code, thinks Roberto Smeraldi of Amazônia Brasileira, a 
green NGO, is that it offers benefits such as subsidised loans to landowners who have always 
stuck by the rules, or who are reforesting faster than the law demands. But he laments the 
missed opportunity for a grand bargain to align opposed interests. A cap-and-trade system like 
those used to limit industrial pollution in rivers could have helped farmers short of set-aside to 
comply with the law by paying neighbours with more than the legal minimum to maintain it. That 
would both have spared farmers from costly replanting and cut future deforestation by making 
standing forests financially valuable.
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Ms Rousseff promises to veto any amnesty for illegal deforesters. But the figleaf of the 
“environmental recovery programme” may give her scope to temporise, and with a heavy 
legislative schedule she may be tempted to do so. If she does, the Amazon’s best hope will lie 
with the enlightened farmers and indigenous tribes who care for their land better than the state is 
willing to.

For Mr Ferrarin, the way to halt deforestation is to use existing farmland better. Almost half his 
farm of 13,350 hectares (33,000 acres) is set aside as forest; the rest supports 3,000 cattle as 
well as soya and several other crops, farmed in rotation. Innovative no-till methods cut carbon 
emissions, fertiliser use and labour. The Ferrarins run workshops to teach other farmers about 
such “integrated farming” techniques. Mr Ferrarin’s daughter, Valkiria, runs a cattle-breeding 
programme, with an on-site IVF clinic where embryos from prize animals are implanted in 
surrogates. A productive farm can support an extended family for several generations, he says.

Cassio Carvalho do Val’s father settled in Redenção in Pará in 1959. It was then virgin rainforest: 
the last 150km of the journey was by donkey, carrying dried meat, rice and beans. Nine-tenths of 
the 300,000 hectares he was granted has since been sold, but the farm is still vast (the average 
farm in the United States comprises around 160 hectares), and unproductive, with just one cow 
per hectare of pasture. But his son has started to fatten his cows with grain and plans to try 
integrated farming. “It’s the dream of every crop farmer to be a rancher,” he says with a laugh. 
“It’s so much easier.” But he thinks he needs to keep up with the times.

The Suruí set an example

Some of Brazil’s indigenous peoples are redoubling their efforts to protect the standing forest. 
The 1,300 Suruí have moved their 25 villages to the borders of their territory to get early warning 
of incursions. With help from Kanindé and others, since 2005 they have started to reforest where 
intruders have cleared. To the inexperienced eye, the new trees already look ancient (though to 
the Suruí the sparser cover is still obvious). Next year the tribe will host other indigenous peoples 
who want to repair deforestation on their own lands. They hope to start teaching non-indigenous 
folk, too.

The Suruí are the first Brazilian tribal people to set up a REDD project, an international aid 
scheme to prevent deforestation. Up to 10% of the income generated will go to local non-Indians, 
to show them that standing forest can create jobs and income. “We are not saying, don’t use the 
forest,” explains the chief, Almir Narayamoga Suruí. “We are saying you should think about the 
medium and long term when you decide how to use it.” That will be easier if the politicians 
approve a Forest Code that looks to the future, not the past—and then provide the means to 
enforce it.
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Governance in the Amazon
Pará-statals
A plan to create two new states

THE state of Pará occupies a vast and woefully lawless swathe of 
the Amazon, forming the eastern curve of the “arc of 
deforestation”. On December 11th its 4.8m voters will decide 
whether to split Pará into three, creating two new states. Carajás, 
with a quarter of the territory and the world’s biggest iron-ore 
mine, would have in Marabá potentially Brazil’s most violent state 
capital with 130 murders a year per 100,000 people. Tapajós, 
occupying three-fifths of the current state, would be 90% forest, 
with just 1.2m people; it could become a loggers’ paradise, or, 
with luck, a state-sized national park. The rump of Pará would be 
limited to the area around Belém, with two-thirds of the 
population and most of the economic activity.

Proponents of the change argue that Pará is too big to be run from Belém. Célio Costa, an 
economist, says that the extra federal money the split would bring is fair reward, since so much 
of Pará is federal forest which Brasília should be paying to manage. He also points to two pairs of 
states that split previously (by government fiat, not a vote). The resulting four all saw above-
average economic growth.

Naysayers complain that the proposal is a wheeze to extract more public money and bureaucratic 
jobs. Two new state capitals will not come cheap. Lúcio Flávio Pinto, a journalist campaigning to 
keep Pará whole, says that the absence of effective governance in its interior is not a matter of 
mere distance: Belém’s periphery is pretty lawless too. He reckons Pará needs a stronger tax 
base and more diversified economy.

A yes vote in what is the first such plebiscite in Brazil would give impetus to dozens of dreams of 
new states elsewhere. Since each Brazilian state sends three senators and a minimum of eight 
deputies (out of a total of 513) to Brasília, the big winners from splitting Pará would be northern 
politicians. Brazil’s more developed south would be even more under-represented. Fortunately for 
the country as a whole, the separatists in Carajás and Tapajós are likely to be outvoted by 
unitarian belenenses.
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Crime and punishment in Canada
Bang ’em up
Good politics, bad policy

THE crime rate in Canada fell last year to its lowest level since the early 1970s, and the murder 
rate is back where it was in the mid-1960s. Despite rises in some offences, such as those 
involving child pornography and drugs, the overall volume and severity of crime reported to the 
police has been falling steadily. Some politicians would celebrate, and move on to more pressing 
problems. Not Stephen Harper, Canada’s Conservative prime minister. Having made law and 
order a central plank of his campaign, his government is using the majority it won in May’s 
general election to enact an omnibus crime bill that bundles together nine pieces of legislation 
that did not make it through parliament during Mr Harper’s two preceding minority 
administrations.

The Safe Streets and Communities Act, which will probably be approved by the House of 
Commons this week, has been lambasted by its critics as a backwards step that puts punishment 
and retribution before the rehabilitation of prisoners. Foremost among the bill’s opponents is the 
provincial government in Quebec, which complains that the measure will undermine its successful 
efforts to keep young offenders out of jail. It also says that the cost of sending more people to 
jail for longer will fall disproportionately on the provinces, which share responsibility for prisons 
with the federal government.

Rob Nicholson, the federal justice minister, is unmoved. He said the government “unlike the 
opposition, does not use statistics as an excuse not to get tough on criminals”. He maintains that 
Canadians want the government to put their own safety and the rights of victims first. In part he 
is right. The ageing of the population has both lowered the rate of crime and also boosted fears 
about personal safety. Opinion polls suggest that a majority of Canadians support the 
government’s crackdown on crime, although they would like to know the true cost. Mr Nicholson 
has failed to come up with an overall figure. Opponents claim that the final tally will be in the 
billions. They point out that federal spending on prisons has almost doubled since 2005-06, when 
the Conservatives came to power.

Some pressure groups like bits of the bill. It will allow victims to sue perpetrators and supporters 
of terrorism. The Canadian Coalition for the Rights of Children, an advocacy group, backs the 
improved protection of children from sexual abuse, although it says that other parts of the bill 
violate the UN Convention on the Rights of the Child. Victims’ groups and the police like the 
tougher sentences. “Let’s stop debating this bill and let’s act,” said Line Lacasse, whose 19-year-
old son was murdered by a group of youths in 2004.

The critics counter that putting more people into already overcrowded prisons will not make the 
country safer. Some provincial prisons, where most prisoners land, already have twice as many 
inmates as their nominal capacity. Double-bunking is also on the rise in federal jails, even in so-
called segregation units. “Many studies, including some by the federal government, have 
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demonstrated that prison sentences do not reduce crime or recidivism,” Jean-Marc Fournier, the 
Quebec justice minister, told the committee studying the bill. “Quite the opposite in fact. Prison 
may actually serve as crime school.”

The government has not been swayed by such testimony, nor has it responded to calls to 
produce evidence to justify its approach. “I worry that we’re actually going to be living through a 
fairly expensive social-policy experiment,” Nicholas Bala, a specialist in youth crime, told the 
committee. “Maybe the government is right, but I have serious doubts that it is.”
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Social progress in Latin America
Good tidings from the south
Less poor, and less unequal

POVERTY may be rising in Europe and the United States, places 
that thought they had conquered it, but in Latin America it 
continues to fall. In its annual estimate released this week, the 
United Nations Economic Commission for Latin America and the 
Caribbean (ECLAC) reckons that 30.4% of the region’s population 
is living below national poverty lines. This not only maintains a 
steady fall (from a peak of 48.4% in 1990), but is the lowest 
figure since more or less reliable statistics began to be collected in 
the 1970s—and probably ever (see chart).

True, population growth means that in absolute terms the 
numbers in poverty have not fallen as far: 174m in 2011, down 
from 225m in 2002 but up from 136m in 1980. But ECLAC also confirms another positive trend 
detected by other researchers: although Latin American remains the world’s most unequal place, 
income inequality in the region has begun to decline, too. Of the 18 countries for which there are 
data, only in the Dominican Republic (DR) and (especially) Guatemala did inequality widen 
between 2002 and 2008; since 2008, only in the DR, Ecuador and Paraguay has it done so.

Two things lie behind this social progress. The biggest is the region’s strong economic 
performance of recent years: Latin America’s GDP expanded by 5.9% last year and most 
forecasters expect this year’s figure to be around 4.5%. This strong recovery meant that the 
2008 recession in the region caused only a slight blip. Most of the decline in inequality is 
attributable to higher wages, which in turn are partly a function of younger Latin Americans being 
better educated than their parents. The second factor in declining income inequality is better-
targeted social policies, especially cash-transfer schemes for the poor.

But sustaining the progress may become harder. Troubles elsewhere mean that Latin America will 
be lucky to grow by much more than 3.5% next year. Higher food prices meant that poverty rose 
in Mexico and Honduras in 2010. And the region’s extreme poverty, where income does not cover 
the need for basic food, is stubbornly stuck at around 13%. (Several governments, including in 
Brazil and Colombia, have unveiled initiatives targeted at the poorest.) ECLAC also highlights a 
couple of factors that militate against greater income equality. One is that poorer and less-
educated women have more children, and less child care, than their richer sisters. Another is that 
output is disproportionately concentrated in a few large firms.

Many would say that further falls in poverty and inequality will need greater efforts to raise 
productivity, to continue to improve education and to shrink the informal economy. Even as they 
celebrate their progress, Latin America’s politicians should take it as a spur to further action.
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Myanmar and America
A new Great Game?
A momentous visit by Hillary Clinton, but will it lead to real change?

WEARING flip-flops and a longyi, 
the traditional Burmese sarong, on 
December 1st President Thein Sein 
welcomed the secretary of state, 
Hillary Clinton, to his gaudy golden 
palace in the new capital of 
Naypyidaw. Thus began the first 
visit by a senior American official to 
Myanmar for 50-odd years. 
Relations were cordial, with Mr 
Thein Sein anxious to explain to 
Mrs Clinton how he is trying to 
transform the country from an 
impoverished one-party state into something rather better. A “workmanlike” discussion 
(according to the Americans) was followed by a light lunch of braised abalone and black pepper 
mantis prawn. Later the same day Mrs Clinton travelled to Yangon for her first meeting with Aung 
San Suu Kyi, leader of the National League for Democracy (NLD) and de facto leader of the 
political opposition. It will be a defining moment for Myanmar, after decades of isolation and 
Western-imposed sanctions.

The visit is, most importantly, an endorsement of a reform process that started slowly over a 
year ago, but which has been gathering momentum fast since August, when Ms Suu Kyi herself 
travelled to Naypyidaw to meet Mr Thein Sein for the first time. As much as the president 
appears to be sincere about the need to reform Myanmar, it is Ms Suu Kyi’s willingness to take 
these reforms at face value that has moved the country along so quickly.

Each needs the other. On the one hand, Mr Thein Sein, who took over in March, craves Ms Suu 
Kyi’s stamp of approval to win over sceptical Western governments and audiences. Only then will 
Myanmar be able to regain access to the world financial system. In this respect Mrs Clinton was 
bearing one little gift for Mr Thein Sein—full, broad-based missions by the World Bank and the 
IMF to assess Myanmar’s many economic needs. It is a first step.

On the other hand, Ms Suu Kyi needs Mr Thein Sein’s reforms to work in order to lead the NLD 
back into mainstream politics. Having boycotted general elections last year, saying they were 
rigged, the NLD has just re-registered as a political party and will campaign in forthcoming by-
elections. Ms Suu Kyi herself will contest one of the 40 or so seats. If those elections are 
perceived to be free and fair, that will be another milestone in the reform process. And if the NLD 
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does well in the next general election in 2015, there may even be talk of installing Ms Suu Kyi as 
president.

That, however, is running ahead of events. What is also being impressed on Mrs Clinton is the 
fact that the reform process is fragile and could yet be derailed. For a start, just as there are 
clear reformers in the regime, so there are hardliners too. They will not lightly give up the army’s 
political and economic hegemony. One of the reform-minded ministers is reported to have put it 
thus: “There are 60 decision-makers in this country: 20 have seen the light, 20 are asleep, and 
20 are waiting to see which way to jump.”

Furthermore, some in the opposition worry that Mrs Clinton’s cosying up to the regime is 
premature. Myat Thu, for instance, one of the leaders of the student movement crushed by the 
army in 1988, says that the main concern should be for the hundreds, perhaps thousands, of 
political prisoners still in jail. He worries that the government has been given so much now that 
there will be little incentive left for it to release any more prisoners.

In Myanmar itself, these domestic issues are most pressing. But to the Myanmar and American 
governments, Mrs Clinton’s visit is also framed by a mutual anxiety over the rapid rise of 
Myanmar’s north-eastern neighbour, China. On this, unlike human rights, the two sides may have 
more to agree about.

In the absence of any competition from the West, China has cheerfully plundered Myanmar’s 
bountiful reserves of hard wood, jade, oil, gas and much else, usually with little regard for the 
environment or the well-being of those Burmese who stood in their way. The result is that the 
Chinese grip on Myanmar is increasingly resented. Mr Thein Sein is very sensitive to this; he 
suspended the building of a deeply unpopular Chinese dam project on the Irrawaddy river in 
September, and is trying to diversify trade and diplomacy away from China. He recently travelled 
to India, while the head of the army, Min Aung Hlaing, visited Vietnam.

Now the Obama administration has declared that the Asia-Pacific region is America’s new priority, 
and in the strategic game taking shape in South-East Asia, America is strengthening alliances in 
the light of China’s rise. If Myanmar could be realigned more towards the West, that would be a 
great prize.

China, for its part, is looking on warily. State media coverage was restrained in advance of Mrs 
Clinton’s arrival, with talk of a rivalry over Myanmar played down. The usually nationalistic Global 
Times cited a scholar’s rejection of the “Western media” narrative that China is in a battle with 
America over Myanmar. The same newspaper, a day earlier, however, published a more 
characteristic commentary: “The West has seized the opportunity to pull pro-China Myanmar off 
the ‘China track’”, it read.

But don’t expect America to have it all its own way. Showing a flair for timing, three days before 
Mrs Clinton’s visit, Myanmar’s army chief was welcomed in Beijing by vice-president Xi Jinping, 
China’s likely next president. They spoke of bolstering the two nations’ “comprehensive strategic 
partnership of co-operation”. Myanmar is hedging its bets on who will come out on top in the new 
Great Game.
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India’s Maoists
Red retreat
The left-wing insurgency is being beaten back, but not defeated

JUST how commandos killed Kishenji, a leading Maoist, is disputed. Long on the run, hunted by 
1,000 special-forces troops and police through the leafy “jangalmahal” of West Bengal, he was, 
say officials, struck by a hail of shots to his chest in a dramatic shoot-out. Yet his sympathisers, 
and others who worry about police brutality, note a wound from a bullet fired at close range into 
his head. They fear he was arrested and executed, and the fight faked.

Either way, his death on November 24th counts as a success for those battling the country’s 
grisliest insurgency. Kishenji was the nom de guerre of Koteswara Rao, the military leader and 
number three in the Politburo of the Communist Party of India (Maoist)—also known as Naxalites, 
for the village where the group was founded. Active along a forested “red corridor” of central and 
eastern India, the revolutionary movement has some 20,000 active members, many more 
supporters and a strong party structure. Last year it killed 1,180 people, more than all other 
insurgent and terrorist groups in India combined.

One Maoist’s death will not bring peace. But counter-insurgency efforts are beginning to tell. Two 
other high-profile leaders have been killed, and many more arrested, in the past 18 months. Ajai 
Sahni of the Institute for Conflict Management, a Delhi think-tank, notes that of a 16-strong 
Politburo in 2007 only seven are still alive and at large. “The Maoists have taken a bit of a 
beating,” he concludes.

The Naxalites do indeed appear to be retreating, after a rapid 
expansion in the early 2000s. Three years ago they were active in 
223 districts, a third of all India. In November a home affairs 
minister said that had fallen to 182 districts, and in many that 
merely signified “early mobilisation”. Other officials in July 
pinpointed only 83 districts as badly affected (see map).

Perhaps most important, the leftists are shooting, blowing up and 
bludgeoning fewer people. A group in Jharkhand admitted last 
week sending a mob that killed a Catholic nun saying she had 
meddled too much in the affairs of tribal people. Political attacks 
are once again taking place in West Bengal, but less often than 
before. So far this year, across India, they have killed 564 people, 
roughly half the grisly tally of recent years.

The decrease can be explained by several recent changes. The Naxalites overextended 
themselves, and have pulled back. Police are co-operating better across state borders and have 
improved their intelligence-gathering. They have also wound down their classic counter-
insurgency effort to clear, hold, develop and dominate Maoist territory, which had led to poorly 
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trained policemen being ambushed, and sometimes massacred, in remote areas. Now the police 
offer fewer targets.

Another big change has come in West Bengal, where a new government struck a ceasefire that 
lasted several months. Maoist killings there fell from more than 425 last year to just 54 so far in 
2011. Usually the leftists use such pauses to rearm and prepare a new round of attacks. When 
the ceasefire broke in mid-November, the police were better prepared (though officials are braced 
for violent retaliation, strikes and protests over Kishenji’s death).

Nothing suggests the Naxalites are near outright defeat. Successes (and failures) are often local. 
In Bihar violence fell when the government started speaking up for the lowest caste. In Andhra 
Pradesh well-trained guerrilla-combat forces hounded the leftists out of the state. By contrast in 
Chhattisgarh an attempt to use vigilantes and intimidate Naxalite sympathisers proved 
disastrous.

Since Maoist leaders can usually find somewhere new to hide, and the party can replace dead 
leaders with other cadres, it will hang on. More important, the leftists’ arguments still resonate 
widely: many poor Indians, notably the tribal people in forests, face harder lives than ever, 
caught between exploitative miners and corrupt officials and within an economy that mostly 
rewards city dwellers.

In large tracts of India the writ of the government does not run, so leftists set up schools, extort 
taxes and impose their own rough form of justice in “people’s courts”. As a result Maoists often 
serve as the only source of authority.

The state is not providing basic health care or roads and “there is no dignity for tribals,” 
concludes Jairam Ramesh, the cabinet minister responsible for rural affairs. Indian society has 
always treated tribals disgracefully, he says, and after decades of neglect and insensitivity, “we 
have produced a situation where Maoists fill the vacuum.” Mr Ramesh argues that as long as the 
country fails to “assimilate” 70m tribal people, the police or army can only hope to keep down the 
gangsters, ideologues or opportunists among the Maoists. Turning all that around will be a “20 to 
25 year struggle”. Kishenji may be dead. The Naxalites are not.
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This little piggy went to the fruit market

Campaigning in Taiwan
Of pigs and persimmons
For once, China is not the focus of an election campaign

TAIWAN’S president, Ma Ying-jeou, 
facing an unexpectedly tough battle 
for re-election in January, has been 
devoting unusual attention to the 
woes of the island’s persimmon 
farmers. Handling relations with 
China has often been the most 
bitterly contested issue in 
Taiwanese politics. But with cross-
strait relations now much improved 
and worries about the island’s 
economy growing, Taiwan’s 
political focus has shifted. China 
too, though concerned that the 
relatively conciliatory Mr Ma might lose, appears preoccupied with affairs at home.

Despite this shift, Taiwanese politics has lost little of its rancour. In the past few days, Mr Ma and 
his party, the Kuomintang (KMT), have been squabbling bitterly with the opposition Democratic 
Progressive Party (DPP) and its leader, Tsai Ing-wen, over the key question of persimmons. Mr 
Ma has accused the DPP of causing “terror” among persimmon farmers by saying in its campaign 
literature that the price of the fleshy, orange fruit had slumped. This, he said, had caused people 
to shun vendors selling the fruit at their actual, much higher, price. The DPP denied charges of 
being ill informed and heartless, but to push his point home, Mr Ma visited a wholesale fruit 
market in the Greater Taichung area of central Taiwan, where he pledged to buy five tonnes of 
persimmons for distribution to Taichung’s needy.

In the build-up to no less suspenseful presidential elections in 2000 and 2004, the two main 
parties engaged in more momentous struggles over the island’s identity, fuelled by threats from 
China. Both those elections were won by the DPP’s Chen Shui-bian. By the time of the elections in 
2008, the DPP’s popularity had plunged and few doubted that Mr Ma would win (Mr Chen has 
since been jailed for corruption). But a simultaneous referendum in 2008, engineered by the 
departing Mr Chen on whether Taiwan should apply to join the UN, ensured more fierce debate 
about how to deal with China.

The DPP has now switched tactics. Ms Tsai, despite having served as the government’s top official 
responsible for China relations during Mr Chen’s presidency, has largely avoided pushing her 
party’s traditional line about the island’s separateness from China. Hsiao Bi-khim, a DPP 
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spokeswoman, says one thing the party has learned is that cross-strait relations need to be 
handled through “consensus-building” instead of as a “divisive campaigning tool”. Ms Tsai has 
said she will not scrap a free-trade deal signed with China last year, despite her party’s formerly 
strong condemnation of it.

But China is likely to be anxious about Ms Tsai’s rejection of what is commonly referred to as the 
“1992 consensus”, which the KMT says was an understanding that the two sides would uphold the 
idea of “one China”, but agree to disagree about what this means. This consensus (though the 
DPP insists there never was one) formed the basis of China’s decision to reach agreements with 
Mr Ma’s administration on such issues as trade, the start of cross-strait flights and allowing 
Chinese tourists to visit the island. But few expect these accords to unravel. China sees them as 
useful tools for boosting its influence in Taiwan. And as China prepares for sweeping leadership 
changes late next year, many in Taiwan believe it is unlikely to be in a mood for conflict.

Gaining voter support in Taichung and neighbouring counties is regarded by both parties as a 
crucial test of their ability to win overall, both in the presidential polls on January 14th and in 
elections on the same day for the national parliament. The region is a buffer between the DPP’s 
stronghold in the south of the island and the KMT’s in the north. Mr Ma’s decision to go there to 
investigate persimmon prices was an attempt to win over its farming community, which the DPP 
has been assiduously courting. Ms Tsai chose as her running-mate a former minister of 
agriculture, Su Jia-chyuan, who is popular in the area.

To encourage support from farmers and other less-affluent citizens (and poke at the KMT’s big-
business associations), the DPP has been deploying plastic piggy banks. It has distributed some 
200,000 of them and urged people to fill them with small donations to the party that will be 
handed over in a mass-emptying outside the presidential palace in Taipei on December 10th. The 
brightly coloured little objects appear to be in demand. “If we win, it will be on the back of a 
piggy revolution”, says the DPP’s Ms Hsiao. If so, China might at least be a little comforted that 
for once in a DPP campaign, it was not the main focus.
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Tragic youth

Sri Lanka’s former child soldiers
Not reunited
The parents of Sri Lanka’s missing children struggle to find their families

WHEN Shanthakumar Kamala fled the inferno of fighting in 
northern Sri Lanka in 2009, she was clutching a number of glossy 
photographs to her chest but little else. Mrs Shanthakumar holds 
out the pictures now—one of a smart lad in school uniform, one of 
him wearing a Boy Scout kit—and sobs that she wants her son, 
Thanuraj, back. Like hundreds of other children, he went missing 
in the harrowing final months of fighting between Sri Lanka’s 
military and the Tamil Tigers (known as the LTTE) in 2009. 
Inspired by a few children who have been found by their families, 
his mother continues her desperate search.

In February 2009 the depleted Tamil Tigers pulled a sleeping 
Thanuraj, then 16, out of a roadside bunker and conscripted him. 
They issued his mother a printed card certifying that her family 
would not have to give up another child to the fight.

Crammed into a strip of scorched beach—the last bastion of the 
rebels—Mrs Shanthakumar endured weeks of intense fighting in 
the hope that her son would reappear. But on May 17th 2009, as 
government troops closed in for the final assault, she joined a surge of frightened civilians who 
escaped into government territory. President Mahinda Rajapaksa declared victory over the LTTE 
just two days later.

The authorities struggled for months afterwards to find and match separated family members. It 
was a monumental task. Hospitals brimmed over with the wounded, camps overflowed with the 
displaced and the battlefield was littered with bodies. There was initially little record-keeping. 
Later, Sinhalese-speaking government officials hurriedly took down unfamiliar Tamil names 
phonetically—something that continues to complicate the tracing of missing persons.

Children proved most susceptible to separation. Some, like seven-year-old Rajeswaran Vidushan, 
were injured and moved from hospital to hospital before ending up in an orphanage. Vidushan’s 
sister and grandparents died in the shell attack that left him with a mangled leg.

Others, like 16-year-old Subramaniam Lilymalar, lost track of their parents after they were 
rushed away for treatment. Lilymalar’s wounded mother and sister were admitted to one hospital. 
A second sister and her father were taken to another. She herself recovered from leg injuries at a 
third hospital before being taken to a children’s home.
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Still more were torn from their parents as they fled the fighting, over narrow bridges, across 
treacherous waters and through cratered roadways. Some were enlisted by the rebels, some 
were put on different buses to various camps. Some lost sight of their families at checkpoints or 
were taken into state custody.

Around 2,000 children were reunified with their families in the early post-war period. But as 
parents continued to search, the government and UNICEF jointly set up the Family Tracing Unit 
(FTU) in December 2009. It had received 690 applications by September 2011 from families 
looking for missing children. Of these, 490 were LTTE conscripts. Only 29 children have rejoined 
their families.

Workers at the FTU trawl through piles of records every day. These include police, hospital and 
orphanage logs, as well as logbooks from camps for the displaced. Even when a child is traced, it 
takes months to “process” the case: to verify identities, to find birth certificates and other 
documents (most parents ran from the fighting with photos, not documents) and to secure court 
approval to hand the child back to its family.

Despite the low rate of reunification, the FTU is a place of hope for mothers. Mrs Kamala has 
given Thanuraj’s details to the database. Vidushan’s mother found him through the unit, and 
Lilymalar got her family back too.

Many families call in regularly, just to check for news. Sometimes they cry. Sometimes they just 
hang up. But they never stop trying. The country is united but many of its families are not.
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China’s economy
Poor by definition
China’s government offers relief to the poor and to the economy

SINCE 1978 China has liberated more people from poverty than any other country in history, 
partly because China before 1978 consigned more people to poverty than anywhere else in 
history. But this week China added over 100m to the ranks of the poor. This was not the result of 
some economic calamity, but of the government’s welcome decision to relax its definition of rural 
poverty. About 128m Chinese countryfolk earning less than 2,300 yuan ($361) a year will now be 
deemed poor, compared with the 26.9m who fell beneath the previous poverty line of 1,196 
yuan.

China has a tradition of defining destitution abstemiously, perhaps 
in an effort to keep the poverty count low and the relief bill down. 
But this week’s decision raises China’s poverty line close to or 
even above the World Bank’s global standard of $1.25 per day. 
That standard is widely misunderstood. It is calculated not at 
market exchange rates, but at purchasing-power parity rates, 
which take account of the lower prices prevailing in poor countries. 
China’s new, higher line qualifies 100m more people for a variety 
of benefits. That is good news for China’s poor, and also good 
news for China’s slowing economy. An official measure of 
manufacturing activity, based on surveys of purchasing managers, 
dropped to 49 on December 1st, its lowest reading since January 
2009 (see chart). Managers feel business worsened or stagnated in November, compared with 
the month before.

Europe’s woes must account for much of this disappointment. The rest of the blame probably lies 
with the government’s efforts to fight inflation by tightening the supply of money and credit. For 
the past couple of months it has been “fine-tuning” this policy, easing up on some things, but not 
on others. On November 30th it opted for something more dramatic, cutting the amounts that 
banks must keep in reserve at the central bank by 0.5 percentage points.

That should ease the credit crunch that hurt many businesses over the summer. The fear, 
however, is that freeing the banks could lead to a lending spree like the one that rescued China 
from the previous crisis. That lending saddled many local governments with debts they are 
struggling to repay. These loans will be rolled over once, according to reports. But if local 
governments still need a bail-out after that, they will have to cede some of their budgetary 
freedoms to Beijing. That is how fiscal federalism works—as Europe is about to discover.

If China’s slowdown remains modest, the government may get away with modest monetary 
measures: loosening the reins on the banks, without letting go. But if the economy deteriorates 
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sharply, the government may lean more heavily on fiscal remedies. The central government is 
flush with cash, taking in 28% more in revenue this year than over the same period last year. 
And excessive lending to the banks’ traditional borrowers (state-owned enterprises and local 
governments) will help the economy less than extra spending on neglected constituencies, such 
as the 128m rural poor. If China is worried about the economic winter ahead, it should fatten up 
its skeletal welfare programmes, not its bloated banking system.



World politics Business & finance Economics Science & technology Culture The World in 2012 Blogs Debate Multimedia Print edition

United States US Elections 2012 Britain Europe Asia Americas Middle East & Africa

Dec 3rd 2011 | from the print edition 

Banyan
Tribal Japan
Japan’s cherished loyalty system is part of the problem

ON NOVEMBER 25th the venerable 
Foreign Correspondents’ Club of 
Japan experienced a volley of 
camera flashes, jostling television 
crews and shouts of “heads down 
at the front!”—the sort of attention 
it has rarely enjoyed since the 
country began its gentle slide down 
the world’s news agenda. The 
occasion was the return to Japan of 
Michael Woodford, the former boss 
of Olympus, a Tokyo-based lens-
maker, who had been fired in 
October after he started asking awkward questions about $1.3 billion in suspicious transactions. 
His subject, in a nutshell, was corporate governance—not something that, in the abstract, usually 
sets reporters’ hearts aflutter. But as the club pointed out, not even the Dalai Lama had drawn 
such a crowd.

Mr Woodford, who is adroit in the spotlight, says the whole saga has been like walking into a John 
Grisham novel. Having been sacked by the board and stripped of his office, home and company 
car on October 14th, the 30-year Olympus veteran—one of just four gaijin to run a leading 
Japanese company—was told to catch a bus to the airport. The American Federal Bureau of 
Investigation, Britain’s Serious Fraud Squad and the Japanese authorities are all now on the case.

But in retrospect, he says, one of the most chilling moments came when he was still chief 
executive and had unsuccessfully challenged his chairman, Tsuyoshi Kikukawa, to explain the 
missing money. He found another director, Hisashi Mori, also seemed to be stonewalling him. “Mr 
Mori, who do you work for?” he recalls asking, expecting the answer to be Olympus. “Michael, I 
work for Mr Kikukawa. I’m loyal to Mr Kikukawa,” Mr Mori is said to have replied.

Mr Kikukawa, Mr Mori and the company’s statutory auditor have since resigned from the board of 
Olympus, accused of a huge cover-up of securities losses dating back to the 1990s. But other 
board members who supported them and who dumped Mr Woodford still have their jobs. The 
company insists that he was fired for failing to understand its management style, and Japanese 
culture, not for being an awkward whistleblower.

If every foreigner who didn’t understand Japanese culture were fired there would hardly be a 
gaijin businessman left in the country. The corporate ethos of every culture is in some sense 
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unique. Japan’s is especially perplexing, not just because of its well-known emphasis on loyalty to 
the group, seniority-based pay and long-term job security. Firms are also doggedly clannish on 
the inside. As Mr Mori implied, loyalty to a manager or department can trump loyalty to the 
firm—even if that works against everyone’s long-term interests.

The other difficulty, which extends far beyond business, is a general suspicion in Japan of 
outsiders’ points of view. Take Tokyo Electric Power (TEPCO), operator of the Fukushima Dai-ichi 
nuclear-power plant, wrecked by the March 11th earthquake and tsunami. A recent report by 
Bloomberg, citing minutes of a 2009 meeting, revealed that TEPCO and its regulator, the 
Economy and Trade Ministry, dismissed scientific findings about the risks of such natural disasters 
that could have helped prevent the meltdowns of three of the plant’s reactors. The nuclear 
industry is deeply incestuous. Not only do bureaucrats parachute from their ministries into the 
utilities, but their sons and daughters occasionally marry each other too. Nicholas Benes, who 
founded the Board Director Training Institute of Japan, a non-profit organisation, says that 
having more outsiders on TEPCO’s board, whether independent nuclear specialists, foreigners or 
women, might have helped ring alarm bells. As it was, 18 of the 20 voting members on TEPCO’s 
board came from the company itself.

Tribalism extends to politics and the media too, frustrating debate, good policy, and the ability to 
call politicians to account. Members of Japan’s two biggest political parties acknowledge quite 
candidly that their first loyalty is to their faction’s boss, not to any policy. Hence the ruling 
Democratic Party of Japan often appears to be more at war with itself than with the opposition.

As for the media, senior reporters are assigned to cover factional power struggles within the 
parties, whereas complex policy questions are often covered by junior hacks. The mainstream 
media has a system, known as the Kisha Club, that tends to encourage complicity with official 
sources and conspires to keep trouble-making riff-raff out of press conferences. Financial 
journalists quietly acknowledge that one reason they buried Mr Woodford’s claims on the inside 
pages early in the Olympus scandal is that the story was broken by an obscure monthly 
magazine. Worse, Mr Woodford first spoke to the Financial Times, not the Nikkei Shimbun.

Time for a shake-up

In politics, there are encouraging signs that some of this is starting to change. The prime 
minister, Yoshihiko Noda, has made policy front-page news for the first time in years, with his 
decision to push Japan gingerly towards negotiating a free-trade treaty with America and at least 
eight other countries, under the framework of the Trans-Pacific Partnership. Meanwhile, on 
November 27th, a publicity-seeking former governor, 42-year-old Toru Hashimoto, dealt a severe 
cuff to both mainstream political parties. Beating a candidate they jointly supported, he won 
election as mayor of Osaka on a single campaign pledge: to unite the city and prefecture of 
Osaka into one large metropolis that would strengthen its finances as well as its bargaining power 
with the political establishment in Tokyo.

His appeal suggests one stark aspect of governance in Japan—the patience of voters with 
hopeless mainstream politics—may at last be weakening. But in the tradition-bound, loyalty-
bound business world, there is as yet little such clamour for change, from employees or 
shareholders, however much Mr Woodford has rattled their cages.

Economist.com/blogs/banyan (http://www.economist.com/blogs/banyan) 
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Egypt’s election
Islamists of every stripe to the fore
Preliminary results of Egypt’s strung-out parliamentary elections suggest that 
Islamists will be easily the largest and most potent political force

IF THE results of the first batch of 
Egypt’s elections are replicated 
across the country, the Islamists 
will emerge as a lot more powerful 
than most analysts predicted. In a 
string of villages and cities, 
including Cairo, Alexandria and Port 
Said, the Muslim Brothers seem to 
have scored between 30% and 
40%, which would earn them at 
least 40% of seats in the People’s 
Assembly, the legislature’s lower 
house. Even more strikingly, the 
Salafists, who espouse a more extreme and puritanical Islamist ideology, have far exceeded 
expectations, in some places getting a good 20% of the vote. So the combined tally looks set to 
give assorted Islamists a straight majority of seats in the assembly. A new political dynamic is in 
the offing.

When you hold real elections after six decades of fraudulent ones there are sure to be bumps and 
surprises. Numerous procedural glitches inevitably marred the first stage of the voting, on 
November 28th, for a third of the assembly’s 498 seats. But in general the ballot seemed free 
and fair. Final results from two more rounds of voting for the assembly are not expected until mid
-January, followed by still more stages of voting for the Shura Council, the upper house. It seems 
unlikely that the Islamists will lose ground in rural areas where people have yet to cast their vote.

This augurs an important geostrategic shift, considering that Egypt is the most populous and 
influential Arab country, and has long been closely allied with the West, especially the United 
States. It also marks a striking internal change, an historic triumph for a political trend that has 
endured 60 years of repression under successive army-backed presidents. The Islamists’ strong 
performance in both cities and villages represents a challenge to the largely secular middle-class 
protest movement that spearheaded Egypt’s revolution and felt empowered by its show of street 
force. Yet equally it challenges the conservative remnants of the ousted regime, whose interests 
are still protected by the generals who assumed power in February, after the fall of President 
Hosni Mubarak.

As if to herald an emerging struggle, representatives of the army and the Brotherhood 
inadvertently issued clashing statements as the votes were being counted. General Mamdouh 
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Shaheen, a member of the 24-man ruling army council, told a television interviewer that at least 
until presidential elections are held next summer the army will retain the right to hire and fire 
governments. But Muhammad Morsi, the head of the Freedom and Justice Party, a political front 
for the Brotherhood, declared that whoever wins a majority in parliament should name the 
government, which he suggested should be a coalition representing a range of forces.

These differences look particularly intractable because they coincide with renewed protests that 
have already forced the resignation of one army-appointed cabinet. The new prime minister-
designate, Kamal Ganzouri, a trusted Mubarak-era apparatchik, has been struggling to assemble 
a cabinet amid calls for him to stand down in favour of someone with revolutionary credentials. 
Pressed already by secular forces demanding that they relinquish power, the generals may find 
themselves further squeezed by an Islamist parliamentary block with unimpeachable democratic 
legitimacy.

Since the revolution, the Muslim Brotherhood, keen for elections to go ahead, has assiduously 
wooed the generals, posing as a centrist force for stability in contrast to leftist rowdies and the 
Salafists’ bearded hotheads. If the highly disciplined 80-year-old movement, which has been a 
wellspring of Islamist streams across the region, does indeed end up with some 40% of 
parliamentary seats, it may then have to choose either to align with secular forces or be pulled to 
the right by the Salafists.

All this is plainly bad news for Egypt’s secularists. The Copts, Egypt’s main Christian minority, 
comprising about a tenth of the 85m-odd population, particularly fear the Salafists. Yet secular 
candidates fared encouragingly well in many districts. Inexperienced liberal parties still have a 
chance to regain some ground in later rounds, particularly if they forge alliances: Egypt’s 
convoluted election rules actually favour mid-sized parties over the smallest and biggest.

Some, however, are consoling themselves in traditional Egyptian fashion, with humour. One half-
hearted joke holds that by Monopoly rules, the Islamists who have taken four North African 
countries in a row can now build houses and hotels. An Egyptian also posted this wry Tweet: 
“Dear west, no need to freak out over the Islamists win. Many many Egyptians are doing that for 
you just fine.”
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We keep on winning everywhere

Morocco’s election
Yet another Islamist victory
It is not yet clear how far the king will yield power to the people

INVIGORATED by the Arab spring’s bracing breeze, Moroccan 
newspapers greeted victory for the Justice and Development Party 
(PJD) in an election on November 25th with headlines such as 
“Earthquake!” and “Tsunami!” In fact, the Islamist party’s 
breakthrough into government, in this first election under a new 
constitution approved in a referendum in July, was neither a big 
surprise nor an electoral landslide. But it marked yet another 
striking advance for political Islam since the Arab protesters began 
to challenge autocracy a year ago.

The PJD, headed by Abdelilah Benkirane, a former physics teacher 
with an offbeat sense of humour, won 107 seats in the 395-
member parliament. The independence-era Istiqlal Party, with 60 
seats, came a distant second. The most radical change in the new 
constitution requires King Muhammad to pick a prime minister 
from whichever party wins the election.

Mr Benkirane was duly summoned by the king and asked to form 
a government. He will now seek to build a solid parliamentary majority with, as his preferred 
partners, the centrist Istiqlal and the left-wing Socialist Union of Popular Forces. “Our heart is 
towards the left, we have always said so,” he said. “But maybe the left doesn’t agree with our 
proposals.”

Despite the king’s promise to move towards parliamentary democracy, the old political 
establishment hedged its bets, hoping that the National Rally of Independents, with traditional 
backing from villagers, would, at the head of an eight-party coalition, challenge the PJD. But in 
the event the rally came a poor third, with 52 seats.

The Islamist PJD has been Moroccan voters’ main alternative to the status quo since it surged to 
prominence in a parliamentary election nine years ago, with a socially conservative message 
inveighing against corruption and promoting some of the same values that have inspired the Arab 
spring. The PJD has also, however, been careful to present itself as a loyal opposition, co-
operating with the authorities in counter-terrorism and refusing to bid for unfettered power. In 
2008 the Authenticity and Modernity Party (PAM), approved by the palace, was created to put the 
Islamists firmly in their place by offering voters a rival opposition party. The PAM, which got 47 
seats, is the only party Mr Benkirane has ruled out as a coalition partner.



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

Copyright © The Economist Newspaper Limited 2011. All rights reserved. Advertising info Legal disclaimer Accessibility Privacy policy Terms of use Help

from the print edition | Middle East and Africa 

The latest election was the first in which the Islamists ran 
candidates in all constituencies. Mr Benkirane emphasised that the 
election result must be fully respected. That was the price of his 
support for the king’s new constitution, which gives a bigger 
executive role to the prime minister but still leaves the king with 
decisive powers if he wants to exercise them.

King Muhammad is generally regarded as sincere in seeking more 
democracy and a more open, competitive economy. But it is less 
clear just how far or at what pace he is prepared to go. Some 
members of the February 20th Movement, a youth-led outfit that 
seeks to echo protesters elsewhere in the Arab world, are quietly proud that their street rallies 
have helped bring into government the only party bent on real reform. Supporters of February 
20th say their demonstrations will continue. Their ultimate aim is something close to Tunisian and 
indeed European democracy.

Political Islam coexists with the king

That is not yet in the offing. Only 45% of registered voters turned out, and only 13m-odd of the 
21m Moroccans of voting age bothered to register, 2m fewer than in 2007. The 8m who did not 
register include many poor and often illiterate villagers and shantytown dwellers. Though many of 
them still look to the king as a source of authority and unity, they too will need to be drawn into 
a more democratic system.

As Europe’s economy falters, the king hopes that his rapprochement with his rich peers in the six
-country Gulf Co-operation Council may encourage investment in Morocco and give his people 
better access to the Gulf job market. The day before the election, sovereign-wealth funds in 
Kuwait, Qatar and the United Arab Emirates said they would invest more than €2 billion ($2.7 
billion) in Moroccan tourism. If that boosts jobs and economic growth in Morocco, the PJD, at the 
head of a new government, will not complain.
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Yemen’s turmoil
Has he really gone?
No one is betting yet on President Ali Abdullah Saleh actually ceding power

CELEBRATORY fireworks and gunfire lit up the skies across Yemen 
on November 23rd, after Ali Abdullah Saleh, the mountainous 
country’s president for the past 33 years, signed an agreement in 
the Saudi capital, Riyadh, to surrender power to a caretaker 
government. Yet happiness at Mr Saleh’s apparent exit was so 
tempered with other worries that the joy was painfully fleeting. 
Indeed, few are certain that Mr Saleh, famed for his guile, is 
sincere in promising to bow out for good.

According to the agreement, first proposed by Yemen’s rich 
neighbours in the Gulf Co-operation Council back in May, the 67-
year-old leader retains the honorary title of president while transferring responsibilities to his 
longstanding vice-president, Abd Rabbo Mansour Hadi. The self-effacing Mr Hadi has vowed to be 
inclusive, and took an encouraging first step by choosing Muhammad Basindwa, a respected 
opposition politician from Yemen’s restive south, to form a national unity cabinet. Mr Hadi also 
set a date, February 21st, for presidential elections.

Yet Mr Saleh has found ways to signal his continuing influence. He had said he would fly from 
Riyadh to the United States to continue treatment for injuries he suffered in an assassination 
attempt in June. Instead, he returned to his palace in the Yemeni capital, Sana’a. His family and 
allies still dominate the security forces, in particular elite army units and the air force. As if to 
underline that nothing has changed on the ground in the stand-off between his men and the mix 
of students, opposition parties, rebel tribes and defecting army brigades that have faced each 
other since January, loyalist forces continued to attack protesters, most recently in Yemen’s 
second biggest city, Taiz.

Aside from fearing that such clashes could erupt into full-scale civil war, Mr Saleh’s opponents are 
angry that the Riyadh agreement grants him and his family judicial immunity. The ruling clan is 
not only widely perceived as corrupt. It is also held responsible for killing and wounding hundreds 
of Yemenis during the recent protests. In any case, many protesters distrust the formal 
opposition, which has in the past formed cosy tactical alliances with Mr Saleh’s long-ruling 
General People’s Congress party. Hence the continuation of mass sit-ins such as the one that was 
attacked in Taiz on November 30th.

Whether Mr Saleh stays or goes, Yemen will continue to suffer other chronic and potentially 
explosive troubles. Yemen is the Arab world’s poorest country; 43% of its 25m people are under 
15, 74% under 30. Half are jobless. Water is running out. Even in Sana’a barely half the people 
are connected to water mains, which tend to come on stream only once or twice a week. Given 
the country’s precarious politics, foreign donors are likely to shy away from giving more aid.
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Along the border with Saudi Arabia in the far north, a rebellion that has made 300,000 people 
homeless since 2004 still simmers. A rocket attack by Houthi rebels, who present themselves as 
champions of Yemen’s large Zaydi Shia community, killed some 24 students, many of them 
foreigners, at a religious school run by ultra-orthodox Sunnis near the town of Saada on 
November 29th. The Yemeni south, meanwhile, suffers the dual challenge of a strong separatist 
movement and intense activity by jihadists aligned to al-Qaeda.

One of Mr Saleh’s well-tested survival tactics was to stoke problems that only he had the key to 
resolve. Even with him gone, these hideous problems remain.
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Sanctions against Syria
As effective as bullets, maybe
Widening economic sanctions are beginning to bite

COULD economic collapse bring down Bashar Assad’s regime even when mass protests have not? 
Pressure on the economy is mounting from every direction. On November 27th the 22-country 
Arab League took an unprecedented decision to impose economic sanctions on a fellow member. 
It voted to stop trading with the Syrian state in all but essential goods, to ban Arab investments 
in Syria, to freeze assets held by senior members of the regime abroad, and to end dealings with 
Syria’s central bank. Three days later Turkey, one of Syria’s biggest trading partners, said it 
would follow suit.

Meanwhile, American and European Union (EU) sanctions are starting to bite. A ban on oil 
imports, applied by America in August and the EU in September, is costing Syria $400m a month. 
The shrinking of foreign-currency reserves, estimated at some $18 billion when the crisis began 
in March, is making trade increasingly tricky. The Banque Saudi Fransi, a Saudi bank, has 
announced it is selling its 27% interest in one of Syria’s private banks. Foreign investment has 
halted. International credit cards no longer work. The Syrian pound has fallen on the black 
market to its lowest point yet. To prevent even more unrest, the government has brought back 
some subsidies on staples. Tourism, which accounted for over 10% of GDP in 2010, has virtually 
disappeared.

Officials sound less confident that Syria can weather the sanctions. In recent years, thanks to a 
tentative liberalisation policy, the country has come to depend more on the global economy than 
before. “If you’ve always been North Korea, you may be able to stay closed,” says a Damascus 
businessman. “But you can’t open up and shut the doors again.” Syria’s foreign minister, Walid 
Muallem, reacting angrily to the league’s decision, threatened to close transit routes between 
Arab states.

No one knows how long Syria can continue to pay its bills. In September the government sought 
to shore up foreign reserves by banning imports. Prices of various goods immediately rocketed. 
Ten days later, facing outrage among business people, the government did a volte face. In any 
case, not all of Syria’s neighbours will ban trade. Iraq, its second-largest trade partner after the 
EU, says it will not apply sanctions. Some of Lebanon’s banks are likely to act as a haven for 
Syrian money. The Assad regime and its business friends say they will look to other countries, 
such as China and Russia.

But that may not be easy. “Until two weeks ago we didn’t have any contacts with a bank in either 
country,” says a financier. Early in the uprising, the IMF predicted that Syria’s economy would 
shrink by 2% this year. But local analysts think sanctions may push that figure into double digits. 
Inflation is steadily rising. Insurance companies are loth to cover business.
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Ordinary Syrians will suffer first as the cost of food soars and queues for fuel for heating and cars 
snake round buildings. But dissidents welcome the sanctions. The hardship they inflict is a lot less 
severe than the regime’s bullets and batons—and may in the long run be more powerful.
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The Gulf
Still rich but no longer so calm
Voices of dissent are popping up here and there in the Gulf too

THE notion that the Gulf is a haven of serenity while the rest of 
the Arab world burns—or goes to the polls—is beginning to seem 
less plausible. In Bahrain, Kuwait, Saudi Arabia and even the 
placid United Arab Emirates (UAE), people opposing the ruling 
families are giving voice to dissent. The region’s rulers have long 
relied on their oil wealth as a way to keep their citizens quiet but 
as ripples of unrest spread, this may not work for ever.

Kuwait’s prime minister, Sheikh Nasser al-Sabah, a senior 
member of the ruling family, had to step down on November 28th 
over allegations of corruption. Earlier that month opposition 
politicians and protesters stormed parliament, one of the few bodies in the Gulf elected on a 
universal franchise, to demand his resignation.

Anger may grow again in Bahrain thanks to the government’s so far tepid response to a report by 
an independent commission that examined a crackdown earlier this year on pro-democracy 
protests. No one has had to resign, despite the report’s conclusion that torture had been routine. 
King Hamad replaced the head of the National Security Agency but then made him a personal 
adviser. Unless the king enacts real reforms, protests are likely to resume.

Saudi Arabia, the Gulf’s giant, has not been immune to unrest. Between November 20th and 
23rd, four men were killed in protests in the eastern, Shia-populated city of Qatif. Footage on 
YouTube showed several hundred marching protesters, a rare sight in the kingdom.

Even Abu Dhabi, the richest of the seven statelets making up the UAE, has had to silence the 
voice of dissent. On November 27th five cheeky pro-democracy bloggers who had been in prison 
since April charged with “insulting” the country’s royal rulers were sentenced to terms varying 
from two to three years. A day later they were pardoned by Sheikh Khalifa al-Nahyan, the UAE’s 
president.

But their original demand, which so incensed the authorities, that parliament be directly elected 
and given legislative power, will not be forgotten in a hurry. Billows of the Arab spring have 
reached even the Gulf.
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Give us the mines

Nationalisation in South Africa
A debate that will persist
Will the country’s land and mines be nationalised? Who’s to say?

THE nationalisation of mines in South Africa is a costly, high-risk 
proposition that should be adopted only as a last resort, an 
independent panel of experts is reported to have concluded after a 
year-long study of the policy in 14 countries. That verdict has not, 
however, ended a long-running and divisive debate. The ruling 
African National Congress (ANC), which commissioned the study, 
has sent the report back to the panel for redrafting, saying it 
wants “more options”.

The ANC’s agreement to set up such an inquiry at all was seen as 
a victory for the party’s powerful and militant Youth League. Under 
the slogan “economic freedom in our time”, it has been pressing 
the government to take over at least 60% of all mines, without 
compensation, to distribute the country’s wealth more fairly. This, 
the league argues, would accord with the 1955 Freedom Charter’s 
call for “the mineral wealth beneath the soil…[to] be transferred to 
the people as a whole”.

Nervous lest such views deter investors, President Jacob Zuma and his ministers went on 
repeating that nationalisation was “not government policy”. But this was not enough to silence 
the Youth League or to allay investors’ fears. To increasingly receptive audiences, the league 
proclaims that mega-rich multinational mining companies are “stealing” the mineral wealth that 
rightly belongs to the poor masses.

Malusi Gigaba, the minister for public enterprises, has called the League’s demands “reckless” 
and “cheap”. Susan Shabangu, the mines minister, said the whole debate was a “fruitless 
exercise” that would not help solve the country’s triple scourge of poverty, inequality and 
unemployment. The mines would not be nationalised in her lifetime, she said. Trevor Manuel, the 
country’s widely respected former finance minister who is now the national planning minister, 
decried it all as a “seriously bad idea” requiring billions of dollars the government did not have.

But such voices have been drowned out by others, including the Confederation of South African 
Trade Unions, a key ANC ally, who see nationalisation of the mines as the perfect solution to 
South Africa’s deepening economic and social woes. According to a Citigroup report, South 
Africa’s mineral deposits, worth an estimated $2.5 trillion (excluding energy minerals), are the 
richest in the world. Yet a third of the country’s 50m people are dirt-poor.

But as Mr Manuel’s National Planning Commission points out in its “Vision for 2030” submitted to 
the government last month, the country’s mining industry needs investment above all. During the 
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commodity boom in 2001-2008, it shrank by an average of 1% a year, whereas the world’s other 
top 20 mining-export countries grew by an average of 5% a year. In 1970 mining accounted for 
21% of South Africa’s GDP; now the figure is just 6%. The sector is even smaller than it was in 
1994, when the ANC first came to power, though it still represents almost 60% of exports.

Bobby Godsell, a former chairman of AngloGold Ashanti, the world’s third-biggest gold-mining 
company, who is a member of Mr Manuel’s commission, says the odds of South Africa’s mines 
being nationalised are as remote as America’s Federal Reserve Bank being abolished by the 
Republican Tea Party. The Youth League had developed “some unrealistic and unimplementable 
answers to some absolutely vital questions”, he says.

The ANC has asked the nationalisation panel to simplify its language, give more detail of other 
countries’ experience and provide more options before submitting a final report early next year. 
What it really wants, many guess, is for the panel to soften its anti-nationalisation tone. After 
being debated at the ANC’s policy conference next June, it will be submitted to the party’s full 
conference for a vote in December next year. The uncertainty will persist until then and possibly 
beyond.
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Corruption in Nigeria
Dragon-slayers wanted
More is needed than sacking the head of the anti-corruption body

THE most moderate estimates suggest that $4 billion to $8 billion is stolen from Nigeria’s state 
coffers every year. Yet not a single politician is serving a prison sentence for corruption or 
embezzlement. Charged with protecting the riches of sub-Saharan Africa’s second-largest 
economy is the Economic and Financial Crimes Commission (EFCC), which has brought charges 
against 35 prominent politicians, including 19 former state governors, since its foundation in 
2003. The previous EFCC head, Nuhu Ribadu, made progress. But he foundered when he took on 
James Ibori, who was said to have stolen $290m. Mr Ibori was close to Umaru Yar’Adua, Nigeria’s 
president from 2007 to 2010. State governors still enjoy immunity from prosecution while in 
power. Three former ones, recently arrested for the suspected embezzlement of $615m, have yet 
to be tried.

Following Mr Ribadu’s unhappy exit, the hunt for thieving politicians slowed. Nigerians wanting to 
clean things up feared the anti-graft agency was failing. It received damning report-cards from 
abroad and was accused of being reluctant to co-operate with foreign authorities. On a visit to 
Nigeria in 2009, Hillary Clinton, America’s secretary of state, said the “EFCC has fallen off”.

When the current president, Goodluck Jonathan, took office in 2010, hopes rose that corruption 
would once again be tackled properly. But he failed to remove the EFCC head, Farida Waziri, 
widely seen as timid in her pursuit of graft. “Fighting corruption in our country is like holding the 
tiger by the tail—if care is not taken the tiger will devour you,” she said.

Now it is the president that has devoured her. Mrs Waziri found out from a television news 
bulletin on November 23rd that she no longer had a job. The move was widely applauded but will 
make little difference without real institutional reforms. The justice system is as bent as the rest 
of the state machinery, which is why it is nearly impossible to prosecute bigwigs.

Corruption is a huge brake on Nigeria’s growth. One official reckons the country has lost more 
than $380 billion to graft since independence in 1960. Foreign investors cite it as the main reason 
to avoid the country. It remains to be seen whether Mr Jonathan really wants to fight graft or will 
merely switch people around to keep his critics guessing.
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France and the euro crisis
The ratings game
The perils for Nicolas Sarkozy in trying to preserve a credit rating

THE choreography has become 
wearisomely familiar. For the 
fourth time this year, European 
leaders are holding a summit, this 
one in Brussels on December 8th 
and 9th, at which they are 
promising a “comprehensive 
package” of measures to solve the 
euro crisis. The French president, 
Nicolas Sarkozy, and the German 
chancellor, Angela Merkel, are 
trying once again to produce a joint 
plan. They badly need to persuade 
wary investors and their own unsettled voters that, this time, it is for real.

Yet the two leaders are, as ever, at odds over exactly what to do (see Charlemagne
(http://www.economist.com/node/21541016) ). And Mrs Merkel, set on fiscal discipline, the 
avoidance of moral hazard and preserving European Central Bank independence at any cost, 
seems in no mood to give ground.

With the euro zone hurtling into uncertainty and maybe towards a nasty end, irritation over 
German inflexibility has prompted a new sense of urgency. Radek Sikorski, Poland’s foreign 
minister, this week called it “the scariest moment of my ministerial life”, and said “we are 
standing on the edge of a precipice.” Jacques Attali, head of an economic commission that 
advises Mr Sarkozy, said “chaos is staring us in the face”, adding that he could not be sure the 
euro would survive until Christmas. In a speech on December 1st, Mr Sarkozy was expected to 
try to calm the panic, and to persuade voters that surrendering budgetary powers would be 
beneficial.

Mr Sarkozy is doing his utmost to appear as a joint commander of the “Merkozy” rescue mission. 
He invited Mrs Merkel, along with Italy’s new prime minister, Mario Monti, to a pre-summit 
summit in Strasbourg on November 24th. The unspoken message was: we, the leaders of 
Europe, welcome you, the Italians, back to the virtuous core. Facing a tough re-election bid next 
spring, the French president has to show that he is in charge. And in some ways, it suits 
outsiders to have him play the role of cajoler-in-chief. When it comes to urging the Germans to 
support the ECB’s purchases of government bonds, for instance, Mr Sarkozy, unlike hectoring 



voices in Washington and London, has a better claim to Germany’s ear. “We need the French, or 
else this will be seen as Germany bossing everybody else,” notes a German official.

Yet as the crisis deepens, an alarming prospect looms: that France’s own status could lapse, and 
thus its clout at the heart of the euro zone. France is by far the most vulnerable of the zone’s six 
AAA-rated countries. It has the highest level of debt as a share of GDP. Its banks are particularly 
exposed to the troubled periphery, especially Italy. The spread of French over German bonds 
recently hit its highest level since the launch of the euro (though it has fallen back a bit), 
suggesting that traders are already anticipating a downgrading. Moody’s, a ratings agency, has 
put France’s AAA rating under surveillance, with a reassessment due in January. Guillaume 
Menuet, an economist at Citigroup, expects a negative outlook on French sovereign debt within 
weeks, followed by a formal downgrade in 2012.

Yet despite such alarming signs, senior French officials seem almost disconcertingly calm. There 
is a palpable sense of frustration with German intransigence, but senior officials dismiss all talk of 
a downgrade as scaremongering. They point out that Britain, which is also rated AAA, has a 
bigger budget deficit and higher ratios of debt to revenues and of interest payments to revenues 
than France. The French government may not have balanced its budget since 1974, and it has big 
debts, but it manages them well and has not defaulted in modern times. Even Moody’s 
acknowledges that the French treasury has exploited strong markets in 2009, 2010 and the first 
nine months of this year to lock in historically low rates. Twice since the summer, as the 
economic outlook has worsened, the government has responded with emergency budget-
austerity measures.

If there is a lack of confidence in the markets, say French officials, it touches all top-rated euro-
zone sovereigns, even Germany, and not just France. “We think there is no objective reason for a 
downgrade or negative outlook on France’s credit rating,” comments one. “We have absolutely no 
worries about raising our debt.”

Yet in today’s miserable euro zone such a tone of confidence could turn out to be chillingly 
complacent. The OECD this week cut its 2012 GDP growth forecast for France from 2.1% to just 
0.3%, well below the 1% on which the government based its latest austerity plan. French firms 
are facing a credit squeeze, as banks cut lending in order to meet new capital requirements (see 
article (http://www.economist.com/node/21541019) ). Some economists are forecasting outright 
recession.

The chances are that France will need even more budget savings early next year—which means 
just a couple of months before the presidential election. Mr Menuet reckons that the government 
will need to find another €6 billion. France could be further stretched by commitments to the 
euro’s bail-out fund, the European Financial Stability Facility (EFSF) and to any potential bank 
rescue. “Under a stress scenario”, concluded Fitch, a (French-owned) ratings agency, last week, 
“France’s AAA-rating would be at risk.”

Were it to be lost, the consequences would be felt not just in the markets, but politically too. 
Within the euro zone, the knock would be considerable. The credit rating of the EFSF, which rests 
on the six AAA countries, would be at risk. The relegation of France from top table to scullery 
would be an historic post-war shift. Already, despite the façade of parity, Germany dominates the 
relationship that has traditionally set the agenda in Europe. A loss of market credibility, which is 
difficult to reverse, would tilt the balance even more firmly towards Germany.

For Mr Sarkozy, it would also be a huge personal setback. Despite periodically railing against all 
ratings agencies, he has made much of his determination to hold on to France’s AAA status. In a 
recent television interview, he explained clearly how a top-tier rating protects the French from 
higher borrowing costs and therefore further austerity. His main hope for 2012 has been to seem 
like a steady hand of experience in a crisis, next to an opponent, the Socialists’ François 
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Hollande, who has never been in government and has offered few thoughts on how to solve the 
euro crisis. Recent polls suggest that this was starting to lift Mr Sarkozy’s numbers. But by raising 
the stakes over the AAA rating, Mr Sarkozy has set himself up for a potentially devastating blow 
that could strike at any time before voting begins in April.
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Sweden and the euro
Out and happy
A case-history in successful economic management

WHEN Swedes voted in 2003 on whether or not to join the euro, 
most political and business leaders were strongly in favour. Today 
even the euro’s supporters are grateful to the 56% of voters who 
said no. As worried investors push up yields on government bonds 
right across the euro zone, yields on Swedish ten-year bonds have 
fallen to 1.7%, more than half a point below German Bunds.

Anders Borg, the finance minister, still thinks that in the long run 
Sweden should join the euro. But he seems happy to be out for 
now. Fears that Sweden, a small export-based economy, might 
suffer if it kept the krona were a strong pro-euro argument in 
2003. Yet Mr Borg says that Sweden has gained something from 
standing aside. “Being an outsider, you must make sure your competitiveness and public finances 
are in order. We have had to impose on ourselves a self-discipline that euro countries did not feel 
they needed. If you know the winter will be very cold, you have to ensure the house has been 
built well. Otherwise you will freeze.”

In Sweden this translates into tight fiscal policy, a budget surplus of some 0.1% of GDP and a 
shrinking public debt. With memories still fresh of the banking and housing bust in the early 
1990s, all political parties accept the need for sound public finances. Exports fell after the 
financial crisis in 2008 but have bounced back, helped by a weaker krona. Last year GDP 
expanded by 5.7%. This year it may grow by another 4.4%; third-quarter figures were better 
than expected. Yet Sweden will be hurt by the euro zone’s troubles. Exports make up half of GDP 
and many companies report slowing foreign demand. Growth could drop below 1% next year.

The centre-right government plans to impose stricter capital rules on Sweden’s four big banks 
(Handelsbanken, Nordea, SEB and Swedbank) than elsewhere. The finance ministry wants to see 
tier one capital worth 12% of risk-weighted assets by 2015, five points above the Basel 
minimum. The aim is to avert any chance of Swedish taxpayers again paying for “irresponsible 
risk-taking”.

Mr Borg often urges fiscal prudence on his European colleagues. Sweden has given emergency 
loans to Ireland, Latvia and Iceland as they, according to Mr Borg, have shown a credible 
ambition to clean up their economic mess. He is less forgiving of Italy and Greece, saying they 
need to do much more. It is a pity that Sweden is too small to make much impact on the wider 
European economy—and that Mr Borg has so often found himself preaching to the deaf.
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Italy’s new government
Mountains still to climb
A brief period of calm for Mario Monti, but storms loom

POLITICS in Italy seeps into every nook and cranny of society. Even hospital porters can need a 
political sponsor. So an ostensibly non-party government like that of Mario Monti is technocratic 
only up to a point. This became clear on November 29th when the new prime minister completed 
his administration with the swearing-in of three deputy ministers and 25 junior ministers. The 
names were agreed on only after 13 days of wrangling both among parties and with the Monti 
cabinet.

Most of those chosen fell on the technocratic side of the permeable barrier that in Italy divides 
politicians from the civil service. Vittorio Grilli, who becomes deputy finance minister, is a former 
director-general of the treasury. His was a key appointment since Mr Monti, who has kept the 
finance portfolio for himself, will have other calls on his time. But some others were more 
politicians than not. Of the two junior defence ministers, one had been a junior minister in the 
previous government, the other a politically appointed adviser to the previous defence minister.

The main criticisms of Mr Monti’s government are the low share of women and high share of grey 
hair. According to Openpolis, a research group, the average age of the cabinet is, at 64, the 
highest in the European Union and also in the history of the Italian republic. Only three out of 18 
ministers are women, though all three have senior jobs. The latest appointments do little to 
change things. The average age in the second tier of Italy’s new government will be 54. And only 
three of the 28 posts went to women. A candidate in her early 40s with a brilliant academic 
record who sought the backing of a minister in the previous government says she met an 
astonished response: “but you’re too young.”

The delay in rounding off the Monti administration has contributed to a slightly unreal air of calm 
before the storm. A fresh round of budget cuts is due on December 5th. With the economy 
expected to shrink next year (the treasury is said to have pencilled in a forecast drop in GDP of 
0.5%), as much as €25 billion ($34 billion) may be needed. Italians are braced for unwelcome 
news: the reinstatement of a property tax on first homes, a tightening of the conditions for 
retirement before normal pensionable age, perhaps a one-off wealth tax (though not at as harsh 
a rate as was expected just a few weeks ago).

Next week’s emergency budget may bring forward the point at which Italy can at last begin to 
pay off its €1.9 trillion public debt. But, as elsewhere in the euro zone, the danger is that it could 
also deepen the recession, making the task even harder. Foreign investors remain wary. On 
November 28th the Milan bourse, which has been largely deserted by non-Italian investors, was 
heartened by speculation about an imminent deal with the IMF. The speculation was denied by 
both the fund and Mr Monti, but not before it had lifted share prices by as much as 5%.
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Yields on Italian debt remain unsustainably high. An auction on November 29th commanded a 
7.89% return on three-year bonds. It was only when the European Central Bank started buying 
heavily a day later that the spreads on Italian over German bonds fell back a little. But as an 
insider very close to the government notes, the dark cloud has a silver lining: “This is the only 
chance that Monti has to reform: with interest rates at 7%.”
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Ivanishvili measures out his majority

Georgia’s political future
Misha challenged
A plutocrat emerges to take on Mikheil Saakashvili

JUST as Georgia, which has seen civil war, a revolution and a 
military conflict with Russia in the past 20 years, was becoming 
a normal place with dull politics, its richest, most secretive man 
has exploded onto the political stage. Bidzina Ivanishvili, whose 
$5.5 billion fortune could pay for Georgia’s budget for a year 
with change left over, says the time has come to end the 
“authoritarian” rule of Mikheil Saakashvili, whose second and 
final term as president is due to finish in 2013.

Born in a Georgian village, Mr Ivanishvili made his fortune in 
Russia, amassing assets from banking and mining to hotels. In 
2003 he returned to Georgia, where he has since been a 
secretive philanthropist, paying artists’ salaries, restoring 
churches and museums and building the country’s biggest 
cathedral. His hilltop fortress, complete with helicopter pad and 
water cascade, is guarded by a small army of security men, as if 
it belonged in a Bond film.

Mr Ivanishvili wants to make Georgia a democracy to “astonish 
the world”. But his motives are murky: is he just seeking power, is he acting from fear of (or with 
encouragement from) the Kremlin, or does he really wish his country well? He claims his family 
persuaded him. “My son threatened me that if I don’t get into politics, he will.” Having “studied” 
the opposition, he realised it was “incapable”. But he has sought the help of some of its leaders, 
including Irakly Alasania, a former Georgian ambassador to the United Nations.

Mr Ivanishvili talks of Georgia as if it were a venture-capital project he might run for a year or so, 
installing an independent judiciary, free media and good managers. “He sees it as a hostile 
takeover,” says Kakha Bendukidze, a businessman and reformer. Mr Ivanishvili’s first aim is to 
dent Mr Saakashvili’s global reputation. “Nobody really likes him in Europe and in America…you 
will see [his Western support decline] in two to three months.”

He denounces Russia’s aggression towards Georgia over the breakaway (and, as a newly disputed 
election shows, still troubled) region of South Ossetia in August 2008. But he blames Mr 
Saakashvili for starting the war. He is cautious when talking of Russia’s prime minister, Vladimir 
Putin. Georgia, he says, is less democratic than Russia and has no right to lecture its neighbour. 
As for the West, “nobody wants to fall out with Russia over Georgia.”
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Mr Saakashvili has been more reformer than democrat. Georgia’s courts lack independence, the 
police are politicised, parliament acts as a rubber stamp, media ownership is opaque and the 
government is intolerant of critics. Yet he has transformed a failed state into a modern country 
with a liberal economy and a strong credit rating. He affects to be relaxed about his challenger, 
saying “Ivanishvili is good for us, he will keep us in good shape.” Observers agree that Georgia 
needs more political competition, but not a new upheaval.

Mr Ivanishvili says he will “definitely” win a big majority in the parliamentary election next year. 
He has an eye on the premiership. Yet his popularity rating is only 17% against 42% for Mr 
Saakashvili’s party. Mr Saakashvili’s job approval-rating is higher still. The government is 
confident that Mr Ivanishvili will not eat into its core vote, but fears he may dispute the results on 
the streets. Mr Ivanishvili insists he has no wish for a revolution, but he is prone to changes of 
mind. Not long ago he pledged to impeach Mr Saakashvili in parliament. But he now says “in fact, 
I don’t think I will want impeachment.” He talks little of what ordinary Georgians want.

His main appeal is his wealth. There is a danger that Georgians will see him as another saviour. 
He has support among the intelligentsia and from the influential Georgian church. Yet the biggest 
risk lies not in his challenge but in the response it is provoking. The government has stripped Mr 
Ivanishvili (and his wife) of their citizenship on a pretext and seized a few million dollars from his 
bank. This smacks of harassment and panic. A key question is what will happen when Mr 
Saakashvili’s term expires. Mr Ivanishvili claims that Georgia’s constitutional change from a 
presidential to a parliamentary system is a strong hint that Mr Saakashvili wants to stay in power 
as prime minister.

Mr Saakashvili does not yet show any sign of following the example of Mr Putin in Russia in this 
way, knowing it would destroy his reputation and legacy. “It is more important for him what kind 
of Georgia he leaves behind than what he personally does,” says Giga Bokeria, his national 
security adviser. But that legacy depends on the continuity of his course and team, and so on 
stopping Mr Ivanishvili. The next two years may not be so dull after all.
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The Balkans and Europe
Hard pounding
The politics may change, but not the europhilia

A FEW pensioners queue for free coffee at a stall in Zagreb’s main square as opposition leaders 
buttonhole them, handing out red roses. Yet there is little hint that the opposition is on the brink 
of a crushing election victory on December 4th. Croats seem fed up with all their politicians.

The Croatian Democratic Union (HDZ) led the country to independence in 1991 and has been in 
government for 17 of the past 20 years. Yet the polls predict that it will be trounced. With a 19-
point lead, the Kukuriku (“Cock-a-doodle-doo”) coalition, dominated by the Social Democrats 
(SDP), will take power. Most observers agree that this will be more of a vote against the HDZ 
than one for Kukuriku.

At least the HDZ brought the country to the brink of the European Union. Assuming a yes in a 
referendum early next year, Croatia will become the EU’s 28th member in July 2013. But the list 
of HDZ achievements stops there. Ivo Sanader, its former leader and former prime minister, is on 
trial for corruption. The party is under investigation for the misuse of funds.

In an ill-judged move, Jadranka Kosor, the current HDZ prime minister, tried to reclaim the 
nationalist vote. Vesna Pusic, likely to be foreign minister in the new government, says this failed 
because the voters associate the HDZ “with grand theft”. There is a broad perception that a 
handful of tycoons and politicians have made millions although life for ordinary Croats has 
become tougher. What they may not realise is that much worse is to come.

Zoran Milanovic, leader of the SDP and the probable next prime minister, has found it easy to 
dwell on the faults of the HDZ. But Kukuriku has not been particularly candid about the hardships 
ahead. The economy is in a parlous state. The country’s public administration is bloated. Thanks 
to the repayment of political favours and nepotism, companies in public ownership are vastly 
overstaffed.

The main banks are in Austrian and Italian hands. Boris Vujcic, deputy head of the national bank, 
says there is still time to curb Croatia’s debts before they spin out of control “as in some other 
countries.” But that will require savage cuts in spending. Privatisation could help, but its dubious 
record, notes Josip Jagic, editor of a business newspaper, means people “don’t even want to hear 
the word.” As so often, a leftist government will have to implement a right-wing agenda.

Elsewhere in the Balkans, Serbia still hopes that the EU summit on December 9th will confirm its 
status as an official candidate to join the union. That would boost the government’s hopes in next 
spring’s election, but troubles in northern Kosovo could yet stymie this. Montenegro wants a 
formal date to begin accession talks. The International Court of Justice is due to rule on 
Macedonia’s lawsuit against Greece, though its path to the EU may stay blocked. And Slovenia 
has an election on December 4th, in which the left-leaning government of Borut Pahor is likely to 
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lose to Janez Jansa, a veteran right-winger. One unexpected beneficiary could be Kosovo. Samuel 
Zbogar, Slovenia’s foreign minister, is tipped for the top EU job there, eliciting an unusually 
united welcome from both Albanians and Serbs.
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Di Rupo prepares to bow in

Belgium’s new government
An end to waffle?
The markets abruptly break a stalemate between Walloons and Flemings

THE euro crisis has toppled one European government after 
another. But in Belgium, speculators and Eurocrats are helping to 
create a new government—and not a moment too soon. For a 
record 535-plus days since an election in June 2010, the country 
has had a caretaker government under Yves Leterme (who is 
leaving to join the OECD). Now a deal should be struck in time for 
the bow-tied Elio Di Rupo, leader of Belgium’s Francophone 
Socialist party, to join other EU leaders at next week’s summit. Mr 
Di Rupo will be Belgium’s first French-speaking prime minister 
since 1974. He is the first-ever of immigrant stock (his parents 
were Italian). It is “the American dream, Belgian style”, says a 
Flemish politician. And he will be a rare Socialist among European 
leaders.

The latest phase of Belgium’s language conflict (the political 
groups are split into Flemish- and French-speaking wings) began 
with the election, which saw a strong showing by the New Flemish 
Alliance, led by Bart De Wever, a charismatic bruiser who wants 
the Belgian state to dissolve within the EU. Mr Di Rupo, attached 
to the unity of Belgium and to the subsidies that Walloons get from Flanders, topped the poll 
among French-speakers. But a succession of political leaders chosen by King Albert II could not 
form a new government. The first hint of a deal came in July, when the Flemish Christian 
Democrats broke ranks with Mr De Wever. In October an accord was struck on nuclear power, 
and eight parties accepted a constitutional reform to transfer more powers from federal to 
regional level. The parties also settled a row over the Brussels-Halle-Vilvoorde electoral district 
fuelled by Flemish fears of encroachment by French-speakers.

After this, the negotiators (now down to six parties) got stuck on the 2012 budget. But a 
downgrading of Belgium’s credit-rating by Standard & Poor’s from AA+ to AA on November 25th 
pushed them into an agreement. Spending cuts and tax rises worth about €11 billion ($15 billion) 
aim to bring the budget deficit down to 2.8% of GDP next year, and to balance the books in 
2015. Earlier this month the European Commission had warned Belgium it might face EU 
sanctions for failing to meet its fiscal targets.

Even if Mr Di Rupo makes a splashy debut at the summit, problems lie ahead. The grim economic 
outlook may mean more belt-tightening. His EU colleagues want deeper reforms, notably to 
Belgium’s wage-indexation. Mr De Wever will remind Belgians that the new government lacks a 
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majority among Flemish voters who pay the lion’s share of taxes. Flemish parties want a majority 
of cabinet seats. Many complain about Mr Di Rupo’s poor Dutch.

In many ways Belgium is a microcosm of the euro zone: a rich north is fed up with subsidising a 
profligate south. Perhaps that is cause for hope: if the markets can push Belgians into a deal, 
maybe they will galvanise the euro zone too.
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Charlemagne
The horsemen approach
European leaders can still avoid the apocalypse, but only if they act boldly and 
quickly

THE end is nigh. Olli Rehn, the 
European economic commissioner, 
says the euro zone has ten days to 
save itself (so what exactly will 
happen on December 12th?). 
Radek Sikorski, Poland’s foreign 
minister, says he fears German 
paralysis more than German power 
(or Russian missiles). Barack 
Obama says the euro zone poses 
the greatest risk to America’s well-
being. Having once spurned the 
IMF, euro-zone leaders beg for its 
help. In European chancelleries the talk is of who should be the elect ones. Will it be the 27 
members of the EU, or just the 17 that are in the euro zone? Or, if even that is impossible, could 
the six AAA-rated members of the euro zone bind themselves together?

It is time, in short, to repent. But what is the original sin? For Germany, it is over-indebtedness. 
Although troubled countries can be helped, real salvation must come through individual actions to 
reduce deficits, repay debts and boost competitiveness. Germany also wants a new covenant: EU 
treaties must be changed so that national budgets are scrutinised by Brussels, with powers to 
impose “automatic” sanctions on countries that stray. This would be backed up by the European 
Court of Justice. The Germans think only a treaty commitment and the power of the judges will 
ensure that vows of discipline are honoured.

Nobody denies that they have a point. But most also think that the sinning is more widespread 
than that. Germany itself was one of the first to breach the stability pact’s ceilings in 2002-03. 
For every irresponsible borrower there is a reckless lender (often a German bank). Excessive 
deficits for some imply excessive surpluses in others. The euro’s design was flawed, without fiscal 
integration or a central bank to act as a lender of last resort. If so, what is needed is greater 
mutual support: joint Eurobonds to mutualise at least some of the debt, as suggested by the 
European Commission, and perhaps a change to the statute of the European Central Bank (ECB).

Such positions will be hard to reconcile ahead of next week’s summit. Germany and France 
usually try to present a common position but that looks less easy this time, with Angela Merkel, 
the German chancellor, and Nicolas Sarkozy, the French president, making separate speeches 
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this week. Germany will not hear of throwing cash at the problem: no more for the euro-zone 
rescue fund, no Eurobonds and no open pressure on the ECB to buy more bonds. In Brussels this 
week euro-zone finance ministers muddled along. They approved the next tranche of loans for 
Greece to avoid a sudden default; they finalised plans to enhance their rescue fund through 
financial engineering, even though it may fall short of the original promise of €1 trillion; they 
pledged a new effort to increase the IMF’s funds. Where the money would come from was left 
vague; the IMF alone cannot save the euro. Perhaps, suggest some, it could borrow from the 
ECB.

It is being left to Herman Van Rompuy, president of the European Council, to find a compromise 
and avert a breakdown. He is known to be wary of opening up the treaties. But if amendments 
there must be, he is likely to try to balance Teutonic rigour with Latin solidarity. This might 
include a “road map” to Eurobonds. It might also involve toning down a previous deal that private 
creditors should be singled out if debtors cannot meet their obligations. But Mr Van Rompuy faces 
several conundrums.

First, Germany opposes any such grand bargain. Even though Mrs Merkel has crossed many 
earlier red lines, conversion to anything resembling Eurobonds or to unlimited ECB liquidity is 
unlikely in a few days, if ever. Second, Britain has an impossible list of demands if there is a new 
treaty. These include repatriation of social policy, special protection of the City of London and 
safeguards to stop the 17 “ins” ganging up against the ten “outs”. Third, France’s overt campaign 
for a smaller, more exclusive inner core is stoking the fears of Britain and some others. “I think 
there is not enough economic integration in the euro zone, the 17, and too much integration in 
the EU at 27,” Mr Sarkozy declared in October. French EU diplomats recently stunned colleagues 
by arguing that, when the commission’s proposals for new budget rules are debated in the 
European Parliament, only MEPs from euro-zone countries should be able to vote.

It has fallen to Poland, a non-euro country, to speak truth to the EU’s bigger members. In a 
powerful speech in Berlin this week, Mr Sikorski said Germany was Europe’s “indispensable 
nation” and had to provide leadership. With an eye on France, he declared: “To those who would 
like to divide Europe, I say: how about a natural division into growth-Europe and non-growth 
Europe?” And he told Britain: “We would prefer you in, but if you can’t join, please allow us to 
forge ahead.”

Time to fix everything

Europe needs an all-encompassing deal to save itself. The crisis is now about the survival of the 
euro, so it requires a big response; nobody will be spared if the euro collapses. A sensible 
compromise would be to impose greater discipline now, in exchange for the eventual introduction 
of conditional Eurobonds. A paper by the Brussels-based think-tank Bruegel adds the need for a 
euro-zone finance ministry, with power to raise its own taxes and to oversee the banking system.

With time running short, an all-encompassing deal might take too long to negotiate. That said, a 
limited German-style treaty would also take time. A balanced deal is more likely to be accepted 
by voters, in both creditor and debtor states, and to assuage markets. It may need to be done in 
phases. In the short term, it must be enough to free the ECB to intervene without limit, by 
assuaging fears of moral hazard. In the long term it needs to signal to investors that the euro’s 
problems are being fixed for good. Only then might the apocalypse be cheated.

Economist.com/blogs/charlemagne (http://www.economist.com/blogs/charlemagne) 
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The politics of austerity
A battalion of troubles
The government struggles with a dismal economy, a scuppered fiscal plan and an 
irate public sector

FEW chancellors of the exchequer 
have ever reported such bleak 
news to the country. On November 
29th George Osborne used his 
autumn statement to confirm that 
a foundering economy had 
thwarted the government’s central 
mission: to eliminate (just about) 
Britain’s structural fiscal deficit by 
2014-15, the eve of the next 
election. The author of austerity 
admitted that spending cuts would 
continue into the next parliament.

The Office for Budget Responsibility (OBR), set up by Mr Osborne to provide independent 
economic projections, laid out the grim numbers. Growth in 2011 would be 0.9%, not the 2.3% 
forecast in the June 2010 budget that committed the Conservative-Liberal Democrat coalition to 
radical fiscal consolidation. The economy will grow by just 0.7% next year, and by 2.1% the year 
after. Even these figures look too sanguine. And while slow growth is thinning tax receipts, more 
money than expected will go on out-of-work benefits as unemployment peaks at 8.7% at the end 
of 2012, not the 8.3% predicted earlier.

The consequences for Mr Osborne’s fiscal plans are profound. The 
deficit will still be £79 billion ($124 billion), equivalent to 4.5% of 
GDP, in the final year of this parliament (see chart). The national 
debt will peak that year at 78% of GDP. By the following year it 
will be £112 billion bigger than was forecast in March. Britain will 
run a structural deficit until 2016-17.

Such awful news would normally do for a government. Ed Balls, Mr 
Osborne’s opposite number on the Labour benches, certainly 
claims vindication. He predicted that rapid spending cuts would 
choke off the economic recovery that was under way when the 
chancellor took office in 2010. But the coalition has not yet lost 
the confidence of voters.
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Events in Europe have given the government two lines of defence. First, Mr Osborne, backed by 
the OBR, says it is natural for confidence in Britain to be lacking while the euro zone struggles for 
survival. Labour accuse him of using the euro crisis as an excuse for poor growth but many 
voters seem to think it is a good one. Second, the chancellor has been able to argue that only by 
tackling its deficit early did Britain avoid the crushing interest rates being paid by the likes of 
Italy. A Populus poll released a week before the autumn statement showed that voters trust the 
government over Labour to run the economy by 40% to 26%. An ICM poll that came out at the 
same time revealed that they tend to blame slow growth on factors beyond Mr Osborne’s control 
such as the previous government’s debts, stingy bank-lending and the euro crisis.

The real political hazard for Mr Osborne is not a sudden loss of faith in his fiscal strategy, either 
on the part of markets or voters—though there is some risk of both. Instead, it is the gradual 
erosion of support for his party as living standards decline. Public-sector workers (a constituency 
the Conservatives courted in opposition as part of their mission to broaden the party’s appeal) 
are in danger of being lost to the Tories for the foreseeable future. Last year Mr Osborne froze 
the pay of all but the lowest-paid public staff for two years. In his autumn statement, he said this 
would be followed by a 1% cap on their pay rises for the two subsequent years. Even if inflation 
falls to its 2% target, this will mean a real cut in pay. He is also flirting with the idea of replacing 
national pay standards with regional variations, which would leave many even worse off.

Relations are already strained. On November 30th a mass strike closed schools and forced 
hospitals to postpone non-emergency operations. The casus belli is the government’s plan, 
announced earlier this year, to make public-sector staff work longer and pay more for their 
pensions. Ministers want to raise their retirement age from 60 to the state-pension age of 65 
(and then to 66 by 2020). Pension contributions will also go up by an average of around three 
percentage points, though low-paid workers will be spared this hike. Over time, public-sector 
pensions are to be based on career-average salaries rather than on final pay.

The government points out that its plan is based on proposals by a Labour peer, Lord Hutton, a 
former work and pensions secretary. Ministers have also made concessions since then, such as a 
guarantee that nobody who is less than ten years from retirement will have to work longer. But 
the unions, including public-sector behemoths such as Unite and Unison, are implacable and won 
ballots among their members for strike action.

A Tory chancellor taking on a public sector that grew fat during the free-spending Labour years 
could normally count on the fervent backing of his own side. But Conservative MPs accuse Mr 
Osborne of being keener to cut spending than he is to reform the supply-side of the economy to 
boost growth. They suggest scything business regulation as a cost-free stimulus. Some 
backbenchers also blanched at the micro-managing zeal with which Mr Osborne announced a slew 
of infrastructure projects both large and tiny (see article
(http://www.economist.com/node/21541079) ). The display reminded them of nobody so much 
as Gordon Brown.

That is harsh, but the chancellor does share something with his predecessor but one: he doubles 
as his party’s political strategist. Mr Osborne planned to go into the 2015 election with a buoyant 
economy and a structural surplus; a modest tax cut in the pre-election budget would have 
rewarded voters for suffering the squeeze. He must now ask them to bear another couple of 
years of pain—and that is the best-case scenario.
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Capital spending
Weapons of mass construction
A shopping list of infrastructure projects is not enough to rescue the economy

GIANT steel columns are being 
drilled 16 metres into the earth at 
Royal Oak in west London, 
preparing the way for twin 6.2 
metre wide tunnels to be carved 
underground. By 2018 this muddy 
patch will host Crossrail, a new 
east-west commuter service which 
will bring another 1.5m people 
within 45 minutes of central 
London.

At a cost of £14.5 billion ($22.5 
billion) the biggest engineering 
project in Europe is just one of 40 programmes labelled “nationally significant” by the British 
government on November 29th. The National Infrastructure Plan also lists 500 further proposals 
from the private and public sector, estimated at £250 billion-worth of work in total, “to 2015 and 
beyond”. In the next three years the government will pay an extra £5 billion towards these 
projects. It wants British pension funds and other institutional investors to stump up a further 
£20 billion (see Buttonwood (http://www.economist.com/node/21541022) ) and aims to attract 
foreign cash.

The coalition hopes that such projects will get the country moving in several ways. Improving 
Britain’s railways, power stations, roads and internet access could provide a short-term economic 
boost and also increase longer-run productivity. With a good scheme everyone wins, says Paul 
Johnson of the Institute for Fiscal Studies: “You get more economic bang for your buck” than with 
other types of stimulus. But it will take a lot to turn a £250 billion wish-list into concrete and 
steel.

Britain certainly needs better networks. Trains are crammed at peak hours and investment has 
lagged behind a big rise in passengers. Heathrow, the country’s hub airport, is more congested 
than its four main European rivals; road building has stalled and broadband is too slow. The 
neglect is most extreme in energy, where chronic underinvestment is now twinned with another 
pricey imperative: tackling climate change. A quarter of all current generating capacity is due to 
be retired within a decade. But in Britain’s liberalised market, companies have preferred to work 
their existing assets harder, rather than invest in new, cleaner sources of power.



Big and often wasteful spenders such as Japan and Spain have greatly trimmed back their 
investments in infrastructure in recent years. But Britain still invests less as a proportion of GDP 
than many other rich countries, according to the OECD, a think-tank. And that proportion has 
fallen. A recent report by the World Economic Forum ranked the country’s infrastructure 28th in 
the world, behind Malaysia and Bahrain. It has slipped four places since the same survey in 2008-
09.

That’s bad for the economy. Sir Rod Eddington, a former boss of British Airways, argued in a 
2006 review that rising congestion in England alone would cost the equivalent of £25 billion by 
2025 if networks did not keep up with demand. It may also hazard future growth. Few firms 
choose to locate in Britain because of its infrastructure, says the CBI, a business lobby. It fears 
that further decay might push firms overseas.

But making Britain whizz again will cost more than the infrastructure plan predicts. Ofgem, the 
energy regulator, reckons £200 billion needs to be spent by 2020 in that sector alone. Dieter 
Helm of Oxford University puts the bill for renewing all of Britain’s systems at £500 billion.

And these projects soak up cash years before they offer any return. Most last longer than any 
government, reducing their appeal to politicians. That also puts off private investors, who fear 
that future administrations may renege on promises and damage their return. Recent events 
support such concerns: Britain and Spain have both cut subsidies for some renewable generation, 
for example.

Since the competition for infrastructure investment is global, not national, Britain faces a further 
problem: project costs are “excessively high”, according to Infrastructure UK, a Treasury body 
charged with helping the private sector invest. That is partly because regulation tends to be 
rigorous and planning onerous. But Infrastructure UK reckons stop-start investment and poor 
commissioning are also to blame. It hopes that laying a pipeline of projects now will help to cut 
costs by £2 billion to £3 billion a year.

The government’s new plan is designed to get investment back on track. The list holds few 
surprises. Many projects are ongoing, such as Crossrail and some road improvements. Others are 
far off: bidding has not yet started for rural mobile-phone coverage, for example. The most 
significant policy signal is to encourage new toll roads and bridges. Plans to ease congestion on 
the A14 may be financed this way; the Treasury hints that tolls may be permitted on a new 
bridge over the River Thames.

Many of the ideas are sensible: planning road projects as a programme, rather than on a case-by
-case basis, for example, and trying to speed up planning and make it more flexible. In other 
spheres the document is irrelevant. Mobilising private sector funds in the energy sector, for 
example, depends on electricity-market reforms that have no clear timetable.

Dig for victory

Infrastructure only matters if it serves other industries or consumers. Often, the most cost-
effective work is incremental and seemingly mundane, such as introducing variable speed limits 
on motorways or improving electricity transmission lines. Supposedly transformational projects 
such as building a high-speed rail link north from London are glamorous, but the expense may 
outweigh the benefits. The government needs to make its priorities explicit. It is not clear what it 
means to be part of the favoured 40, beyond a wishy-washy assurance to “help resolve barriers 
holding back important projects”.

This is not so much a plan, then, as a shopping list of projects. In fact, that is precisely its point. 
Since the government is committed to slashing the deficit, it expects the private sector to finance 
almost two-thirds of projects to 2015. As the euro zone burns, Britain seems a safe haven for 
investment. The government wants to capitalise on this by presenting spending on the country’s 
communications and energy systems as another safe bet.
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The marketing exercise is partly intended to attract pension-fund money. This seems like a good 
idea: such funds need long-term, low-risk investments with reliable returns, which infrastructure 
projects could theoretically provide. Two groups of pension funds have signed a “memorandum of 
understanding” to this effect. That is a long way from parting with any cash, although a Treasury 
official says these groups are “gung-ho” about it.

It will be a big step if the government can indeed double the 2.5% of British pension-fund assets 
already invested in such schemes. But other ways to finance projects and encourage local and 
foreign funds also need to be sharpened up. In 1992 the Conservative government created a 
device to raise money off-balance-sheet, known as the private-finance initiative (PFI). This has 
been criticised at home for its expense and inflexibility, but has been replicated across the world. 
When Labour launched hundreds of such schemes during its three terms in office, the Tories 
turned against PFI. On December 1st the government was due to launch a call for evidence on 
how to reform it. The Infrastructure Plan also suggests local authorities could be given more 
flexibility to borrow against future tax revenues. That is a good principle, but details remain 
vague.

Other, non-fiscal, measures would also help. The government often gets too involved in the nitty-
gritty: it comes close to setting railway timetables, for example. That is time-consuming and 
costly. It could consider lengthening rail and airport franchise terms so that pay-back periods are 
longer and big investments feasible.

Innovation in infrastructure was once one of Britain’s strengths. The Victorians invented the 
railway and exported it to the rest of the world; London still flushes its waste into a 150-year-old 
sewerage system. The long lifespan of these schemes shows the benefits of good investment. The 
current government presides over a listless economy and rising jobless numbers. It has to start 
somewhere; infrastructure is a good place. Despite the fanfare with which this plan was launched, 
it alone will not dig Britain out of its hole.
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Affluence in austerity
Rich pickings
On Parliament’s doorstep, the living is easy

THE chink of wine glasses, the 
clatter of cutlery and the chatter of 
low voices fill the warm air of the 
latest swanky restaurant to open in 
London. Aproned waiting staff ferry 
food to diners in the marble-clad 
room. The Delaunay, which bills 
itself as a blend of European grand 
café and brasserie, is due to 
welcome its first paying customers 
by December 5th.

Economic gloom hangs over much 
of Britain, and the talk in 
Westminster is austere, but parts of the capital glow. In the past year or so the Savoy and St 
Pancras hotels have reopened after spending £220m and £150m on renovations, respectively. 
London’s theatres are packed. According to Julian Bird of the Society of London Theatre, 
playhouses are due to turn over more than £500m in 2011 for the third consecutive year.

Globalisation is a big reason. Alan Wilson of Oxford Economics, a consultancy, says the capital’s 
international businesses make it relatively resilient, although not immune to recession. Foreign 
investors have helped boost prices for prime London housing by 12.5% over the past year, 
spurred by the fall in the value of the pound and political instability abroad. Tourists prefer 
London to chocolate-box England: spending in the sticks fell 5% between 2009 and 2010, while it 
rose 6% in the capital to almost £9 billion, according to the Office for National Statistics. New 
visitors from such countries as China, India, Mexico and Nigeria, whose numbers are growing 
quickly from a low base, want to check off London’s sights first.

Within London, too, the winner takes all. Unemployment may be at its highest level for almost 
two decades, but those in high-paid work are ever more richly rewarded for it, according to 
research led by John Hill of the London School of Economics. That is encouraging savvy 
restaurateurs to target their offerings at the upper echelons. One explains that, even if the 
wealthy cut their discretionary spending, they keep eating at their favourite restaurant. The key 
is to be in that favoured category. So, despite warnings of a prolonged downturn, London is 
awash with splendid new eateries, with many more planned.
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Scots and alcohol
The battle of the bottle
Scotland takes on an old enemy

SATURDAY nights in most British cities are high-spirited, but in Glasgow they are the stuff of 
legend. Some 75,000 people stream through its streets, crowding into pubs and clubs. After the 
bouncers push their last all-but-senseless clients out of the door, and the last punch-up outside a 
chippy is dispersed by the Strathclyde police, pavements lie deserted under a dense coating of 
fag ends and glass shards. Over a thousand people will have been admitted to accident and 
emergency units.

Measured by sales, Scots drink almost a quarter more alcohol per 
head than the English and Welsh, themselves no slouches at 
putting back a pint. The gap has been growing (see chart). Alcohol
-related deaths nearly tripled in the two decades from the early 
1980s, as drink became more affordable; rates are twice those 
south of the border. Booze figures in about half of all homicides.

Many see alcohol as the nation’s besetting vice, its roots in 
Glasgow deep in the 19th-century soil of industrialisation, poverty 
and awful housing. Since devolution, Scottish governments have 
tried to get a handle on it. From October 2009 licensing has been 
tightened, “irresponsible promotions” banned in pubs and clubs, 
alcohol displays in stores restricted and the health service encouraged to push counselling and 
treatment more actively. From October 2011 quantity discounts in stores have been forbidden. 
But many are impatient for results and aware that alcohol abuse costs Scotland some £3.6 billion 
a year. A new temperance crusade is under way.

In Glasgow a host of measures came into effect on October 1st, including a crackdown on 
drinking by youngsters, promotion of an anonymous telephone line for reporting rowdy drunks 
and better information-sharing among city agencies. In December a bus manned by first-aiders 
and “street pastors” from 33 Glasgow churches will begin to roam the streets, providing a safe 
haven and initial medical care as well as the flip-flops, warm clothes and conversation the pastors 
are known for. “It’s just not on to get hopelessly drunk and make a mess of the city, drawing in 
enormous police resources,” says Gordon Matheson, leader of Glasgow council.

Other changes loom. Most intriguing is a scheme to be piloted early in 2012, which could provide 
an alternative to custodial sentences for drink-fuelled offenders who agree to sober up. An anklet 
will be fitted to record the ethanol in its wearer’s sweat. Transgressors can expect to have the 
book thrown at them. “Sobriety 24/7” is inspired by projects in America, says Detective Chief 
Superintendant John Carnochan, co-director of the innovative Violence Reduction Unit, but it will 
be a first in Britain.
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The most disputed measure is waiting in the wings at Holyrood. A proposed 45p minimum price 
per unit of alcohol, dear to the Scottish National Party (SNP) then running a minority 
government, was voted down in 2010. Now the SNP is back with a majority, and so is the 
proposal—minus a specific figure, which awaits new modelling by academics at Sheffield 
University. The bill could be law by April.

“Minimum pricing is the missing piece in the jigsaw,” says Nicola Sturgeon, the health secretary. 
Medics and police agree. So do many publicans (who mostly sell drinks at higher prices anyway) 
and some brewers. Tesco supports the move, too, perhaps because its flourishing internet 
business, based in England, seems not to be affected. But many do not, among them whisky 
producers, smaller grocers, the Labour opposition and moderate drinkers. Their objections tend 
to be fourfold.

Any price high enough to make much difference may fall foul of EU 
rules requiring trade impediments to be proportionate to the 
benefit achieved. If prices are much higher in Scotland than in 
England, parallel markets, both legal and illegal, will emerge. 
Some drinking trends are beginning to come right, with a small 
recent fall in alcohol-related deaths, fewer adults saying they drink 
over the limit and fewer 13- and 15-year-olds saying they drank 
at all the previous week; why rush into more change? And the 
measure would produce windfall profits for retailers and producers 
rather than useful tax receipts for the state.

But partially devolved Scotland does not have the power to set 
taxes, whereas the government does have the votes to enact 
minimum pricing. Will the rest of Britain follow Scotland on booze, 
as it did in banning tobacco in pubs and restaurants?

England and Wales have chosen another route, partly for fear of 
Brussels. From April 2012 prices of alcoholic drinks must be at 
least as high as the tax due on them, around 21p per unit of beer, 
or 28p for spirits. But in northern England, with a drinking culture similar to Scotland’s, some 
councils are looking at introducing bylaws to enforce higher prices. Expect legal challenges galore 
before the night is over.
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Espionage
Red faces
Katya Zatuliveter, a Russian woman, can stay in Britain. Spooks are blushing

IT IS a fair bet that a young British woman in Moscow would not fare as well as Katya Zatuliveter 
did in London. She worked for an MP, Mike Hancock, who sits on the defence committee, and had 
a four-year affair with him. A later conquest was a senior official at NATO who dealt with Russia. 
Even in trusting Britain, she came to the attention of the Security Service (colloquially known as 
MI5). It snooped on her e-mails to her pal in NATO, observed her meeting “Boris”, a Russian 
intelligence officer in London, and in December 2010 asked the home secretary to deport her.

But Ms Zatuliveter, who is now 26, insisted that her relationship with the married Mr Hancock was 
innocent (at least in espionage terms) and that she was not a spy. The Special Immigration 
Appeal Commission, after hearing evidence both in open and closed sessions, agreed with her. 
The result is a blow to MI5, which likes to be believed, and to the Home Office, which acted on 
the service’s warning. It also confounds Russian commentators who had argued the hearing was 
a secretive farce (not least because one of the adjudicators is a former director of MI5).

The tribunal accepted that someone in Ms Zatuliveter’s position would be of interest to Russia’s 
spymasters and that MI5 was rightly suspicious about her contacts and behaviour. It called her 
“immature, calculating, emotional and self-centred”. But it found nothing to suggest that Russian 
intelligence had sent her to Britain. Her thoughts about her lovers, cloyingly recorded in a diary, 
proved that the relationships were genuine (and the diary, replete with convincing minor errors, 
could not have been forged, it said). The e-mails to her friend in NATO were jokey rather than 
sinister. And her meetings with the Russian intelligence officer suggested that she was at most a 
target for recruitment, not an actual spy.

The adjudicators admitted to “real reservations” about Ms Zatuliveter’s relationship with Russian 
intelligence. Their ruling hints that MI5 in closed session had produced at least some evidence of 
contact with spy agencies during her regular trips to Russia. Their questions to her on intelligence 
matters elicited “defensive responses” and an ignorance of the subject “inconsistent with her 
compendious and penetrating understanding of political and international affairs”. But such 
oddities do not justify deportation.

Other questions abound. The tribunal said it did not believe all of Mr Hancock’s testimony. It is 
unclear why MI5 pounced when it did; quiet observation could have been more fruitful. And why 
did the government try to deport Ms Zatuliveter so publicly? Were she a real spy, a quiet warning 
would have ended her activities: “Boris” went home with no public fuss. The shadows deepen.
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Public libraries
Checked out
Big cuts in spending are forcing councils to re-examine how libraries work

OF ALL the cuts to public services, 
few have provoked such loud 
protests as proposals to close 
libraries. Petitions, vigils and the 
gnashing of teeth (especially those 
of Philip Pullman, a fantasy author) 
have been followed by legal 
challenges. On November 16th a 
judge in London ruled against plans 
to close 21 libraries in 
Gloucestershire and Somerset. 
Campaigners in Brent, in north-
west London, have taken their fight 
against closures to the Court of Appeal. And, on November 24th, a select committee of MPs 
announced an inquiry into library closures.

Local politicians are startled. Keith Mitchell, leader of Oxfordshire county council, which was 
forced by public pressure to abandon plans to close many libraries, complained that protesters 
seemed much less upset by cuts to social care and rubbish collection. Visits to libraries have 
declined by 6.7% in the past five years, according to the Chartered Institute of Public Finance 
and Accountancy (CIPFA). But this is to underestimate the symbolic role libraries play as a visible 
public good. A 2010 Ipsos MORI poll found that 69% of people had been to a library in the past 
year. More than 80% view libraries as “essential” or “very important”.

Since 1964 local authorities have been obliged to provide a “comprehensive and efficient” library 
service. Yet savings have to be made somewhere. If library closures cause protests, cuts must be 
done stealthily. So public libraries are experiencing a steady attrition, with councils reducing 
opening hours and buying fewer books. In the 2010-11 fiscal year libraries acquired 7.4% fewer 
adult fiction books and 13.7% fewer non-fiction books than they had the year before, according 
to CIPFA. An older, less appealing stock could speed the decline in library visits.

Yet hard times are also forcing innovations that may help libraries in the long run. In Lewisham, 
the council has withdrawn funding from five of its 12 libraries. Three are now run by Eco 
Computer Systems, a social enterprise that has turned the buildings into places where people can 
borrow books, host events and get some IT training. Each hub is staffed by a full-time librarian 
and volunteers, and is connected digitally to Lewisham’s other libraries. The funding comes 
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mainly from a computer-recycling business based inside. Another Lewisham library is run by Age 
Exchange, a charity for the elderly.

In a quiet success for David Cameron’s “Big Society”, the number of volunteer librarians has risen 
from 12,708 to 21,642 in the past five years, according to CIPFA. That trend has its critics, 
especially among professional librarians. But staff account for at least half the cost of running a 
library. Other savings could probably be made by consolidating back-office functions among 
England’s 151 library authorities, and by making better use of technology. “London has 32 library 
authorities but just one police authority,” marvels Desmond Clarke, a library campaigner. He 
believes a new initiative in Westminster to share its library service with two neighbouring 
authorities would save £1m.

An entirely different option is to pour money into a single edifice in the hope that it will have a 
benign affect on the neighbourhood. England’s most popular library is the Norfolk & Norwich 
Millennium, a multi-storey space in a sparkly new building with a restaurant and gallery, which 
lured nearly 1.5m people last year. As the anchor of the development, the library attracts users 
who then linger and spend money nearby. Birmingham is building a new £188.8m library, the 
flagship of a development in the city centre that is due to open in 2013. Many of the city’s other 
39 libraries could face cuts in service, including shorter opening hours and fewer staff.

On a smaller scale, the borough of Hillingdon in London is in the middle of a £4m plan to rebuild 
or refurbish all 17 of its libraries within six years. By cutting management costs and installing 
Starbucks cafés, the council has been able to invest more in buying books and new computers, 
and visits have risen. Libraries are not dead—just a little dusty.
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Bagehot
Impossible, indispensable France
Franco-British relations are changing for better and for worse

SEEN from Britain, most Europeans 
are neighbours, but the French are 
family. Not close family, perhaps, 
but cousins—viewed with 
exasperation, distrust, superiority 
and yet (deep down) gnawing 
envy. France is where abroad 
begins. No other country offers 
such a perfect yardstick for 
comparison, involving near-
identical levels of national wealth, 
population, military clout, 
diplomatic cunning and historical 
swagger. It has long made for a satisfying rivalry, marred by a nagging fear: that the contest 
matters more to the British than to the French.

There matters might have stayed, if only the world did not keep evolving so alarmingly. A cosy 
competition is being transformed in opposing directions: one promising, one ominous.

First, the promising. On December 2nd David Cameron was due in Paris for bilateral talks with 
the French president, Nicolas Sarkozy. When it comes to foreign policy and defence, the Franco-
British alliance is in remarkable shape. In London and Paris senior figures reach spontaneously for 
the same phrase: co-operation is the best “since the second world war”. In the UN Security 
Council, where France and Britain argued bitterly over invading Iraq, the pair work closely on 
such tough dossiers as Iran or Syria. In a 2010 defence treaty, the two countries vowed to co-
operate on everything from aircraft carriers to what an official calls “the core of the core”: nuclear
-weapons research. Then came Libya—an early test of those paper promises. It was a risky 
mission, it is stressed in Paris. Its success makes Mr Sarkozy and Mr Cameron “brothers-in-
arms”.

Talk is cheap. But Britain and France face real, expensive facts. They are midsized countries 
clinging to the military and diplomatic infrastructure of larger powers. Used cleverly, those assets 
still offer global influence. Neither can manage that alone.

France long dreamed of using the EU for military leverage, in preference to American-dominated 
NATO. Other Europeans dashed that dream. Between them, Britain and France account for nearly 
half of all EU defence spending. But the British will not join a “Europe of defence”, or a mooted 
EU defence headquarters. The Germans spend money on kit, but mostly will not use it. When 



Germany abstained rather than endorsing Libyan action at the UN, it was a bitter blow to the 
French.

French diplomats initially opposed Libyan action under a NATO flag, saying it would be seen as a 
“crusade” in the Arab world. They called this a “red line”. Britain, backed by a rather disengaged 
America (and some European allies wary of French bullying), insisted on NATO leadership. The 
upside of President Sarkozy’s pragmatic-yet-impetuous personality came into play. Mr Sarkozy, 
who led France back into NATO’s military structures soon after taking office, overruled his own 
officials, and the Libyan mission was run from a NATO base near Naples. Mr Cameron has his own 
pragmatic streak, allies say. The downside of Mr Sarkozy’s character surfaced over Libya, as he 
pushed for quick results or called grandstanding councils of war in Paris. Mr Cameron pushed 
back when needed, but left the glory to his colleague.

One can quibble about the promise. For instance, a lack of money will limit joint military 
ambitions even now that the political will exists. But neither country is ready to quit the global 
stage: as long as that is so, Mr Cameron and Mr Sarkozy believe their two countries are 
indispensable to each other.

Now for the ominous side of the relationship. It involves the crisis in the euro zone and pits the 
same two leaders against each other. France sees a strong Europe as a lever of influence. 
Disliking the enlarged EU of 27 countries (in which its clout is diluted), France wants to use the 
euro crisis to deepen integration around a core of countries that use the euro, under the political 
control of a handful of big national leaders. To comfort French voters, Mr Sarkozy has started 
talking up euro-zone integration as a shield against globalisation and bullying by financial 
markets.

Today’s unprecedentedly Eurosceptic Conservative Party sees a strong Europe mostly as a threat 
to Britain’s global leverage. Mr Cameron says he supports deeper integration within the euro 
zone, as long as Britain does not have to pay, loses no sovereignty and yet is not marginalised. 
That is not enough for Tory MPs. They want the prime minister to use changes in the EU’s 
architecture to secure concessions, such as opt-outs from European employment law or EU rules 
that harm the City of London.

French sources call it “totally unacceptable” to allow British banks to set up in deregulated 
competition just across the Channel. Britain wants rights of oversight over the euro zone, it is 
said in Paris: well, the euro zone needs oversight over the City of London. If Britain seeks to 
“profit” from the crisis, then rule changes can be agreed by countries that use the euro, excluding 
Britain.

Mutual suspicions seethe. The French were incensed when the chancellor of the exchequer, 
George Osborne, said on November 14th that financial markets were “asking questions about 
France”, alongside Greece and Spain. British sources say Mr Osborne was just justifying austerity 
plans and accuse the French of “spiteful” plans to regulate the City of London.

The best of times, the worst of times

A change of French president in elections next May would bring no comfort. Pierre Moscovici, the 
Socialist Party’s campaign chief, says the current crisis must be solved by Europe doing “more, 
not less” to protect employment rights. He also challenges British calls for an EU budget frozen in 
real terms.

The same force explains all aspects of Franco-British relations: a yearning by two established 
powers to preserve national greatness. In defence, this is working wonders. In the EU, a 
dangerous clash looms. Doomed by character, proximity and shared ambition, neither country 
has much room for manoeuvre at all.
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Climate-change talks
Wilted greenery
The UN’s latest round of climate-change talks open in Durban. Even avoiding 
deadlock would be an achievement

THOUSANDS of anxious 
environmentalists, hard-eyed 
negotiators and bemused 
journalists gathered in Durban this 
week for the UN’s annual climate-
change circus. Saving the planet, 
the main item on its agenda two 
years ago, in Copenhagen, was not 
uppermost in their minds. Saving 
the circus was: the failure in 
Copenhagen to forge a binding 
agreement to mitigate the world’s 
carbon emissions could yet lead to 
a breakdown of the whole UN process in Durban.

To avoid that, negotiators have until December 9th to reach three goals. Least dauntingly, they 
must nail down the details of initiatives agreed on in Cancún last year, chiefly the Green Climate 
Fund. This aims to help poor countries curb their emissions and adapt to global warming. It is 
supposed to be stocked with some of the $100 billion that rich countries have promised poor ones 
by 2020.

Little actual cash will be proffered in Durban: progress will be limited to working out the details of 
the fund’s design, including the relative powers of donors and recipients, and to its possible role 
in wooing investment. Even this is contentious, as America wants a bigger role for the private 
sector. But such spats should prove surmountable. Alongside progress on another promised 
institution, to spread green technology to poor countries, the fund is Durban’s likeliest success.

Much trickier will be reconciling the demands of developing 
countries for an extension of the UN’s Kyoto protocol with the 
determination of most developed ones to bin it. The world’s only 
binding agreement to curb emissions has been a colossal failure. 
Since it was negotiated in 1997 global emissions have risen by 
over a quarter, mostly in developing countries. The treaty does 
not curb their emissions, which are now 58% of the total; China 
alone is responsible for 23%. The second-biggest polluter, 
America, (with 20%) is also free to emit, as it has not ratified the 
treaty.
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Developed countries that did ratify Kyoto feel cheated. Japan and Russia have rejected a second 
round of emission-cutting under its aegis, after their current commitments expire at the end of 
2012. Canada, which will hugely overshoot its Kyoto target, is reported to be considering quitting 
the treaty altogether. “Kyoto is the past,” said its environment minister, Peter Kent, before 
setting out for Durban.

This leaves the European Union as the only large industrial power willing to undertake a second 
five-year “commitment period”. But the EU’s emissions account for only 14% of the total, and its 
likely second commitment—a 20% cut by 2020—would be no more than it is already bound to 
under European law. It might nonetheless appeal to developing countries, who appear less 
bothered about global warming than about maintaining the principle that they should be exempt 
from rules to curb it. A delegate from a powerful developing country says that the politics of the 
negotiations are, unfortunately, “much more important” than climate change.

Recent data meanwhile show how dismally the world is failing to deal with the problem. Rich and 
poor alike have accepted the somewhat arbitrary principle that warming should not be allowed to 
exceed two degrees. But the UN’s Environment Programme reckons that even if all countries 
honour their existing commitments, global emissions in 2020 would exceed the likeliest total 
consistent with that pledge by the equivalent of up to 11 gigatonnes of carbon dioxide. That is 
more than double the amount emitted by all the world’s cars, buses and trucks in 2005.

The Europeans, who actually want to do something about the problem, have therefore attached a 
condition to their possible second commitment. In return for them, in effect, keeping Kyoto alive 
for another five years, they want all countries to pledge to negotiate a new agreement, to be 
completed by 2015. This pledge—the third big aspiration in Durban—would imply that developing 
countries are willing to share the burden for cutting emissions, though their burden would be 
much less onerous than those imposed on rich states.

China, India and other developing countries have already promised to cut the energy or carbon 
intensity of their expanding economies. They did so in Copenhagen; and their pledges were 
included in a provisional pact in Cancún. Yet they have refused to turn this into legally binding 
commitments; and they are unlikely to do so now. Their main concern is for their economies to 
grow rapidly, not least to help deal with the fallout of warming.

Recent work by, among others, Michael Greenstone at the Massachusetts Institute of Technology 
backs that approach. It shows that hot spells kill few people in air-conditioned America; but in 
India, where 300m have no access to electricity, the death toll is huge. India’s priority is to 
provide its people with electricity, and one day air-conditioners. That this will increase its 
emissions is less a problem for India than for the world. It therefore views any suggestion that it 
should be bound to curb its emissions as a threat.

2020 vision

Some sort of agreement is still possible. Developing countries, including China and India, have 
suggested they are willing to negotiate a new pact, to be concluded around 2020. This 
agreement, if it transpires, would be a broader version of the deal agreed in Cancún, including 
new emissions targets for rich countries and new efficiency targets for developing ones. And 
China’s target, in particular, could soon start to matter. Though its emissions will not peak for 
over a decade, China is much better placed than India to slow their growth. Its emissions per 
head are already higher than those of some European countries.

Yet the snag is the status of this mooted regime. The Europeans envisage a legally binding 
successor to Kyoto. Developing countries, and America, want a looser arrangement, more akin to 
that approved in Cancún. To avoid a deadlock in Durban, one side will have to budge.
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The price of failure

Arms control
Dead munitions
Talks on curbing cluster weapons fizzle and fail

DISARMAMENT talks are getting harder. Efforts to agree on a 
treaty banning production of fissile material have stalled for years 
because of objections from Pakistan. Now four years of bargaining 
over cluster munitions have failed—despite a drive by America, 
backed by Russia and China, to promote a deal that would have 
curbed but not banned the devices.

Cluster weapons are a prime target for arms-control campaigners 
because of their indiscriminate effect. Such bombs or shells 
typically scatter hundreds of smaller submunitions over an area 
the size of a football pitch. When they work, they blast the enemy 
from the battlefield. But not every bomblet explodes. Those that 
remain menace civilians for decades, maiming, killing and 
blighting livelihoods. Children suffer most. Yet for most of the past 
decade, the big users and producers, the self-styled “key states”, 
have refused to consider any curb on their freedom to use the 
weapon. For years that stymied attempts to add a protocol on 
cluster munitions to the United Nations Convention on Certain 
Conventional Weapons (CCW).

A turning point came in 2006 amid outrage over Israel’s use of cluster weapons in Lebanon. 
Frustration over the paralysis of the UN process prompted Norway, backed by campaigners, to 
launch talks on a separate treaty to ban the weapons. By 2008, some 94 countries, including 
most NATO members, had signed a convention in Oslo that comprehensively banned the 
production, use, stockpiling or sale and transfer of all cluster munitions. Since then the number of 
signatories has climbed to 109.

That progress set the wheels turning in the UN talks. The big users and producers made what 
would once have counted as big concessions: one was a ban on use of the cruder cluster 
munitions made before 1980. These are the most likely to fail, leaving deadly unexploded 
bomblets. In another gesture, the big states backed new rules on reporting the size of stockpiles. 
Their draft would at least have regulated the cluster munitions held by countries never likely to 
sign the Oslo agreement—in other words more than 85% of world stocks. It would also have led 
to the destruction of far more devices than the Oslo deal ever could. To counter the contention 
that its proposal was a step backwards, America inserted language that allowed for the possibility 
of higher standards being imposed in future.
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But those arguments did not impress. The 50-plus countries that opposed the draft protocol, and 
the campaigners who egged them on, complained that the text still allowed the use of cluster 
munitions known to cause unacceptable harm. The International Committee of the Red Cross said 
the American proposal would simply stimulate the development of devices that met the new 
standards but might still be lethally unreliable; and backsliding from the Oslo rules would set a 
bad precedent.

The big countries were cross. America (which has argued that a total ban on cluster munitions 
would make life impossible for NATO) expressed “deep disappointment”. Russia grumbled that 
opponents were “irrational” and China said they would bear indirect responsibility for future 
cluster-bomb casualties. Whatever their public stance, some smaller countries that rather like 
cluster munitions may be privately rejoicing over the talks’ failure.

The failure also exemplifies the declining clout of the big powers. Delegates in Geneva stressed 
that in multilateral talks, every country has a vote: mighty states must not count on cajoling 
weaker ones. And all sides said the process was complicated by the scrutiny of do-gooding 
outfits. Startled delegates found their interventions relayed to the world by Twitter even before 
they had finished speaking. Such transparency, some warn, reduces the room for diplomatic 
manoeuvre. In talks where the best is often the enemy of the good, this lack of flexibility can 
cause harm.

Few see much prospect of the CCW returning to cluster bombs in the foreseeable future. Before 
that happens, the chances are that stray bomblets will ruin or end a lot more innocent lives.
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Correction: Omid Djalili

In "Two mullahs went into a bar... (http://www.economist.com/node/21540233) " (November 
26th) we cited Omid Djalili as a British Muslim comedian. He jokes about, among others, Muslims 
but is himself a Bahai. Sorry.
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Monitor
More than just digital quilting
Technology and society: The “maker” movement could change how science is 
taught and boost innovation. It may even herald a new industrial revolution

THE scene in the park surrounding 
New York’s Hall of Science, on a 
sunny weekend in mid-September, 
resembles a futuristic craft fair. 
Booths displaying handmade 
clothes sit next to a pavilion full of 
electronics and another populated 
by toy robots. In one corner 
visitors can learn how to pick locks, 
in another how to use a soldering 
iron. All this and much more was 
on offer at an event called Maker 
Faire, which attracted more than 
35,000 visitors. This show and an even bigger one in Silicon Valley, held every May, are the most 
visible manifestations of what has come to be called the “maker” movement. It started on 
America’s West Coast but is spreading around the globe: a Maker Faire was held in Cairo in 
October.

The maker movement is both a response to and an outgrowth of digital culture, made possible by 
the convergence of several trends. New tools and electronic components let people integrate the 
physical and digital worlds simply and cheaply. Online services and design software make it easy 
to develop and share digital blueprints. And many people who spend all day manipulating bits on 
computer screens are rediscovering the pleasure of making physical objects and interacting with 
other enthusiasts in person, rather than online. Currently the preserve of hobbyists, the maker 
movement’s impact may be felt much farther afield.

Start with hardware. The heart of New York’s Maker Faire was a pavilion labelled with an obscure 
Italian name: “Arduino” (meaning “strong friend”). Inside, visitors were greeted by a dozen 
stands displaying credit-card-sized circuit boards. These are Arduino micro-controllers, simple 
computers that make it easy to build all kinds of strange things: plants that send Twitter 
messages when they need watering, a harp made of lasers, an etch-a-sketch clock, a microphone 
that serves as a breathalyser, or a vest that displays your speed when riding a bike.

Such projects are taking off because Arduino is affordable (basic boards cost $20), can easily be 
extended using add-ons called “shields” to add new functions and has a simple programming 
system that almost anyone can use. “Not knowing what you are doing is an advantage,” says 



Massimo Banzi, an Italian engineer and designer who started the Arduino project a decade ago to 
enable students to build all kinds of contraptions. Arduino has since become popular—selling 
around 200,000 units in 2011—because Mr Banzi made the board’s design “open source” (which 
means that anyone can download its blueprints and build their own versions), and because he 
has spent much time and effort getting engineers all over the world involved with the project.

This openness has prompted a sizeable ecosystem of add-ons. They include a touch-screen, an 
illuminated display and support for Wi-Fi networking. Other firms have built specialised variants 
of Arduino. SparkFun, for instance, has developed Lilypad, a flexible micro-controller that can be 
sewn into clothing (think blinking T-shirts), along with many other add-ons.

Applying the open-source approach to hardware has also driven the development of the maker 
movement’s other favourite piece of kit, which could be found everywhere at the Maker Faire in 
New York: 3D printers. These machines are another way to connect the digital and the physical 
realms: they take a digital model of an object and print it out by building it up, one layer at a 
time, using plastic extruded from a nozzle. The technique is not new, but in recent years 3D 
printers have become cheap enough for consumers. MakerBot Industries, a start-up based in New 
York, now sells its machines for $1,300. The output quality is rapidly improving thanks to regular 
upgrades, many of them suggested by users.

None of this action in hardware would have happened without a second set of powerful drivers: 
software, standards and online communities. Arduino, for instance, relies on open-source 
programs that turn simple code into a form that can be understood by the board’s brain. 
Similarly, MakerBot’s 3D printers depend on a standard way to describe physical objects, called 
STL, and affordable software to design them. Some basic modelling programs, such as Google 
SketchUp and Blender, can be downloaded free.

As for online communities, Arduino 
has an active forum on its website, 
while MakerBot runs a website 
called Thingiverse, which lets 
people share 3D designs. YouTube 
and other video-sharing sites offer 
how-to clips for almost everything. 
On Instructables, users post and 
discuss recipes to make and do all 
kinds of things. And then there is 
Etsy, an online marketplace for 
handmade goods, from hand-
knitted scarves to 3D-printed 
jewellery.

The ease with which designs for physical things can be shared digitally goes a long way towards 
explaining why the maker movement has already developed a strong culture—its third driver. “If 
you are not sharing your designs, you are doing it wrong,” says Bre Pettis, the chief executive of 
MakerBot. Physical space and tools are being shared, too, in the form of common workshops. 
Some 400 such “hacker spaces” already operate worldwide, according to Hackerspaces.org. Many 
are organised like artists’ collectives. At Noisebridge, a hacker space in San Francisco, even non-
members can come and tinker—as long as they comply with the group’s main rule: to be 
“excellent” to each other. “The internet is no substitute for a real community,” says Mitch Altman, 
a co-founder of Noisebridge.

This sort of thing makes the maker movement sound a lot like the digital equivalent of quilting 
bees. But it has already had a wider impact, mainly in schools in America. Many have discovered 
3D printers and Arduino boards—and are using them to make their science and technology 
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classes more hands-on again, and teach students to be producers as well as users of digital 
products.

All this will boost innovation, predicts Dale Dougherty, the founder of Make magazine, a central 
organ of the maker movement. Its tools and culture promote experimentation, collaboration and 
rapid improvement. Makers can play in niches that big firms ignore—though they are watching 
the maker movement and will borrow ideas from it, Mr Dougherty believes. The Maker Faire in 
New York was sponsored by technology companies including HP and Cognizant. Autodesk, which 
makes computer-aided design software, bought Instructables in August.

Firms may also copy some of the unusual business models that makers, often accidental 
entrepreneurs, have come up with. Arduino lets other firms copy its designs, for example, but 
charges them to use its logo. Quirky, an industrial design firm based in New York City, uses 
crowdsourcing to decide which products to make. MakieLab of London is developing a platform to 
allow toy shops or individuals to develop customised toys and have them printed. Venture 
capitalists are nosing around the field. In recent months Quirky raised $16m, MakerBot raised 
$10m and Shapeways, a firm that offers a 3D-printing service, received $5m.

The parallel with the hobbyist computer movement of the 1970s is striking. In both cases 
enthusiastic tinkerers, many on America’s West Coast, began playing with new technologies that 
had huge potential to disrupt business and society. Back then the machines manipulated bits; 
now the action is in atoms. This has prompted predictions of a new industrial revolution, in which 
more manufacturing is done by small firms or even by individuals. “The tools of factory 
production, from electronics assembly to 3D printing, are now available to individuals, in batches 
as small as a single unit,” writes Chris Anderson, the editor of Wired magazine.

It is easy to laugh at the idea that hobbyists with 3D printers will change the world. But the 
original industrial revolution grew out of piecework done at home, and look what became of the 
clunky computers of the 1970s. The maker movement is worth watching.
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Seeing more than meets the eye

Monitor
A classic invention
Multispectral imaging: A scanner that sees a wider range of colours than the 
human eye is unlocking previously illegible manuscripts

TECHNOLOGICAL spin-outs from universities are usually expected 
to emerge from the engineering department, the school of 
medicine or the faculty of physics. At Oxford, however, they like to 
do things differently. The latest invention to emerge from the 
dreaming spires of England’s oldest university is the brainchild not 
of any of these academic Johnny-come-latelies, but rather of a 
group who trace their origins to Oxford’s medieval foundation: its 
classicists.

The multispectral-imaging scanner developed in the faculty of 
classics by Dirk Obbink, a lecturer in papyrology and Greek 
literature, and Alexander Kovalchuk, a mathematician and 
physicist, is able to detect traces of faded or hidden inks and 
paints in historical manuscripts, expose forged documents and art 
works, and highlight forensic evidence such as fingerprints and 
stains from bodily fluids. It will soon be available commercially 
from a firm called Oxford Multi Spectral.

Multispectral imaging works by scanning objects at a series of 
specific frequencies both within and beyond the visible spectrum. It is able to highlight details 
human eyes cannot normally see, either because they are swamped by the signal from other 
visible frequencies, or because they are not detectable by the rod and cone cells of the retina.

Classicists at Oxford first deployed the technique in 1999, to examine papyri discovered in a villa 
that was buried by the eruption of Mount Vesuvius in 79AD. They then applied it to previously 
illegible manuscripts called the Oxyrhynchus papyri, which were discovered in an ancient rubbish 
dump in Egypt. Documents deciphered using it include an epic poem from the 7th century BC by 
Archilochos and parts of a lost tragedy by Sophocles that dates to the 5th century BC.

Over the past decade Dr Obbink, Dr Kovalchuk and their team have both improved the hardware 
of multispectral analysis (which was originally developed by America’s space agency, NASA), and 
written more sophisticated algorithms to analyse what is seen. To start with, they had to rely on 
a high-resolution camera mounted on a frame, and a series of filters attached to a rotating wheel, 
to create a set of single-frequency images from the same perspective, in order that they could be 
merged as desired.
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Now they have something that works like a flatbed document scanner, with a scanning head 
containing either six or 12 light-emitting diodes, each emitting light of a specific wavelength 
between 350 nanometres (ultraviolet) and 800 nanometres (infra-red). Each time the head 
moves across the instrument a different diode is switched on, and the results are recorded and 
fed into a computer.

Sometimes images taken at a specific frequency provide the best contrast. For example, iron-gall 
ink, commonly used on ancient documents, is transparent to infra-red light and most visible in 
the ultraviolet region of the spectrum. In other cases the clearest picture emerges by combining 
images from several frequencies. The iron-and-carbon-based ink used in one of the oldest 
Hebrew commentaries on the Old Testament is an example of this. Much of the book, which dates 
from the 10th century AD, was rendered illegible in the late 19th century by misguided academics 
who used shellac to varnish it. Combining data from different frequencies has highlighted the old 
ink and allowed the document to be read.

Besides looking at ancient scrolls, the multispectral scanner can compare things like bank notes 
and passports with reference documents of known provenance. Alternatively, as in the case of 
forensic evidence when the user does not know precisely what to expect, different combinations 
of frequencies can be examined to see if anything interesting emerges. As an added bonus, the 
new scanner also provides a novel retort to those who question the value of studying the classics 
in the modern world.
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Monitor
Return of the human computers
Technology and society: The old idea of human computers, who work together to 
perform tricky tasks, is making a comeback

IT WAS late summer 1937, and the 
recovery from the Depression had 
stalled. American government 
officials had stimulus money to 
spend but, with winter looming, 
there were few construction 
projects to fund. So the officials 
created office posts instead. One 
project was assigned to a floor of a 
dusty old New York industrial 
building, not far from Times 
Square. It would eventually house 
300 computers—humans, not 
machines.

The computers crunched through the calculations necessary to create mathematical tables, then 
an indispensable reference tool for many scientists. The calculations were complex and the 
computers, drawn largely from the ranks of New York’s poor, possessed only basic numeracy. So 
the mathematicians in charge of the project worked out how to break each calculation down into 
simple operations, the outcomes of which could be combined to give a final result.

It was a technique that had been employed for decades across America and Europe. The field of 
human computing even had its own journal and trade-union representation. Computing offices 
calculated ballistics trajectories, processed census statistics and charted the course of comets. 
They would continue to do so until the 1960s, when electronic computers became cheap enough 
to consign the profession to history.

Until recently, that is. Over the past few years, human computing has been reborn. The new 
generation of human computers carry out different tasks, but they mirror their predecessors in 
many other ways. They are being drafted in to perform tasks that computers cannot. They are 
employed in large numbers and are organised into streamlined workflows. And, as was the case 
in the age before electronic computers, their output is combined to generate results that could 
not easily be produced in any other way.

In one proof-of-principle experiment, published earlier this year, human computers were used to 
create encyclopedia entries. Like performing mathematical calculations, this is a skilled job, but 
one that can be broken down into simpler parts, such as initial research, writing and editing. 
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Aniket Kittur and colleagues at Carnegie Mellon University in Pittsburgh, Pennsylvania created 
software, known as CrowdForge, that manages the process. It hands out tasks to online workers, 
which it contacts via Mechanical Turk, an outsourcing website run by Amazon. The workers send 
their work back to CrowdForge, which combines their output to produce surprisingly readable 
results.

Several American start-ups are operating similar workflows. CastingWords breaks audio files 
down into five-minute segments and farms each out to a transcriber. Each transcription is 
automatically bounced back to other workers for checking and, once deemed good enough, an 
(electronic) computer combines the segments and returns the finished product to the customer. 
At CloudCrowd a similar system is used to co-ordinate teams of human translators. Others are 
combining human and artificial intelligences. An app called oMoby, produced by IQ Engines, can 
identify objects in images snapped by iPhone users. First it applies object-recognition software, 
which may not be able to cope if the lighting is poor or the image was captured from an unusual 
angle. When that happens, the image is sent to a human analyst. Either way, the user gets an 
answer in half a minute or so.

Much more is to come. In old-fashioned computing offices, workflows were co-ordinated by senior 
staff, often mathematicians, who had worked out how to deconstruct the complex calculations the 
computers were tackling. Now silicon foremen such as CrowdForge oversee human computers. 
These algorithms, which co-ordinate workers by plugging into Mechanical Turk and other online 
piecework platforms, are relatively new and are likely to get considerably more sophisticated. 
Researchers are, for example, creating software to make it easier to assign tasks to workers—or, 
to put it another way, to program humans.

Eric Horvitz, a researcher at Microsoft’s research labs in Redmond, Washington, has considered 
how such software could be put to use. He imagines a future in which algorithms co-ordinate an 
army of human workers, physical sensors and conventional computers. In the event of a child 
going missing, for example, an algorithm might assign some volunteers to search duties and ask 
others to examine CCTV footage for sightings. The system would also trawl local news reports for 
similar cases. These elements would be combined to create a cyborg detective.

This sounds terribly futuristic, and rather different to the pen-and-paper human computation of 
the 19th century. But David Alan Grier, a historian of computing at George Washington University 
in Washington, DC, thinks that the architects of the new systems could learn a lot by studying the 
old ones. He points out that Charles Babbage, the designer of an early mechanical computer, 
gave much thought to reducing the errors that human computers made. Babbage realised that 
duplicating tasks and comparing the results was not enough, because different workers tended to 
make the same mistakes. A better solution was to find different ways to perform the same 
calculation. If two methods produce the same answer, the result is much less likely to be flawed, 
Babbage reasoned.

There are many more such useful tips in the historical record, says Dr Grier. Human-computing 
pioneers also wrote a lot about how best to break a complex calculation into sub-tasks that are 
completely independent of each other, for example. “There are all sorts of hints in the old 
literature about what’s useful,” he says. He is often invited to human-computing conferences at 
which he likes to chide researchers for overlooking such lessons from this forgotten but intriguing 
early chapter of computer history.
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Monitor
Indolent or aggressive?
Medicine: A computerised pathologist that can outperform its human 
counterparts could transform the field of cancer diagnosis

LOOKING for needles in haystacks is boring. But computers do not 
get bored. Contracting out to machines the tedious business of 
assessing the dangerousness of cancer cells in histological 
microscope slides ought thus to be an obvious thing to do. 
Cervical-cancer smear tests aside, however, such electronic 
intrusions into the pathology laboratory are limited. Grading 
cancer cells into “indolent” and “aggressive”, and hazarding an 
opinion about whether they spell a treatable condition or an 
untreatable one, has remained the realm of the human expert.

But not for much longer, if Daphne Koller, a computer scientist at 
Stanford University, and her colleagues have their way. They 
recently reported in Science Translational Medicine that they have 
written a program which can distinguish between grades of breast
-cancer cell—and in a way that provides a more accurate 
prognosis than a human pathologist can.

Previous attempts to build a computerised pathologist of this sort 
required the designers to specify precisely which characteristics of 
the samples being examined were most important. For example, 
they would tell the computer to measure the three traits human pathologists use to determine a 
tumour’s grade: the percentage of its cells that are tubelike; the diversity of appearance of the 
cell nuclei; and the proportion of cancer cells undergoing division. However, people are excellent 
at pattern recognition and skilled pathologists rely not just on these relatively easy-to-describe 
traits, but also on less well-defined characteristics that years of experience have taught them are 
significant too. Restricting computerised pathologists to the well-characterised bits of the process 
therefore inevitably results in worse performance than that delivered by their human 
counterparts.

Dr Koller’s Computational Pathologist (C-Path), by contrast, lets the system work out for itself 
what the most important features of a tumour are. She and her colleagues started by setting 
down 6,642 characteristics the program might choose from when it assessed images of biopsies 
from breast-cancer patients, but did not tell it which to prefer. Some of the characteristics they 
offered were inherent to the cancer cells. Others were features of the surrounding “stromal” cells, 
which are not, themselves malignant, but act to support a tumour. And some were not features 
of individual cells at all but, rather, measured relations between cells (for example, the average 
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distance between cancer-cell nuclei) and the context cells found themselves in (for example, 
whether they occurred in large clusters or were frequently interspersed with stroma).

The program was initially trained and tested using 248 breast-cancer samples from the 
Netherlands Cancer Institute. It was fed with images of slides from these patients, together with 
information on how long each patient had survived after the sample in question had been taken. 
That done, the software was then tested using a second set of samples, this time from 286 breast
-cancer patients at Vancouver General Hospital. The system was able both to grade the slides and 
to predict, in a way that human pathologists could not, whether each patient would survive for 
five years after treatment.

When Dr Koller looked at which 11 features were the most robust predictors of survival, she 
discovered that only eight were characteristic of the tumour cells themselves. The other three 
were stromal characteristics. The fact that three stromal features were on the list suggests that 
the surrounding stroma influences whether or not a cancer progresses and kills the patient. That 
is important information because, hitherto, pathologists have focused on the cancer cells 
themselves and ignored the stroma. As well as outperforming human pathologists, it seems that 
C-Path can also teach them a thing or two about cancer biology.
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Monitor
Spotting the rot
Sensor technology: Ultrasound is being exploited in a novel way to monitor 
corrosion at rusty oil refineries more reliably

FOR the oil industry, with its sprawling and hazardous facilities, keeping on top of corrosion is a 
particularly difficult affair. Crude oil is full of corrosive chemicals and abrasive minerals, so 
damage to pipework is a constant risk. The consequences of failure, though, are serious. A hole 
in a corroded pipe can cause not only an unscheduled shutdown, costing millions of dollars, but 
also a grave risk to life, limb and the environment.

Oil men, then, should welcome an invention by Peter Cawley and his colleagues in the non-
destructive testing research group at Imperial College, London. They have devised an automatic 
way to monitor the integrity of pipelines, which they have just finished testing at some refineries 
belonging to BP, an oil giant. A company called Permasense has been set up to commercialise the 
idea.

At the moment, tracking corrosion means inspecting miles of pipes using ultrasonic scanners that 
measure the thickness of a pipe wall by timing the reflections of pulses of sound from its internal 
and external surfaces. This often requires the plant to be shut down, because some sections can 
be as hot as 600°C when a refinery is operating. At such temperatures it is not possible to attach 
scanners permanently to the pipes. That, combined with the difficulty of gaining safe access and 
the sheer number of places that have to be monitored, means the thickness of the walls of some 
pipes might be measured only once every four years or so. Wide (and costly) safety margins then 
have to be imposed to ensure there is no rapid deterioration.

Dr Cawley and his colleagues get round all this in a surprisingly simple way. Instead of attaching 
the scanners directly to the pipes, they mount them on the ends of strips of stainless steel about 
30cm long and bolt the other end of the strips to the pipe. Stainless steel is a poor conductor of 
heat. This keeps the scanner’s sensitive electronics cool. The trick (and the reason this has not 
been done before) is that these are not just ordinary strips of stainless steel; rather, they are 
specially shaped to act as waveguides.

This means they can convey ultrasound from a scanner to the surface of the pipe without the 
signal being degraded, and then back to the scanner for analysis. The scanners, which can run on 
the same battery for around five years, transmit their readings back to base every 12 hours, over 
a secure wireless network. This provides an up-to-date and accurate measurement (to within a 
tenth of a millimetre) of a pipe’s thicknesses.

Besides giving refinery operators more confidence in the safety of their plants—many of which 
are decades old—the new scanners should also give them more flexibility in their choice of crude 
oil, different types of which corrode pipes at different rates. Moreover, the technology has other 
applications, says Peter Collins, Permasense’s boss. It could be used in chemical plants, in 
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nuclear-power stations and, with satellite links to retrieve the data, on pipelines that traverse 
remote and hostile places. It will not stop the rot that bedevils the operators of industrial plants, 
but it should let those operators sleep more comfortably at night.
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Monitor
Sticky fingers
Materials science: Researchers have devised a nifty way to measure the 
properties of viscous fluids, such as tomato ketchup

IF YOU have ever given a bottle of tomato ketchup a good shake 
to make it pour more easily, then you have experimented with 
rheology. This is the study of how materials flow, and it considers 
the many elements which give a liquid its overall viscosity. 
Shaking ketchup invokes one of those elements: shear thinning. 
This reduces a liquid’s reluctance to flow, or viscosity, by forcing 
the layers within it to separate, suddenly making it runny.

If you want to make the perfect ketchup, therefore, rheology is 
important. Measuring what is going on in a ketchup factory can, 
however, be hard. As a result, manufacturing difficulties may not 
be detected quickly. But Julia Rees, Will Zimmerman and Hemaka 
Bandulasena of the University of Sheffield in England, are riding to 
the rescue. They have invented a small, cheap device which—when combined with some clever 
mathematics—can measure viscosity-changing phenomena such as shearing. Moreover, it can do 
so on the fly, rather than requiring samples to be taken off to a laboratory. If the sauce coming 
out of a factory does not have the requisite gloopiness, that can then be detected immediately.

The new rheometer—described in a recent edition of Measurement Science and Technology—
contains a channel through which some of the ketchup (or any other material of interest) passes. 
This channel has a corner in it, and when the fluid turns this corner its velocity, pressure and 
shearing rate all change in ways that give away its rheological secrets. The changes in question 
are mapped using a technique called micron-resolution particle-image velocimetry, which seeds 
the fluid with tiny particles and follows their progress with a digital camera.

All of which is not too hard, using modern technology. The trick is how you interpret what you 
see. What Dr Rees, Dr Zimmerman and Dr Bandulasena (or, rather, their computers) do is to 
take the equations that describe rheology, feed in the observed behaviour and then crunch 
through the possibilities to determine what combination of rheological properties would actually 
result in that behaviour. This, in turn, reveals the probable physical characteristics of the fluid, 
including those that are not immediately obvious—and thus whether it is being turned out 
according to spec.

It seems to work. So far, results from experiments using test liquids such as ketchup and 
mayonnaise have correlated well with those obtained using conventional equipment in the 
university’s chemistry department. Moreover, if the new device were deployed in a real factory, it 
would always be dealing with the same substance. There would then be no need for a general-
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purpose algorithm to do the calculation, and the task of working out what was going on could 
instead be handled by a simple processor built into the rheometer itself.

Nor is the technique restricted to industrial applications. One rheometer made by the three 
researchers had a test channel the width of a human hair. This has attracted interest from 
biologists who study fluids such as blood and lymph. The researchers are now looking for 
industrial partners to carry out further tests. What their invention is not yet able to offer, though, 
is a way to get the last bit of ketchup out of the bottle.
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And the winners were…
Innovation awards: Our annual prizes recognise successful innovators in eight 
categories. Here are this year’s winners

THIS newspaper was established in 
1843 to take part in “a severe 
contest between intelligence, which 
presses forward, and an unworthy, 
timid ignorance obstructing our 
progress.” One of the chief ways in 
which intelligence presses forward 
is through innovation, which is now 
recognised as one of the most 
important contributors to economic 
growth. Innovation, in turn, 
depends on the creative individuals 
who dream up new ideas and turn 
them into reality.

The Economist recognises these talented people through its annual Innovation Awards, presented 
in eight fields: bioscience, computing and telecommunications, energy and the environment, 
social and economic innovation, business-process innovation, consumer products, a flexible “no 
boundaries” category, and the corporate use of innovation. This year we also asked readers to 
vote on which of our previous winners was the greatest innovator. The awards were presented by 
John Micklethwait, the editor-in-chief of The Economist, at a ceremony at the Science Museum in 
London on October 20th. And the winners were:

• Bioscience: Robert Langer of the Massachusetts Institute of Technology, a prolific biomedical 
engineer, for his pioneering work on controlled-release drug delivery and tissue 
engineering, which has benefited tens of millions of people.

• Business process: Devi Shetty of Narayana Hrudayalaya Hospital in Bangalore, for reducing 
health-care costs using mass-production techniques. His hospital performs more heart 
operations at a lower cost and a lower mortality rate than leading American hospitals.

• Computing and telecommunications: Paul Buchheit of Y Combinator, who created Gmail, a 
popular webmail service, and AdSense, an advertising platform, while working at Google. The 
internet giant’s 23rd employee, he also coined its mantra, “Don’t be evil”.
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• Consumer products: Jeff Bezos of Amazon.com and Gregg Zehr of Lab126 for creating the 
Kindle e-book reader. Launched in 2007, its striking design and innovative new business model 
sparked mass adoption of e-readers.

• Energy and the environment: Chetan Maini of Mahindra Reva Electric Vehicles for building 
affordable, mass-produced electric cars. The REVAi, known as the G-Wiz in some markets, is 
sold in more than 20 countries and has accumulated more passenger miles than any other model 
of electric car since its 2001 launch.

• No boundaries: Jessica Jackley and Matt Flannery, co-founders of Kiva, for pioneering web-
based, peer-to-peer microlending. Since 2005 Kiva has facilitated more than 343,000 loans 
worth a total of $261m, mostly to borrowers in the developing world.

• Social and economic innovation: Marc Koska of SafePoint Trust, for inventing the K1 auto-
disposable syringe that cannot be reused, thus preventing infection from spreading. Since 2001 
the K1 has prevented an estimated 10m infections and saved more than 5m lives.

• Corporate use of innovation: Amazon.com, the leading online retailer. Originally an internet 
bookstore, Amazon now sells almost everything, has diversified into providing on-demand 
computing and storage, and catalysed a new market for e-books and e-readers.

• Anniversary award: To mark the tenth anniversary of our awards, we asked our readers to 
choose which of our previous winners was the most significant innovator of the decade. The 
winner was Steve Jobs of Apple, who died in October.

And thank you…

We extend our congratulations to the winners and our thanks to the judges: Noha Adly, professor 
of computer science, Alexandria University and deputy head of ICT sector, Bibliotheca 
Alexandrina; Robin Bew, editorial director, Economist Intelligence Unit; Hermes Chan, co-founder 
and chief executive, MedMira; Martin Cooper, chairman and chief executive, ArrayComm; George 
Craford, chief technology officer, Philips Lumileds; Hernando de Soto, chairman, Institute for 
Liberty and Democracy; Rodney Ferguson, managing director, Panorama Capital; Nancy Floyd, 
founder and managing director, Nth Power; Mikkel Vestergaard Frandsen, chief executive, 
Vestergaard Frandsen; Janus Friis, co-founder, Atomico; François Grey, visiting professor of 
physics, Tsinghua University; Robert Guest, business editor, The Economist; Vic Hayes, senior 
research fellow, Delft University of Technology; Mo Ibrahim, founder, Mo Ibrahim Foundation; 
Raghunath Anant Mashelkar, president, Global Research Alliance, India; Yoichiro Matsumoto, 
professor and dean of engineering, University of Tokyo; Julie Meyer, founder and chief executive, 
Ariadne Capital; Oliver Morton, briefings editor, The Economist; Andrew Odlyzko, professor of 
mathematics, University of Minnesota; Andrea Pfeifer, chief executive, AC Immune; Sam Pitroda, 
chairman, National Knowledge Commission, India; Navi Radjou, fellow, Centre for India & Global 
Business, Judge Business School, University of Cambridge; Lesa Roe, director, Langley Research 
Centre, NASA; Paul Saffo, technology forecaster; Syl Saller, global innovation director, Diageo; 
Jerry Simmons, director, energy frontier research, Sandia National Laboratories; Tom Standage, 
digital editor and Technology Quarterly editor, The Economist (chairman); Vijay Vaitheeswaran, 
global correspondent, The Economist; Huanming Yuang, director, Beijing Genomics Institute. The 
judging process was run by John Eckhouse of Modern Media.
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Difference engine
The devil in the details
Consumer electronics: Changes in technology mean that choosing a big-screen 
television has become more complicated than ever. Should you pay extra for 
1080p resolution, LED backlighting or 3D? We crunch the numbers

IF YOU have not gone shopping for a new television set for quite a 
while, enough has changed to require some serious thought. So 
before splurging on a new high-definition television (HDTV) set, it 
is worth considering which features make sense and which do not.

Start with the viewing angles available in the room that will be 
used. THX, a technical standards-setter for the video and audio 
industries, requires the back row of seats in a home theatre to 
have at least a 26° viewing angle from one edge of the screen to 
the other. Seats nearest the screen should have a viewing angle of 
no more than 36°. These subtended angles correspond to a 
viewing distance of roughly 2.2 times the screen width at the back 
row of the seating, down to 1.5 times the screen width at the 
front. Within these limits, viewers should be able to enjoy the 
most immersive experience.

The question, then, is how to relate viewing distance to a person’s visual acuity. In other words, 
what is the maximum distance beyond which some picture detail is lost because of the eye’s 
limitations? Visual acuity indicates the angular size of the smallest detail a person’s visual system 
can resolve. Saying that someone has 20/20 vision (6/6 in metric terms) means that they can 
resolve a spatial pattern (a letter of the alphabet, say) in which each element subtends an angle 
of one minute of arc when viewed from a distance of 20 feet (six metres).

In other words, a person with 20/20 sight should, in normal lighting conditions, be able to 
identify two points that are 0.07 of an inch (1.77mm) apart from a distance of 20 feet. Twenty 
feet is taken because, as far as the eye is concerned, it is in effect infinity. Beyond this distance, 
some of the detail in the picture can no longer be resolved by the conical receptor cells in the 
retina of the eye. It will simply blend into the background instead of being seen as a distinct 
feature. Thus, it is a waste to make individual pixels—the tiniest elements in a display—smaller 
than 1.77mm across when viewed from 20 feet.

The problem with viewing images on a television screen—especially the “progressively scanned” 
1080p HDTV sets in use today—is that most people sit too far back. At the typical distance of 
nine feet, a 1080p HDTV set (with a screen 1,920 pixels wide and 1,080 pixels high) needs to be 
at least 69 inches across (measured diagonally) if viewers are to see all the detail it offers. To see 
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all the detail on a 32-inch set with 1080p resolution means sitting a little over four feet from the 
screen—great for video-gaming on your own, but hardly conducive to communal viewing.

In other words, viewers are not enjoying the full benefits of the higher pixel count of 1080p 
televisions if they sit any further back than 1.8 times the screen width. At a distance of 2.7 times 
the screen width, they might as well buy a cheaper 720p set, as the eye cannot resolve the finer 
detail of a 1080p screen at that distance.

The next choice that must be made is between plasma display, liquid-crystal display (LCD) or the 
latest light-emitting diode (LED) variety. Plasmas, with their rapid switching and deep blacks, 
have long been the favourite for sports fans and movie buffs. Apart from their lack of blur and 
judder when tracking fast-moving objects and their freedom from wishy-washy greys, they can 
be viewed from wider angles than LCDs without the picture changing colour. But plasmas have 
lately fallen out of favour because they are bulkier and more power-hungry.

To lick the LCD’s motion problems, manufacturers have developed special circuitry to predict and 
compensate for any rapid movement within a scene. This increases the screen’s frame rate from 
the 60 hertz (Hz) of conventional television to 120Hz and even 240Hz. A few manufacturers have 
begun offering sets with refresh rates of up to 480Hz, with 960Hz on the horizon. Unfortunately, 
the motion-compensating circuitry can make filmed content look like a cheap video—a glitch 
known in the trade as the “soap-opera effect”. The source of the problem is the way film shot at 
24 frames a second has to adjust to the television’s much higher refresh rate of 60, 120 or even 
240 frames a second.

One way of doing this is to analyse first one frame of film and then the next, and calculate an 
average of the two. This interpolated frame is inserted between the first and second frames, and 
the process repeated for each successive frame of the film. The interpolation process is good at 
removing blur and judder, but it can make the motion appear unnaturally smooth and 
disconcerting. Be warned: 240Hz sets are the worst offenders. For sports fans in particular, this 
gives plasma the edge.

Lastly, there are the LED sets. These are simply LCD televisions that use LEDs for backlighting 
instead of the usual fluorescent tubes. The LEDs can be either along the edges of the screen or 
spread as an array behind the whole of the display. Edge-lit displays have problems with 
uniformity of brightness, as well as a limited viewing angle. Apart from giving more uniform 
brightness, a full array of LED backlights allows the screen to be dimmed selectively in places 
where a scene needs to be dark. The effect is to make the LCD’s blacks appear almost as dense 
as a plasma’s. Only top-of-the-range LCD sets from Sharp and Sony currently have this feature. 
Expect to pay dearly for it.

2D or not 2D, that is the question

So, what to choose? All things being equal, plasma televisions are about two-thirds the price of 
their LCD equivalents, which are themselves up to a third cheaper than LED sets. Meanwhile, the 
premium that 3D sets once commanded has all but vanished. They are now worth buying, not so 
much for their ability to show 3D content, but because they display 2D even better than 
conventional plasma or LCD sets. 3D sets have special features to reduce “ghosting” in the image 
and maximise the 3D effect—and this ensures sharper 2D images, too. Happy viewing.
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Seasteading
Cities on the ocean
Seasteading: Libertarians dream of creating self-ruling floating cities. But can 
the many obstacles, not least the engineering ones, be overcome?

THE Pilgrims who set out from 
England on the Mayflower to 
escape an intolerant, over-mighty 
government and build a new 
society were lucky to find plenty of 
land in the New World on which to 
build it. Some modern libertarians, 
such as Peter Thiel, one of the 
founders of PayPal, dream of 
setting sail once more to found 
colonies of like-minded souls. By 
now, however, all the land on Earth 
has been claimed by the 
governments they seek to escape. So, they conclude, they must build new cities on the high 
seas, known as seasteads.

It is not a completely crazy idea: large maritime structures that resemble seasteads already 
exist, after all. Giant cruise liners host thousands of guests on lengthy voyages in luxurious 
surroundings. Offshore oil platforms provide floating accommodation for hundreds of workers 
amid harsh weather and high waves. Then there is the Principality of Sealand, a concrete sea fort 
constructed off Britain’s coast during the second world war. It is now occupied by a family who 
have fought various lawsuits to try to get it recognised as a sovereign state.

Each of these examples, however, falls some way short of the permanent, self-governing and 
radically innovative ocean-based colonies imagined by the seasteaders. To realise their dream 
they must overcome some tricky technical, legal and cultural problems. They must work out how 
to build seasteads in the first place; find a way to escape the legal shackles of sovereign states; 
and give people sufficient reason to move in. With financing from Mr Thiel and others, a think-
tank called the Seasteading Institute (TSI) has been sponsoring studies on possible plans for 
ocean-based structures and on the legal and financial questions they raise. And although true 
seasteads may still be a distant dream, the seasteading movement is producing some novel ideas 
for ocean-based businesses that could act as stepping stones towards their ultimate goal.

Floating some ideas

Seastead designs tend to fall into one of three categories: ship-shaped structures, barge-like 
structures based on floating pontoons and platforms mounted on semi-submersible columns, like 



Enthusiasts have proposed a wide range of designs for seasteads

offshore oil installations. Over-ordering by cruise lines means there are plenty of big, second-
hand liners going cheap. Ship-shaped structures can pack in more apartments and office space 
for a given cost than the other two types of design, but they have a big drawback: their tendency 
to roll in choppy seas. Cruise ships can sail around storms, but static seasteads need to be able 
to ride them out. And the stabilisers on big cruisers only work in moderate seas and when the 
ship is moving.

Pontoon-type structures, or giant 
barges, are the cheapest of the 
three options, but they are even 
more vulnerable than ships to 
choppy seas. Shipbuilders like 
Mitsubishi Heavy Industries of 
Japan have proposed various 
designs for floating cities based on 
massive “mega-float” pontoons, 
with skyscrapers towering above 
the waterline. But these would only 
work in calm, shallow waters—and 
these tend to be within land-based 
governments’ territorial limits. 
George Petrie, a former professor 
of naval architecture at the Webb 
Institute in New York state who is 
writing a series of technical papers 
for TSI, has calculated that even in 
a relatively benign stretch of water 
off Hawaii, such structures would 
leave their residents pretty groggy 
much of the time.

As oil companies drilling in ever 
deeper waters have demonstrated, 
structures built on floating columns 
are the most rugged, though they 
are more expensive than ship- or pontoon-type vessels. The shipbuilding industry has plenty of 
experience in making them, but the expectations of comfort among the permanent residents of a 
seastead will be much greater than on an oil platform, where workers are paid well for short tours 
of duty in relative discomfort. Even in placid weather, floating-column structures bob up and 
down as the sea heaves beneath them, which can make people seasick. To prevent the vessel 
from drifting due to currents and winds, seasteads may need dynamic-positioning thrusters, but 
these would increase costs. In waters less than 1,800 metres deep, Mr Petrie calculates, a 
cheaper option would be to moor the platform to the seabed. As it happens, there are a number 
of barely submerged islands off the coast of California, the location of preference for early 
seasteaders. Alas, they tend to be volcanoes.

Even once a viable blueprint for the structure of a seastead is produced, the technical challenges 
are not over. The more it relies on land-based supplies of fuel and water, the harder it will be to 
achieve the libertarian dream of escaping the evil ways of existing governments. At sea there is 
plenty of wind and wave energy, and occasionally sunshine, but building renewable-energy 
systems that can survive harsh ocean conditions is even harder and more costly than designing 
land-based ones. Another problem is communication. Satellite-based connections are slow and 
expensive. Laying a fibre-optic cable would be difficult. A point-to-point laser or microwave link 



“The ideal builders 
of seasteads may 
not be small 
groups of 
innovators, but 
giant engineering 
firms.”

might work, suggests Michael Keenan, the president of TSI. But that would rely on a land-based 
transmitting station, again making the seastead reliant on landlubbers.

The long arm of the law

The technical challenges are daunting enough. The legal questions that seasteads would face are 
no less tricky, and call into question whether it would really be possible to create genuinely self-
governing mini-states on the oceans. Until seasteaders are ready to cut their ties with the land 
altogether, they will want to build their colonies not much more than 12 nautical miles (22km) 
offshore—the limit of countries’ territorial waters—otherwise travelling to and from the seastead 
will take too long. But the laws of the sea give countries powers to enforce some criminal laws up 
to 24 nautical miles out and to regulate some economic activities in a 200-mile “exclusive 
economic zone”. Ships are granted exemptions, but a seastead tethered to the seabed would not 
qualify.

Some countries (notably America) assert the right to extend their jurisdictions, in matters 
affecting their citizens, across the entire planet. And like any other seagoing structure, a seastead 
would be obliged to register with a “flag state”, to whose maritime laws it would be subject. 
Some flag states are lax about enforcement but if, say, America disapproved of the goings-on 
aboard a seastead, it could lean on such states to get tough—and offer enforcement on their 
behalf. In the 1960s Britain’s government shut down pirate-radio ships not by sending the navy 
to attack them but by banning British suppliers and advertisers from doing business with them.

In all, the leaders of the seasteading movement concede that they will have to avoid getting into 
anything too provocative—drugs, pornography or money-laundering, for example. As for taxes, 
America already demands that its citizens pay income tax even when they are living abroad—and 
that would include living on a seastead. There is nothing to stop other countries following suit and 
indeed getting extraterritorial about other taxes too. Until seasteaders are able to bank their 
money with independent, ocean-going financial institutions, they may not be able to escape the 
taxman’s clutches.

And escaping the taxman may not, in any case, be enough of an 
incentive to lure residents to a seastead. Despite their stated 
preferences even libertarians, it seems, prefer to live in over-regulated, 
high-tax places like London and New York. Mr Keenan notes ruefully that 
the Free State Project, a scheme started ten years ago to get 20,000 
people to move to New Hampshire and vote in a libertarian local 
government, has had little success so far. Unless a seastead were the 
size of Manhattan its citizens would have to forgo the cultural life, the 
parks and the wide choice of shopping and restaurants offered by large 
cities. The most realistic designs produced so far would reduce residents to living in cabins that, 
however sumptuously kitted out, would be little bigger than a typical millionaire libertarian’s 
bathroom.

Some seasteaders think the way forward is to build less ambitious offshore communities to 
demonstrate the potential of the idea. By basing themselves just outside countries’ territorial 
waters to avoid some of their laws, floating habitats could show land-based governments how 
such things as low taxes, light regulation and free access for foreign workers can produce wealth 
without ill effects. Such ocean-based businesses could be a step on the way to true seasteads.

Stepping stones to a seastead

In 2010 a group of marine engineers produced a detailed design study for the ClubStead—a 
floating resort city which would sit perhaps 100 nautical miles off the Californian coast, with 70 
staff and 200 guests. It would combine the comforts of a cruise ship with the resistance to wind 
and waves of an oil platform, which its design closely resembles. Seven storeys of buildings 



How the ClubStead might look

would be cantilevered off the columns and, in an idea borrowed from bridge design, its extensive 
open decks are slung from cables. There would be solar panels (and gardens) on the roofs of 
these buildings, but the ClubStead would also rely on diesel power. It would make its own fresh 
water from seawater and have two helipads and a dock for boats.

The ClubStead design study 
includes a lot of detailed work on 
wind and wave resistance, 
construction methods, and so on. 
But its authors admit that much 
more would need to be done to 
produce a full blueprint ready for a 
shipyard to start building it. Nigel 
Barltrop, professor of naval 
architecture at Strathclyde 
University in Scotland, says he has 
“little doubt that you can do 
something like this and make it 
work”. But he thinks the structure 
may need further reinforcement to prevent fatigue—think of all of those metal joints constantly 
creaking in the waves. Otherwise the result could be a disaster like the collapse in 1980 of the 
Alexander Kielland, a floating accommodation block for North Sea oil workers, which broke apart 
and capsized, killing 123 people.

Besides its moderately spacious apartments, the ClubStead would have room for either a casino 
resort or a “medical tourism” centre. Many of the staff could be non-Americans who would 
otherwise struggle to get visas. They could spend most of the time aboard, taking occasional 
shore leave on tourist visas. The designers reckon it would cost $114m—less than some land-
based luxury hotels—of which the biggest item is constructing and kitting out the apartments, at 
just under $50m. Running costs would be $3.4m a year.

A breakaway group from TSI is working on a simpler and cheaper idea called Blueseed. The idea 
is to convert a cruise liner into an offshore “incubator” for small, high-tech start-ups and position 
it just outside American territorial waters off California. The attraction for the start-ups is that 
they would be able to hire foreign engineers and scientists without the hassle of getting work 
visas for them.

Dario Mutabdzija of Blueseed says chartering and adapting a cruise ship should cost $15m-50m, 
depending on its size, and the combined rent for a tenant’s living quarters and office space might 
be around $2,000 a month, comparable with costs in Silicon Valley. So far the project is at the 
seed-capital stage, working to overcome venture capitalists’ doubts about getting involved in 
something subject to maritime law, an unfamiliar matter. Another problem, Mr Mutabdzija 
admits, is that it is unclear how American officials will choose to interpret the complex and 
vaguely worded immigration laws. He hopes that they will “just leave us alone for a while and see 
how it goes”.

If the sort of “just-offshoring” approach of the ClubStead and Blueseed projects can prove itself, 
it might be attractive for several industries in which large revenues are generated by relatively 
small numbers of skilled people, and which are subject to onerous taxes or regulation. Financial 
trading, gambling and cosmetic surgery are obvious candidates. Private hospitals could provide 
new treatments that have been approved by other countries but not by America’s sluggish 
regulators.

Rather than deciding in advance which line of business will be a seastead’s livelihood, Mr Petrie 
has a more Darwinian idea, one that libertarians should warm to: create a large expanse of 
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floating “land” in mid-ocean and rent it out to whoever wants it. Individual homes and business 
premises would be winched aboard on cranes and bolted down. If their owners don’t pay the rent, 
they could be lifted out and replaced. The seastead thus “evolves and finds its way”, says Mr 
Petrie. He has set himself the objective of making the cost of living on a seastead not much more 
than the average for upper-middle-income housing in a typical American city.

Linguists quip that a dialect is a language without an army and a navy to enforce its status. 
Theologians likewise say that a cult is simply a church that lacks political clout. Seasteads may 
end up as wannabe sovereign states without the means to defend their autonomy against land-
based governments. The first ones to overcome the many technical challenges, raise the money 
to construct their vessels and set out for the open seas will be quite dependent on terrestrial 
authorities’ goodwill. But countries short of available land, or whose leaders are struggling to 
pass liberalising reforms against resistance from vested interests, may tolerate limited 
experiments in low-tax, rule-free self-government. So the seasteaders may be in with a chance.

Who will jump in first?

Given the huge costs and risks involved, perhaps the ideal builders of seasteads will not be small 
groups of innovators like the Blueseed team, but giant engineering firms such as Mitsubishi, 
India’s Tata group or Samsung of South Korea. Indeed, as Mr Keenan notes, the most viable 
political model for a seastead may not be a libertarian democracy but an enlightened corporate 
dictatorship.

Sceptics will say that floating pies in the sky are more likely to materialise than floating cities on 
the oceans. But the seasteaders are undeterred. Nobody anticipated the immense variety of uses 
that would be dreamed up for the internet, Mr Keenan observes, and the same may apply to the 
idea of creating colonies on the high seas. As Mr Petrie puts it: “All that is lacking is for the first 
one to go into the water and say, ‘Hey, come on in, the water’s fine.’”



World politics Business & finance Economics Science & technology Culture The World in 2012 Blogs Debate Multimedia Print edition

All Science & technology Technology Quarterly

Dec 3rd 2011 | from the print edition 

Breaching the body's defences
Getting past the guards
Medicine: Researchers are developing a range of cunning techniques to smuggle 
drugs past the body’s natural defences

BY ACCIDENT and by design, 
human bodies are hard to break 
into. They are surrounded by 
defensive walls (the skin, the lining 
of the gut, the barrier between the 
bloodstream and the brain), 
patrolled by sentries (the cells and 
antibodies of the immune system) 
and filled with mazes, such as the 
intricate network of blood 
capillaries that connects the 
arteries to the veins, delivering 
food and oxygen to cells as it does 
so.

In a healthy body, all these things are good. But they can be obstructions to the treatment of an 
unhealthy one. The glamour of medical science tends to surround the process of devising and 
testing new therapies. But a therapy is worthless if it cannot be delivered. Researchers must 
therefore deal with the obstructions that evolution—unable to anticipate the advances medicine 
has made in recent years—has placed in the way of administering the therapies they have 
devised.

One of the greatest advances of the “heroic” side of medicine over the past few decades has been 
transplant surgery. Some 70,000 lives are saved every year by kidney transplants, and 30,000 
others by heart, lung, liver and pancreas transplants. But recipients of such new organs have to 
pay a price. They must take drugs which suppress the activity of their immune systems—and 
thus their propensity to reject foreign tissues. Although these drugs keep them alive, they open 
their bodies to infection. A better way of subverting the defences put up by the immune system 
would thus be welcome.

Joseph Wu and Jeremy Pearl of Stanford University think they have come up with one. Past work 
on immune rejection has shown that a group of immune-system cells called T cells play a crucial 
role in alerting the immune system to the presence of transplanted organs in the first place. 
Using this insight, Dr Wu and Mr Pearl focused their attention on disrupting T-cell activity.

Disabling the sentries



“Defences protect 
a healthy body. 
But they can be 
obstructions to the 
treatment of an 
unhealthy one.”

For a T cell to become active, it must receive signals from another part of the immune system 
called an antigen-presenting cell. Antigen-presenting cells collect fragments of proteins from 
foreign bodies (normally pathogens, such as viruses and bacteria, but also transplanted organs) 
and show these to T cells, in order to tell them what to attack. However, before the alarm can be 
sounded in this way, proteins on the surface of the antigen-presenting cell and the T cell must 
bind together in what is called a cellular handshake.

Dr Wu and Mr Pearl realised that if they could stop the handshake happening, they would have a 
way of dampening the immune system’s ability to detect transplanted organs. To do this, they 
used antibodies designed to bind to and thus decommission the molecules on T cells that are 
used to shake hands with antigen-presenting cells.

To test the effectiveness of these antibodies, the two researchers injected cells that belonged to 
one genetic population of mice into the leg muscles of mice from a different genetic population. 
The injected cells were genetically engineered to glow when exposed to ultraviolet light, for ease 
of detection.

In theory, the immune systems of the recipients should have rejected the transplanted cells, and 
among mice that were not treated with the antibodies this was indeed exactly what happened. 
However, the injected cells remained healthy in animals that were treated with the antibodies, 
and three months after drug treatment had ended these transplanted cells were even found to be 
replicating in some of the animals. Most importantly, when the drug-treated mice were later 
presented with other types of foreign material their immune systems responded rapidly. They had 
not, in other words, been permanently damaged by the antibody treatment.

Having proved that the technique works in mice, Dr Wu and Mr Pearl have now moved on to 
monkeys. If those tests go well, human trials should follow. But many mysteries remain. The 
biggest is why the new technique is able to make T cells unresponsive to just the specific tissues 
that are initially transplanted. For reasons that are not yet clear, when the T-cell-presenting 
system is reactivated by the gradual disappearance of the antibodies, it no longer seems to 
perceive the transplanted tissue as foreign. A lucky break, then, that may make organ 
transplants easier to carry out. However, tinkering with T-cell function is only a small part of what 
is being done to overcome the body’s often-cursed refusal to be medicated. Doctors are also 
working to devise ways to smuggle drugs into the brain.

Are you member of the club?

In the early 20th century researchers realised that although simple injections into the 
bloodstream could get drugs to most parts of the body, the brain was almost always an 
exception. This led to discussion of the idea that the brain is protected in a special way and to the 
discovery of what is known today as the blood-brain barrier.

This barrier is the result of unusually tight junctions between the cells lining those blood vessels 
(particularly the capillaries) that run through the brain. Its role is to be exceedingly picky about 
what it lets through. Glucose and oxygen are permitted to pass quickly and easily, as are a 
handful of other proteins that are found on the barrier’s exclusive members’ list. Just about 
everything else, though, including the active ingredients of most medicines, is prohibited from 
entering.

William Pardridge, an endocrinologist at the University of California, Los 
Angeles, is trying to change that. He has spent years developing ways to 
breach the barrier so that medicines can be carried through it. His latest 
attempt is intended to provide protection against the damage caused by 
strokes.

In normal circumstances, when a stroke takes place, the flow of blood to 
a particular section of the brain is cut off. Starved of glucose and 



oxygen, brain cells in this section die, and that part of the brain stops working. In recent years, 
however, a protein called erythropoietin has been found to behave in a protective manner 
towards brain cells that have been cut off from blood flow. Exactly what it does is something of a 
mystery, but the result of its presence near brain cells that have been temporarily denied 
nutrients is that far fewer of them die.

Unfortunately, erythropoietin is not on the blood-brain barrier’s membership list, so it has been 
impossible for doctors to use it as a drug to help stroke patients. Dr Pardridge and his colleagues 
have therefore been looking for a way to disguise it as a trusted member of the club, to enable it 
to gain admission to the brain.

They have looked at a number of proteins that are on the list and tried to identify one that they 
can attach erythropoietin to. And they think they have succeeded. They found what they were 
looking for in the form of an antibody to a substance called insulin-receptor protein. This is a 
chain-like molecule that has a cluster of atoms, called a carboxyl group, at one end of the chain. 
The researchers found that they could attach erythropoietin to the carboxyl group, and thus to 
the antibody.

And it works—in monkeys, at least. In a study on macaques, half were given erythropoietin on its 
own and half were given it attached to the antibody. Erythropoietin on its own could not, as 
expected, enter the monkeys’ brains. When attached to the antibody, however, it was able to 
cross the blood-brain barrier and get to the cells that would need it in the event of a stroke.

Squeezing through the cracks

The blood-brain barrier, of course, is a deliberate defence, honed by millions of years of 
evolution. Some of the body’s obstructions to treatment, however, are just accidents. Many 
drugs, for example, are not properly soluble, and tend to travel round as lumps of molecules. 
Such lumps are frequently too large to squeeze through the blood capillaries that carry food and 
oxygen into tissues, and carbon dioxide and other waste products out of them.

This is particularly true of a number of anticancer drugs, including paclitaxel, camptothecin, 
resveratrol and tamoxifen. When these drugs are crushed and mixed with liquids, they often form 
clumps inside blood vessels. This clumping tendency forces doctors to keep doses lower than 
would otherwise be desirable, to prevent a blockage from forming.

Yuri Lvov, a chemist at Louisiana 
Tech University, and Vladimir 
Torchilin, a pharmacist at 
Northeastern University in Boston, 
think they have found a way round 
this. They blast the drugs into 
small pieces with sound waves, 
then wrap the pieces up in 
chemical blankets so that they 
cannot reform into larger lumps.

The two researchers, along with a 
team of colleagues, took powdered 
paclitaxel, camptothecin, 
resveratrol and tamoxifen and put them in water. They then blasted each mixture with powerful 
sound waves for up to an hour, to break the drugs up into tiny bits. At the beginning of this 
process, the drugs were mixed with a solution of positively charged polymers that were expected 
to wrap around the smashed-up bits of drug and prevent them from reaggregating. Towards the 
end of the sonic battering, the researchers added a different set of polymers—negatively charged 
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ones. They hoped that these would interact with the positive polymers to form a stable shell. 
Sure enough, they did.

The upshot was to reduce the size of the drug particles as much as a thousandfold—from microns 
to nanometres across. They were then small enough to travel through the tiniest blood vessels in 
the body, and were thus able to penetrate to the very heart of a tumour. More importantly, the 
particles did not re-aggregate. Each was kept separate from the others inside its two-layered 
polymer bubble.

Initial tests on animals indicate that these bubbles (or nanocapsules, as the team calls them) are 
safe and effective. If human trials confirm this, it will allow doses of anticancer drugs to be 
optimised. And another barrier, both literal and metaphorical, to the effective treatment of 
disease will have been overcome.
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Inside story
Resistance is futile
Superconductors: A century after their discovery, superconductors are finally 
moving beyond scientific and medical uses and into power grids

IN 1908 a Dutch physicist, Heike 
Kamerlingh Onnes, cooled helium 
gas to below its boiling point of -
269°C, or just four degrees above 
absolute zero (4K). Three years 
later, exactly a century ago, he 
observed that when liquid helium 
was used to chill mercury, the 
metal’s electrical resistance 
suddenly vanished, allowing 
current to flow completely 
unobstructed. He had discovered 
superconductivity.

The implications seemed nothing short of revolutionary. Perfectly efficient electric cables, more 
powerful generators and motors, magnetic levitation and a host of other technological wonders 
beckoned. Since then most of those early hopes have been dashed. A hundred years on, 
superconductors have found widespread use in just one technology, magnetic resonance imaging 
(MRI), which lets doctors peer inside patients’ bodies. But this may be about to change, as 
materials which retain their remarkable properties at higher temperatures start to be put to work 
where Kamerlingh Onnes thought they belonged from the start: in generating and transmitting 
electricity without resistance.

Electrical resistance arises when the free electrons passing through the rigid ionic lattice of a 
metal occasionally bump into its constituent ions. The collision transfers energy from the electron 
to the ion, which starts vibrating more vigorously as a result. In other words, some electrical 
energy is lost as heat (since the temperature of a substance is a measure of how furiously its 
atoms are vibrating).

In 1956 Leon Cooper, an American physicist, figured out that electrons in a superconductor avoid 
this fate by overcoming their mutual repulsion and pairing up. As a negatively charged electron 
passes through a lattice, the ions along its path feel a slight attractive force and stray as far into 
the electron’s wake as the lattice structure lets them. This distorts the lattice, creating a 
concentration of positive charge. Other electrons zipping along in the vicinity will then be drawn 
to this region and, as a result, towards the original electron.

Pair-shaped



Normally, the pull of one passing electron on another is drowned out by the ions’ own wriggling. 
Cool the metal down enough, though, and the wriggling becomes sufficiently weak for one 
electron’s gentle tug to be felt by another and for so-called Cooper pairs to form. Once paired, 
electrons stop behaving like ordinary particles of matter and, together with other similar pairs, 
enter a quantum state in which they become oblivious to the ions, and so lose no energy 
bumping into them. Current can then pass through the lattice without resistance.

The rub is that for Cooper pairs, cool enough means no more than 
about 30K, or -243°C. The only way to achieve temperatures this 
low involves the finicky and expensive process of liquefying 
helium. As a result, low-temperature superconductors are used 
only in devices where there is no substitute for their remarkable 
properties. In MRI a more powerful magnet results in a sharper 
image and a quicker scan. Helium-cooled superconducting coils, 
typically made of an alloy of niobium and titanium encased in 
copper cladding, create magnetic fields ten times stronger than 
similar-size permanent magnets can muster. That is worth paying 
for, which is why MRI makes up the bulk of the €4.5 billion ($6.1 
billion) global market for superconductors, according to the 
resolutely named Consortium of European Companies Determined 
to Use Superconductivity, or Conectus (see chart). Siemens, a 
German engineering giant and a leading maker of such devices, has seen demand for 
superconducting MRI machines grow at the expense of the non-superconducting sort.

Another niche where powerful superconducting magnets are indispensable is high-energy physics. 
The Large Hadron Collider (LHC), the world’s biggest particle accelerator, uses a staggering 1,200 
tonnes of superconducting wire, similar to the sort used in MRI, in order to speed protons up to 
within a whisker of the speed of light and to collide them inside vast detectors, themselves 
stuffed with several hundred tonnes of superconducting materials.

Helium-cooled superconductors like those found in MRI machines and the LHC cannot, however, 
compete with ordinary copper wire in more pedestrian applications, like transmission cables, 
where the advantages of superconductivity do not merit the enormous costs. But in 1986 Georg 
Bednorz and Alexander Müller, two researchers at IBM’s Zurich laboratory, discovered that an 
exotic ceramic material behaved like a superconductor at 35K. Because Dr Cooper’s pairing 
theory only works up to about 30K, some other, as yet unexplained mechanism must be at work. 
Dr Bednorz and Dr Müller’s discovery therefore provoked a flurry of research. Soon, physicists 
were cooking up ceramics that superconducted at around 90K. This may not sound all that balmy, 
but it is above 77K, the boiling point of nitrogen. Unlike helium, which is extracted from natural 
gas, nitrogen can be readily harvested from the air, and cooled for a fraction of the price.

Exactly how such high-temperature superconductors (HTSs) work remains a mystery, but that 
has not stopped engineers from trying to exploit them. On paper, HTSs offer many advantages 
over conventional copper wires. They can carry five to 20 times more current in the same unit 
area while reducing the amount of energy lost as heat by 75-97% (depending on whether the 
current is alternating or direct), even after accounting for all the nitrogen-cooling paraphernalia. 
Moreover, modern copper-based grid systems tend to be cooled already. This is done either with 
mineral oils, which present a fire hazard, or with sulphur hexafluoride, the most potent 
greenhouse gas. If nitrogen leaks out, by contrast, it simply boils off into the air from which it 
was originally extracted.

The reason HTSs have not taken hold is that brittle ceramics are incredibly tricky to spin into 
flexible wires, principally because their crystals need to be perfectly aligned in order for 
resistance to remain low. A decade ago, the only way to do this was to sprinkle the materials into 



Mostly MRI, so far

silver tubes, which were then pulled into thin filaments. The resulting wire was up to 80% silver. 
This was unsustainable even before silver prices went through the roof, says Jack McCall of AMSC 
(formerly American Superconductor), the world’s biggest producer of HTS wires.

In the past few years, however, producers have devised clever manufacturing techniques which 
use only a tenth as much silver as before. Nowadays AMSC starts by engraving a microscopic 
pattern onto a sheet of nickel-based metal, to align the crystals. Several buffer layers of non-
superconducting material are deposited on top to refine the pattern. Then a coat is applied of 
yttrium, barium and copper, the metallic elements of YBCO, today’s HTS recipe of choice, along 
with impurities just nanometres (billionths of a metre) across. These impurities help tame the 
magnetic fields caused by current inside the wire, increasing its capacity. A thin layer of silver 
comes next. Finally, the whole sandwich is heated in the presence of oxygen, which combines 
with the precursor metals into fully fledged YBCO.

Techniques like this have helped bring the price down by 90% 
from 1990s levels, though it remains ten times higher than that of 
an ordinary copper cable, which sells for $15-25 per kiloamp per 
metre, the industry’s preferred unit. But it is low enough to stoke 
interest.

New York state has long been at the forefront of HTS pilot 
projects, with one wrapped up in Albany, another currently 
running in Long Island and a third being rolled out in New York 
City. John Love of NYSERDA, an agency charged with revamping 
the state’s power infrastructure, explains that the penchant for 
superconductivity is born of necessity. New York’s dilapidated grid 
is struggling to keep up with growing demand for electricity from 
its large, densely populated urban areas. (The state can also tap 
the local technical nous of SuperPower, a maker of HTS wire, and 
Brookhaven National Laboratory.)

It is in crowded cities that superconducting cables are likely to 
take hold first, according to Mark Blamire, who studies 
superconductor technologies at Cambridge University. In such places, space to lay new cables is 
scarce and installing new capacity is constrained by regulations or landowners reluctant to see 
their backyards dug up. Simply rethreading existing infrastructure with superconducting wires 
could significantly increase the supply of electricity to power-hungry city dwellers.

Catching a second wind

In the longer term many in the industry are looking to the renewable-energy sector as a source 
of demand for their superconducting wares. Most wind and solar power will be generated in 
remote places far from where it is consumed. As these sources of power spread, which they are 
likely to given global commitments to cutting carbon emissions, the electricity they produce will 
need to be carried over vast distances where power losses due to residual resistance, as much as 
7-10% for conventional cables, begin to hurt.

HTSs have a role to play in generating electricity, not just transmitting it. Winding 
superconducting wires into coils would make it possible to build turbine units that are half the 
size and weight of conventional ones. According to America’s Department of Energy (DoE), a 
10% increase in tower height can increase a turbine’s energy output by a third. Lighter 
superconducting turbines could thus be perched atop higher towers while still being capable of 
generating tens of megawatts of electricity.

The principal engineering challenge in all HTS revolving devices, be they 
wind-turbines, steam generators or motors, is that they must be able to 



“Superconducting 
cables are likely to 
take hold first in 
crowded cities 
with little space 
for new cables.”

“Superconductors 
have a role to play 
in generating 
electricity, not just 
transmitting it.”

withstand forces of up to 5,000G while maintaining a constant, very low 
temperature. Moreover, the ceramics must retain their desirable 
properties even in powerful magnetic fields.

After a successful trial of a 4MW generator, Siemens has teamed up with 
the Karlsruhe Institute of Technology to design one capable of churning 
out several hundred megawatts. In February the project won the support 
of Germany’s ministry of economics and technology. Across the Atlantic, 
the DoE recently awarded a $3.1m grant to the University of Houston and SuperPower and 
another $1.4m to the Brookhaven lab, working with AMSC, to come up with a cost-effective wire 
tailored for a wind turbine. The funds came from a $156m kitty for projects to improve America’s 
energy efficiency.

The DoE is also exploring another grid technology: superconducting magnetic energy storage 
(SMES). Because current flows unobstructed through a superconductor, once it is fed into one, it 
will continue flowing for a while without the need to expend energy to nudge it along. SMES 
systems could one day offer an alternative to lead-acid batteries as a way to store electricity and 
manage loads across smart grids. But existing SMES prototypes can only store energy for a few 
minutes at a time. ABB, a Swiss-Swedish conglomerate, has received $4.2m from the DoE to lead 
an effort to extend this to an hour.

Superconductors might be making their way onto trains, too—though 
not, as many magnetic-levitation aficionados had hoped, to replace 
wheels. With money from the European Union’s Railenergy project, 
Siemens is developing an HTS traction transformer that, thanks to its 
compact size, could fit beneath the train’s floor rather than occupy bulky 
compartments. And, weighing 40% less, it would let trains go faster 
while using less energy.

But many industry-watchers believe that the HTS technology ripest for commercialisation is fault-
current limiters (FCLs). Fault currents are sudden surges of power. They can be caused by a short 
circuit—when a cable is struck by lightning or hit by a falling tree, say. Power grids are equipped 
to handle such eventualities but this requires ensuring that all kit linked to them can withstand 
the spike in the current, often to many times the normal level, before circuit breakers kick in 
several milliseconds later. The circuitry needed to do this typically increases a grid’s total 
impedance (the alternating-current equivalent of resistance) and reduces its efficiency.

Superconducting FCLs, by contrast, are transparent to electricity until the current surges past a 
critical level. Then, by dint of another fundamental property of superconductors, they abruptly 
become resistive again, only to go back to business as usual when the surge dissipates. All this 
happens in a split second, in effect turning superconductors into reusable fuses which, because 
they rely on the laws of physics, are fail-safe to boot.

Fault currents are likely to become a growing problem as smart grids grow increasingly complex, 
with ever more suppliers and complicated load management. Earlier this year Siemens, AMSC 
and Nexans, another big cable-maker, successfully tested a superconducting FCL at 115 kilovolts 
(kV), the highest voltage yet, demonstrating that such devices could work on transmission lines. 
(Distribution lines carry electricity at below 50kV.) A dual-purpose distribution-FCL cable has also 
been installed as part of a New York HTS pilot called Hydra.

However, these ventures would probably not have got off the ground on strictly commercial 
grounds, and had government support. Jeff Quiram, the boss of Superconductor Technologies, 
another cable-maker, pins part of the blame for HTSs’ slow adoption on utilities’ innate 
conservatism. But he is not alone in arguing that it is also partly the upshot of deregulation of 
America’s electricity markets, which began in the late 1990s and led to the dismantling of 
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overweening monopolies. Smaller, nimbler firms are a boon to consumers. Often, they are 
quicker to embrace newfangled technologies. But they may be less willing to stump up the large 
sums needed for projects with a distant and uncertain break-even point.

Like Mr Quiram, AMSC’s Mr McCall 
is eyeing places like South Korea 
and China, whose state-backed 
monopolies have the luxury of a 
longer time horizon, and appear 
more willing to take a punt on 
innovative technologies. In 
September the Korea Electric 
Power Corporation, which 
generates almost 90% of the 
country’s electricity, began sending 
50MW of power through 
superconducting cable at the 
Icheon substation near Seoul. The 
cable was produced by LS Cable, a South Korean firm. The two companies have since agreed to 
deploy 50km of cable in commercial grids by the end of 2015. Some of the first batches will be 
used in a demonstration smart grid being built in Jeju, an island off the south coast of the Korean 
peninsula. The Chinese, too, are hopping on the bandwagon. In February Baiyin, a city in Gansu 
province, got a spanking new substation which sports a full set of superconducting kit: cables, a 
SMES system and an FCL, as well as a transformer.

Damien Hampshire, editor-in-chief of Superconductor Science and Technology, a specialist peer-
reviewed journal, believes that the future of superconductors lies elsewhere still. ITER, a huge 
experimental fusion reactor being built in France, will use 80,000km of low-temperature, helium-
cooled superconducting wire to generate the immense magnetic fields needed to confine the 150 
million-degree plasma in which hydrogen atoms will fuse into helium, releasing oodles of energy. 
When the project is fired up in 2019, its superconducting magnets alone will have accounted for a 
third of the €15 billion price tag.

Drinking the cool aid?

Cynics quip that fusion is, like superconductors only more so, just a few years away—and always 
will be, because the energy gleaned from the reactor shows no sign of surpassing the vast 
amounts needed to keep it going. It is certainly far from assured that such “burn with gain” is 
feasible. But Dr Hampshire speaks for many physicists when he touts fusion as the ultimate 
solution to the world’s energy conundrum. Whether or not his optimism is justified, 
superconductivity may yet prove everyone wrong. Its next killer app could well take everyone by 
surprise, just as MRI did 30 years ago.
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Flywheels
Reinventing the wheel
Transport: After many twists and turns, flywheels are finding a new role as an 
efficient way to store energy in hybrid vehicles

FOR nearly as long as man has 
used wheels to turn all sorts of 
energy efficiently into motion, he 
has been performing the reverse 
trick with flywheels. From spindle 
whorls to steam engines, they have 
served to harvest and store energy 
for use in the (immediate) future. 
Now, they are gearing up to 
energise hybrid cars.

The physics of a flywheel is pretty 
basic. Take a disk that is free to 
rotate. Apply torque and it spins, 
gaining momentum in the process. Once the initial torque is taken away, the wheel will keep 
going. Some momentum is subsequently lost to friction on the bearings and to air resistance. 
Whatever remains can be put to work, powering whatever gubbins is connected to it.

A flywheel’s momentum can be increased either by making it heavier or by getting it to spin 
faster. In the past flywheels used for more ambitious energy-storing purposes have tended to be 
bulky. That is because at speeds above several thousand revolutions per minute (rpm) the 
materials they were made of could disintegrate. This made them practical for applications in 
which size does not matter much, such as balancing loads across power grids. They have only 
found one widespread use in transport: on trains, where they propel some locomotives across 
gaps in the power rail. Typically, that calls for wheels one metre across, weighing over 100kg—
not counting the hefty casket in which they are encased for safety reasons.

There have been attempts to use flywheels on big buses and trucks, but most involved devices 
which were only slightly less cumbersome. In smaller cars the extra weight negated any fuel-
efficiency savings they might have brought. That, though, is finally beginning to change. One 
reason is that modern flywheels are increasingly being made of carbon fibre, a material much 
stronger than steel. This lets them whirr at over 60,000rpm without falling apart.

Carbon fibre is not just strong. It is also extremely light. But a flywheel’s energy is proportional to 
its mass, and proportional to the square of its rotational speed. In other words, doubling the 
mass merely doubles the energy stored, but doubling the speed quadruples it. Increasing the 



Flywheel hybrids: A prototype Jaguar XF

speed makes it possible to ramp up a flywheel’s energy-storage capacity while reducing its mass 
and size to something more manageable, says Andy Atkins, chief engineer at Ricardo, a British 
company working on flywheel technology.

Road tests have shown that, thanks to modern materials and clever design, a flywheel as small 
as a hockey puck can reduce fuel consumption by more than one-fifth. Some industry-watchers 
are even predicting that flywheels will promptly replace electric hybrids as the technology of 
choice for green vehicles.

The two approaches to energy saving have much in common. When you step on the brakes in a 
hybrid electric car such as a Toyota Prius, the electric motor that is used to drive its wheels runs 
in reverse as a generator, turning the car’s kinetic energy into electrical energy that is stored in 
its on-board battery. Step on the accelerator, and this energy can be fed back to the motor, 
causing the car to pick up speed again. This is called “regenerative braking”.

Flywheels can do a similar thing by acting as a temporary store of energy. But they can do it 
much more efficiently. In electric hybrids only 35% of the kinetic energy lost during braking is 
retrievable. With flywheels more than 70% is, according to Dick Elsy, boss of Torotrak, another 
British firm working on the technology. That is because regenerative braking converts kinetic 
energy into electrical energy, and then into chemical potential energy in the battery. Flywheels, 
by contrast, merely turn one sort of kinetic energy (of the wheels) directly into another (of the 
flywheel), which is far less wasteful.

Moreover, unlike batteries, which need to be replaced every few years, flywheels are designed to 
last the lifetime of the vehicle, and contain no nasty chemicals which need to be disposed of. 
Small wonder, then, that carmakers have at last begun to sit up and take notice.

Origins of a revolutionary idea

As is often the case with newfangled technologies, high-tech flywheels debuted in Formula 1 cars. 
In 2009 the Fédération Internationale de l’Automobile (FIA), the sport’s governing body, 
permitted teams to deploy kinetic-energy-recovery systems (KERS) in cars. The move was 
intended in part to show that petrolheads, too, can embrace environmentally friendly 
technologies. But it also injected new vim into rivalry on the track, letting drivers boost 
acceleration in short bursts when trying to overtake or avoid being overtaken.

Some teams plumped for battery-based KERS akin to those in electric hybrids. A few, though, 
including Williams, chose to work with flywheels instead, giving the technology’s image a 
makeover. No longer synonymous with lumbering buses and locomotives, flywheels were modern 
and high-tech. Firms like Volvo and Jaguar are now testing them for use in ordinary cars.

It is not just technological 
advances that make flywheels 
attractive. The changing economics 
of the car industry also plays a 
part, explains Derek Crabb, a 
senior engineer at Volvo. The 
Swedish carmaker toyed with the 
idea of introducing flywheels in its 
models in the 1980s. But the 
technology was immature and 
reliant on heavy steel, and there 
was little economic incentive to 
pursue it, says Mr Crabb. Back then 
fuel was cheap and no one cared 
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about carbon-dioxide emissions, agrees Mr Elsy. No longer. On one hand, cash-strapped 
consumers fretting about rising petrol prices increasingly want cars with decent fuel economy. On 
the other, legislation is forcing carmakers to cut their fleets’ average carbon emissions.

Meeting those demands with hybrid 
electric vehicles alone would be 
costly, argues Jon Hilton, co-
founder of Flybrid Systems, a 
British maker of KERS technology 
which has been working with the 
car industry to make flywheels 
available for ordinary cars. 
Batteries, electric motors and 
complicated control systems are 
expensive, adding around €6,000 
($8,000) to the manufacturing cost 
of a car, says Mr Hilton. “All 
carmakers lose money on electric 
hybrids,” he says. “That’s why they don’t make many.” A flywheel system, by contrast, costs 
€1,500. Jaguar has already road-tested a prototype of its XF saloon featuring a Flybrid energy-
storage system, and Volvo says it hopes to have a prototype by the end of the year.

Technical hurdles remain, however. For a start, at 60,000rpm the flywheel’s outer rim is moving 
at around twice the speed of sound, or over 2,000kph (1,200mph). Under such conditions, any 
air resistance would cause even carbon fibre to disintegrate. So the flywheel has to spin in a 
vacuum. That requires transmitting the kinetic energy from outside the vacuum-chamber to the 
inside, which is no mean feat.

Flybrid’s solution is to have a rotating seal. It is not fully impermeable, letting tiny quantities of 
air leak into the chamber. However, a small vacuum pump evacuates any stray particles 
automatically before they reach a dangerous level; it needs to run only once a day for about 90 
seconds. Ricardo has taken a different tack. To avoid the added bulk and complexity of a vacuum 
pump, its Kinergy system operates its flywheel in a complete vacuum, using arrays of permanent 
magnets: one array in the flywheel’s shaft, the other in a second, external shaft connected to the 
transmission. As one shaft turns its magnetic field meshes with that of the other shaft like cogs of 
a gear.

Then there is the problem of the flywheel’s constantly changing rotational speed. Torotrak solved 
this problem by devising a version of continuously variable transmission, used in gearless electric 
motors. Instead of being locked solidly together, the flywheel and transmission shafts are coupled 
using a viscous fluid which allows them to rotate at different rates but gently brings them into 
sync. This approach has proven very efficient at transferring energy, says Mr Elsy.

Finally, despite their assorted advantages over battery-based KERS, flywheels do have some 
drawbacks. They cannot store energy for as long as batteries. Nor can they store as much. Mr 
Hilton admits that the Jaguar prototype would go no farther than about half a mile on flywheel 
power alone.

That need not be a problem, though, argues Mr Crabb. Flywheels can save fuel indirectly, by 
providing a speed boost when needed. As a consequence, engines can be smaller and less gas-
guzzling without sacrificing performance. When Volvo rolls out its first commercial flywheel 
hybrid, around 2015, its KERS should be capable of providing an 80-horsepower boost when 
overtaking, like in Formula 1.
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Further down the line, radical flywheel designs could provide even more 
additional oomph. Ricardo has simulated a flywheel capable of spinning 
at a whopping 145,000rpm. This doughnut-shaped flywheel would reach 
such breakneck speeds by concentrating most of its mass in the rim, 
held in place with a thin carbon-fibre envelope, leaving most of the 
flywheel’s disk hollow. The reduction in flywheel mass is more than 
made up for by zippier rotation. The design has yet to be tested in the real world—and might not 
be any time soon. So far there is little demand for this sort of performance, Mr Atkins says.

No matter how fast they rotate, though, flywheels will not drive out electric hybrids altogether. 
Flywheel-based designs cannot compete on range with plug-in hybrids, which have large battery 
packs and can travel long distances on electric power alone, says Mr Hilton. But the market for 
plug-in hybrids is in its infancy. Flywheel hybrids could provide a cheap way to make cars more 
fuel-efficient until the technology of electric vehicles matures. Firms like Volvo are hard at work 
designing future cars to be flywheel-ready. When these hit the road they should be no dearer 
than a run-of-the-mill petrol-powered car. Frugal drivers will no doubt rush to take one for a spin.
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Brain scan
Seer of the mirror world
David Gelernter, a pioneering computer scientist, foresaw the modern internet 
but thinks computers are still too hard to use

“FROM its very beginnings, the software industry has suffered 
from having too many engineers,” says David Gelernter, a 
professor of computer science at Yale University. “There are too 
many people who love computers and too few who are impatient 
with them.” He blames his fellow technologists for making 
computers too difficult for non-specialists to use effectively. “The 
industry doesn’t grasp the fundamental lack of sympathy between, 
conservatively, at least half the population and the software 
they’re using.” But what about the late Steve Jobs of Apple, who 
was obsessed with building elegant and easy to use products? He 
and Dr Gelernter ought to have been natural allies. One of the 
many oddities of Dr Gelernter’s unusual career, however, is that 
they ended up as adversaries instead.

More than two decades ago, Dr Gelernter foresaw how computers 
would be woven into the fabric of everyday life. In his book “Mirror 
Worlds”, published in 1991, he accurately described websites, 
blogging, virtual reality, streaming video, tablet computers, e-
books, search engines and internet telephony. More importantly, 
he anticipated the consequences all this would have on the nature 
of social interaction, describing distributed online communities 
that work just as Facebook and Twitter do today.

“Mirror Worlds aren’t mere information services. They are places 
you can ‘stroll around’, meeting and electronically conversing with 
friends or random passers-by. If you find something you don’t 
like, post a note; you’ll soon discover whether anyone agrees with 
you,” he wrote. “I can’t be personal friends with all the people who 
run my local world any longer, but via Mirror Worlds we can be 
impersonal friends. There will be freer, easier, more 
improvisational communications, more like neighbourhood 
chatting and less like typical mail and phone calls. Where someone 
is or when he is available won’t matter. Mirror Worlds will rub your 
nose in the big picture and society may be subtly but deeply 
different as a result.”



“I want the state 
of each hospital 
patient to be 
watched by a 
million software 
agents.”

If his vision was correct, Dr Gelernter realised, then new systems 
would be needed—and whoever built them would have an 
opportunity to make them more elegant and accessible than 
existing software. He had already made a big contribution to the 
field of network computing with his work on the development of 
Linda, a parallel-programming language that allows programs 
running on different machines to co-ordinate their actions. Multiple 
interconnected computers can then operate as a single, more 
powerful machine. In 1991 Dr Gelernter and his colleagues at Yale 
demonstrated the value of this approach by linking 14 small 
“workstation” computers to create a cluster that was as powerful 
as a supercomputer, but cost a fraction of the price. This was a forerunner of the modern “cloud 
computing” approach in which firms such as Google and Amazon combine thousands or millions 
of machines to deliver computing services.

Clouds on the horizon

Linking up machines in this way, Dr Gelernter observed at the time, made far more efficient use 
of computing resources and created a foundation for new applications such as those outlined in 
“Mirror Worlds”. In 1992 the New York Times wrote of his vision of “a world wired together into 
one giant computer”, though it noted that this scenario was considered “a potential nightmare by 
people who worry about computer privacy”.

The publicity around Dr Gelernter’s work may explain why Ted Kaczynski, an anti-technology 
terrorist known as the Unabomber, decided to target him with a letter bomb in 1993. Mr 
Kaczynski hoped to foment a worldwide revolution against the “industrial-technological system” 
and sent a series of letter bombs, causing three deaths and many injuries before being arrested 
in 1996. The letter bomb sent to Dr Gelernter put him in hospital for weeks, required him to 
undergo extensive surgery and left him with permanent injuries to his right eye and right hand, 
which he covers with a glove. “Whenever I get to feeling a bit morose and missing my old right 
hand, I wind up thinking instead how privileged I am to be an academic in computer science,” he 
wrote to his friends by e-mail after leaving hospital. “In the final analysis one decent typing hand 
and an intact head is all you really need.”

The attack prompted Dr Gelernter to branch out into new areas beyond 
computing. While convalescing he wrote an acclaimed book about the 
1939 New York World’s Fair, and he has gone on to establish himself as 
a political commentator, art critic and painter. (He was originally 
attracted to computer science because he thought it would be a solid 
career that would allow him to pursue his love of painting.) At the same 
time Dr Gelernter pressed on with his work as a computer scientist. In 
1997 he and his colleague Eric Freeman formed a company, also called 
Mirror Worlds, to develop an approach called “lifestreams”—a graphical user interface intended to 
replace the windows and files of conventional computer desktops with an elegant chronological 
stream of digital objects.

Looking like an endless Rolodex, a lifestream would extend from the moment of your birth to the 
day of your death, containing every document, photo, message or web page you have ever 
interacted with—all in a single, searchable stream, and held safely online. Individual items could 
be shared with other people. “When I want to make something public, I flip a switch, and 
everyone in the world who’s interested sees it,” says Dr Gelernter. “I could also blend millions of 
other streams into mine, with a simple way to control the flow of information so I’m not 
overwhelmed. It would be my personal life, my public life and my confidential electronic diary.”



If that sounds an awful lot like Facebook, the similarities become almost eerie when Dr Gelernter 
explains how he hoped to release lifestreams into the world. “I wanted the company to build 
software for college students, who are eager early adopters. It would be designed not only to 
eliminate file systems but also to be a real-time messaging medium. Social networking was the 
most important aspect of it. Starting with Yale, we would give it away for free to get 
undergraduates excited about recommending it to their friends,” he says. But Mirror Worlds’ 
investors decided that it would be better to focus on corporate clients, and the result was an 
organisational tool called Scopeware. It sold modestly to a few large American state agencies, but 
never took off. Mirror Worlds ceased trading in 2004, the same year that Mark Zuckerberg 
launched Facebook.

The story of Mirror Worlds was not over yet, however. In 2008 the company, now owned by a 
hedge fund, revived itself and filed suit against Apple for patent infringement. Between 1996 and 
2003, Dr Gelernter and Dr Freeman had generated a number of patents relating to the idea of 
lifestreams. These patents, the firm argued, were being infringed by several Apple products, 
including its Spotlight search feature, its Cover Flow interface for displaying album covers in 
iTunes and its Time Machine backup software. A countersuit from Apple accused Dr Gelernter of 
hiding prior art relating to his patents and misrepresenting his inventorship.

Dr Gelernter thus found himself at war with Jobs, one of the few figures in the computer industry 
who shared his views on the importance of technology being subservient to users, rather than the 
other way around. “Apple has always been interested in the cultural and aesthetic value of its 
products over the engineering. Steve always saw himself as an artist,” says Dr Gelernter. 
According to an internal Apple e-mail presented at the trial, Jobs saw an article about Scopeware 
in 2001, was impressed by the idea and suggested that Apple might want to license it. The two 
firms met but no deal was done.

Inversion of fortune

In 2010 a district court in Texas found Apple guilty on all counts and awarded Mirror Worlds a 
stunning $625.5m in damages—the fourth-biggest patent award in history. “It was good to be 
vindicated, although by that time, I had only a small financial interest in the verdict,” says Dr 
Gelernter. “In research, the capital that you have is not money in the bank but your reputation. I 
simply wanted a footnote saying that these were Gelernter’s ideas.” But in April 2011 a federal 
judge overturned the verdict, even while upholding the Mirror Worlds patents, ruling that Apple 
had not infringed them and should pay nothing. “It was like a punch in the face,” says Dr 
Gelernter. Mirror Worlds is now appealing against this ruling and a final judgment is expected in 
early 2012.

Given his track record for predicting the future, what is Dr Gelernter working on next? One 
prediction in “Mirror Worlds” remains conspicuously unfulfilled: his vision of cyberspace seething 
with billions of intelligent software agents working on behalf of their human masters. They might 
monitor news feeds, track local-government decisions or keep an eye on people’s health via 
digital sensors. “I want the state of each hospital patient to be watched by a million agents,” says 
Dr Gelernter. “We can create a software agent for a particular rare combination of circumstances 
that happens only once every 1,000 years but happens to you.” The technology exists, he says, 
“but our Mirror World is uninhabited. It’s like a forest with nothing living in it.”

He plans to form a new company to focus on this agent-based approach, something today’s 
internet firms show little interest in pursuing. “Google is commercially successful and dazzlingly 
imaginative but I don’t see what I would like to see from them, or Facebook or Twitter,” says Dr 
Gelernter. “They’re not turning on their imaginations.” His new company will also deliver a new 
incarnation of lifestreams, capable of subsuming social networking, news and multimedia. “I’ve 
added software layers and apps that make it easy to take any kind of document, object or image 
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and put it in the stream,” he says. “I want this to be a publication medium, the launch pad for 
everything and a copy of everything.”

As ever, Dr Gelernter’s excitement about the potential of new technology is tempered by 
frustration that too little attention is paid to aesthetic and social factors. “A lot of convenience 
and power could be gained, and a lot of unhappiness, irritation and missed opportunities avoided, 
if the industry thought about design, instead of always making it the last thing on the list,” he 
says. “We need more people who are at home in the worlds of art and the humanities and who 
are less diffident in the presence of technology. There are not enough articulate Luddite, anti-
technology voices.”

It is not the sort of thing you expect to hear from a professor of computer science, let alone the 
victim of an anti-technology extremist. But as well as having foreseen the future of computing, 
over his career Dr Gelernter has developed a clear understanding of humans’ conflicted 
relationship with the technology on which they increasingly rely.
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Indian retail
The supermarket’s last frontier
India says it will open up to foreign retailers. Battles loom, commercial and 
political

“SIX”, mutters the owner of 
Standard Broilers as he slips his 
hand out of a dead chicken and 
counts half a dozen mucky eggs 
from a pile into a bag in exchange 
for 21 rupees (40 cents). At the 
back of his reeking street stall, a 
cage full of half-alive birds watch. 
Food shopping in India is not a 
precious affair, even in Bandra, a 
posh suburb of Mumbai. German 
cars and $100 highlights are 
common here, but supermarkets 
are nowhere to be seen.

Less than a tenth of India’s $450 billion of annual retail sales take place in “organised” shops 
resembling those of the rich world. But that could soon change. On November 24th the coalition 
government, led by the Congress party, said that in cities of over 1m folk, foreign firms could 
now own 51% of “multi-brand” retailers, such as supermarkets (up from zero), and 100% of 
single-brand chains (up from 51%).

Its motives are benign. Facing a wobbly rupee and high inflation, it wants to show it is still 
capable of bold action to boost business confidence. Liberalisation should lower food prices by 
cutting out middle men and waste. Perhaps a third of crops rot on roadsides and in warehouses 
before anyone has a chance to smother them in spices and wolf them with chapatis.

Foreign supermarket chains, such as Walmart, Tesco and Carrefour, have raised half a cheer. 
They are keen to sell yogurt, vegetables and celebrity cookbooks to India’s rising middle class. 
The shares of local retailers soared initially, on speculation they would be takeover targets for 
foreign firms, with some of which they already have small joint ventures in India.

International supermarkets would prefer to own all of their operations in India. But Anil Gupta at 
INSEAD, a business school, does not think the continuing restrictions on ownership will be a big 
deterrent. Walmart entered Mexico and Brazil via joint ventures. It worked very well, since the 
American behemoth benefited from its partners’ local know-how.



In contrast, IKEA of Sweden, the world’s biggest maker of home furnishings, has been waiting 
years for permission to take full ownership of its local operations in India. As a single-brand 
retailer, it now can. A few days after the announcement, an elated Mikael Ohlsson, IKEA’s boss, 
rushed to India. Yet once Mr Ohlsson saw the fine print of the reform and the political turmoil it is 
causing, his enthusiasm abated. An announcement of IKEA’s investment plans for India, planned 
for November 30th, was cancelled.

Bhaarat Bhalla, who owns a small butcher’s in Mumbai, is sure that the government will “U-turn” 
on the reform. Mr Bhalla is no xenophobe—he spontaneously professes a weakness for Marks & 
Spencer underwear—but says the reform is too controversial to be enacted. The main opposition 
party, the BJP, which enjoys the support of millions of stallholders, is doing its best to whip up 
anger. This is not hard. Many Indians feel an emotional attachment to little kirana stores, and fret 
that foreign invaders will destroy them.

Although the change does not need Parliament’s formal approval, its proceedings have been 
brought to a noisy halt since the announcement. Critics may keep obstructing parliamentary 
business unless the government backs down.

What is more, Indian states are not obliged to follow the central government’s lead. Many may 
refuse to liberalise foreign ownership on their territory. Standard Chartered, a bank, reckons that 
of 53 cities with over 1m people, 28 are run by politicians who say they will block the reform.

The practicalities of setting up supermarkets are daunting, too. To see why, head ten miles north 
of Bandra to the nearest megastore, part of a chain called HyperCity. It is impressive enough, 
with wide aisles, modern tills and a big selection of non-food items, from toys to tennis racquets. 
But dodgy roads make it hard to reach from the city centre. And its fresh food is not obviously 
cheaper than at local markets. Six eggs for example, cost 32 rupees. Peppers are better value 
here, oranges dearer.

Big local business groups, such as Reliance Industries and Aditya Birla, have been experimenting 
in retail, without finding a magic formula. Foreign firms will hope to bring their expertise to bear. 
To offer cheaper food, they will need to bypass the middle men, deal directly with farmers and 
build logistics chains. That is easier said than done, says Manoj Menon of Kotak, a stockbroker. 
Farming is fragmented, subject to arcane rules and as hot a political potato as retailing. A rickety 
legal system makes it hard to enforce contracts. Under the reform, foreign-controlled shops will 
have to buy a chunk of their processed and manufactured goods from small firms, which may add 
to their costs.

Foreigners will also have to find affordable land in packed and expensive cities. As in China, they 
may try to team up with local property developers, acting as anchor tenants in new malls. Anurag 
Mathur of Cushman & Wakefield, a property consultancy, says some Western firms have already 
been scouting out sites. But he cautions that “supply is limited”, as local firms have already 
found. Western luxury-goods firms may be able to tolerate extortionate rents for central 
locations. Some outfits may prosper with a few out-of-town stores that people visit infrequently, 
spending lots. But general retailers need both cheap land and proximity to their customers—not 
an easy mix.

Will India ever learn to love the supermarket? CRISIL, a research firm, reckons the reform could 
attract up to $3 billion of foreign investment over five years—welcome, but not nearly enough to 
fund India’s current-account deficit or transform the industry. India’s consumer-goods firms, 
among its most profitable, have thrived in the era of backward retailing and supply chains, but 
are betting on gradual change. The biggest, Hindustan Unilever, has seconded staff to stores in 
America and Britain to learn how they work. In an interview earlier this year its boss, Nitin 
Paranjpe, said he was “absolutely certain” that organised retail would take off. But he reckoned it 
would take a decade to capture a quarter of the market.
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That is enough to worry rather than terrify local shopkeepers. Across from the butcher’s, at Gala 
Provisions, Venod Gala is resigned to change. He reckons that traditional stores in Mumbai’s 
outskirts, where supermarkets can find land, will be in “big trouble”. About his own fortunes he is 
more sanguine. “We’ll survive,” he says.
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Drugmakers
Cliffhanger
Big Pharma struggles to protect its blockbusters as they lose patent protection

FOR some years the big drugmakers have been dreading an approaching “patent cliff”—a slump 
in sales as the patents on their most popular pills expire or are struck down by legal challenges, 
with few new potential blockbusters to take their place. This week the patent on the best-selling 
drug in history expired—Lipitor, an anti-cholesterol pill which earned Pfizer nearly $11 billion in 
revenues last year. In all, blockbusters with a combined $170 billion in annual sales will go off-
patent by 2015.

What is supposed to happen now is that lots of copycat firms rush in with “generic” (ie, 
chemically identical) versions of Lipitor at perhaps one-fifth of its price. Patients and health-care 
payers should reap the benefit. Pfizer’s revenues should suffer. The same story will be repeated 
many times, as other best-selling drugs march over the patent cliff (see chart).

But generics makers may face 
delays getting their cheaper 
versions to market. Ranbaxy, a 
Japanese-owned drugmaker, 
struggled to get regulators’ 
approval for its generic version of 
Lipitor, and only won it on the day 
the patent expired. More 
important, research-based drug 
firms are using a variety of tactics 
to make the patent cliff slope more 
gently. Jon Leibowitz, chairman of America’s Federal Trade Commission (FTC), is concerned by 
drugmakers filing frivolous additional patents on their products to put off the day when their 
protection expires.

Another tactic is “pay-for-delay”, in which a drugmaker facing a legal challenge to its patent pays 
its would-be competitor to put off introducing its cheaper copy. In the year to October the FTC 
identified what it believes to be 28 such settlements. American and European regulators are 
looking into these deals. However, legal challenges against them have faltered, and a bill to ban 
them is stuck in Congress.

To encourage generics makers to challenge patents on drugs, and introduce cheaper copies, an 
American law passed in 1984 says that the first one to do so will get a 180-day exclusivity period, 
in which no other generics maker can sell versions of the drug in question, as Ranbaxy 
supposedly won with Lipitor.
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However, Pfizer is exploiting a loophole in the 1984 law, which lets it appoint a second, 
authorised copycat—in this case, Watson, another American firm. According to 
BernsteinResearch, under the deal between the two drugmakers Pfizer will receive about 70% of 
Watson’s revenues from its approved copy of Lipitor. More unusual, Pfizer has cut the price of its 
original version, and will keep marketing it vigorously. So Ranbaxy faces not one, but two 
competitors.

This strategy has precedent, says David Risinger of Morgan Stanley, but the scale and structure 
of Pfizer’s scheme is unmatched. Patients with a special discount card from Pfizer will make co-
payments (their contribution to the pills’ costs under their health plan) of just $4 for a month’s 
worth of the original Lipitor, compared with about $10 for many generic medicines. Pfizer is also 
offering Lipitor for a generic price to big firms such as Medco, which manage health schemes’ 
prescription costs.

All this may raise Pfizer’s sales by nearly $500m in the first half of 2012 compared with what they 
would otherwise have been, says Tim Anderson of BernsteinResearch, with revenues then falling 
after the 180 days are over. Medco argues that Pfizer’s scheme will save money for all parties, 
and ensure a steady supply of the drug (Ranbaxy’s regulatory struggles are bound to have 
caused some concern).

Others fear that Pfizer’s tactics may drive up costs for the employers who sponsor health plans, 
thanks to the complexities of co-payment schemes, and confuse patients lectured for years about 
the merits of generics. Express Scripts is advising the health plans it works for to reject Pfizer’s 
deals for Lipitor. The biggest worry is that Pfizer’s strategy, if copied, will make the 180-day 
exclusivity period worth far less, and thus discourage generics firms from challenging patents in 
the first place.
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American Airlines
Excess baggage
Bankruptcy is but one leg of AA’s long journey towards profitability

IN BUSINESS, virtue is not always rewarded. Ford briefly gained some kudos among politicians 
and the public for being the only one of Detroit’s big three carmakers not to file for bankruptcy in 
the wake of the financial crisis, but the firm is now stuck with higher costs than its rivals. The 
same was true of AMR, the parent company of American Airlines, one of the few big American 
carriers to have resisted using the bankruptcy laws to shed its liabilities to shareholders, creditors 
and its pension scheme. Continental has gone through bankruptcy twice (in 1983 and 1990), as 
has US Airways (2002 and 2004).

However, on November 29th AMR abandoned its noble stance and filed for Chapter 11 
bankruptcy, saying that this had become necessary for the firm “to achieve a cost and debt 
structure that is industry competitive and thereby assure its long-term viability”. Although the 
company has liabilities of around $30 billion, it has $4.1 billion of cash at hand, which it insists is 
more than enough to keep it flying during its restructuring. Passengers, staff and suppliers should 
notice no difference, it promised. Gerald Arpey, the airline’s boss, will step down in favour of the 
number two, Tom Horton, who is believed to have been more open to shedding liabilities through 
the bankruptcy courts.

Network airlines are, in America and much of the rich world, licences to lose money or make 
miserly returns—and AMR is certainly no exception. It has lost money in all but two of the past 
ten years, and was expected to run up more losses this year and next. The darkening outlook for 
the world economy means the chances of turning a profit any time soon are receding. Not only 
have American’s main rivals shaken off their pension costs and other liabilities; some have grown 
bigger and trimmed expenses through mergers (United with Continental and Delta with 
Northwest). After losing a few pounds in its restructuring, American may become a more 
attractive marriage partner, perhaps for US Airways.

Recently, as fears of a bankruptcy filing grew, there was a rush among American’s older pilots to 
retire to capture their pension benefits, which are likely to be cut in the restructuring. The airline 
had been talking to its pilots for five years about new contracts that would allow it to reduce its 
costs, but neither these nor the company’s talks with cabin crews and mechanics had got very 
far. The lack of progress in the talks with the pilots’ union has also hindered AMR’s plan to spin 
off its regional airline, American Eagle, another key part of the group’s cost-cutting plan. 
Presumably the bankruptcy filing will now help to concentrate minds at the negotiating table.

Perhaps the most ambitious part of AMR’s plan to break through the clouds into profitable blue 
skies is the huge orders it recently placed with Boeing and Airbus. The idea is to replace its 
ageing fleet with new aircraft that are much cheaper to run. A senior AMR executive recently 
acknowledged that the two planemakers had made a leap of faith in allotting such a big chunk of 



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

Copyright © The Economist Newspaper Limited 2011. All rights reserved. Advertising info Legal disclaimer Accessibility Privacy policy Terms of use Help

from the print edition | Business 

their future production to American, but insisted that this showed they regarded the firm as 
reliable. This will probably not change as a result of the bankruptcy filing: indeed, by allowing 
AMR to shake off some of its liabilities and cut its future costs, it will be in a better position to pay 
for those shiny new planes.
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Ted Forstmann
Large and little
The mixed legacy of one of America’s most dashing entrepreneurs

THE capitalist dream was lived to the full by Ted Forstmann, a 
private-equity pioneer who died on November 20th. He loved 
buying firms and transforming their fortunes, from Gulfstream, a 
builder of corporate jets, to Dr Pepper, a maker of sugary drinks, 
and IMG, a sports-management agency that was his last big 
acquisition. He loved playing sport and gambling. He loved the 
ladies, too. A lifelong bachelor, he was said to have squired 
Princess Diana and other beauties.

Mr Forstmann was a red-blooded conservative, not the puritanical 
sort that rules the Republican roost nowadays. He hated the sort 
of big government that instinctively throws money at a “problem” 
and usually makes it worse. But he was also a generous 
philanthropist, who paid for scholarships and advocated school 
vouchers before anyone really understood what these meant.

In 1978, with his brother Nick and Brian Little (who died in 2001 
and 2000 respectively), he founded Forstmann Little, one of the 
first private-equity firms, in those days known as “bootstrappers”, 
for their use of debt to pull up underperforming firms by their 
bootstraps. Mr Forstmann was made famous by his 1988 battle 
with a rival buy-out firm, Kohlberg Kravis Roberts (KKR) to buy 
RJR Nabisco, as memorialised in a bestselling book, “Barbarians at 
the Gate” (which is how Mr Forstmann described his rivals). He 
ultimately lost after refusing to match KKR in its enthusiasm for 
using junk bonds (these days euphemised as “high-yield debt”), 
which he dismissed as “funny money”.

An editorial he wrote at the time for the Wall Street Journal could 
have run almost unchanged in early 2007, with its warnings 
against overpriced, debt-fuelled deals brokered by fee-addicted 
investment bankers, and its conclusion that “all of America will 
pay the penalty, because the debt is huge and widely held and the banking structure’s integrity 
would be at stake.”

Nowadays, private-equity firms struggle to demonstrate that they are improving the firms they 
buy, and not just profiting from financial shenanigans. Mr Forstmann, in contrast, had a gift for 
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making firms run better, from launching the successful V aircraft at Gulfstream (which he bought 
for $825m in 1990 and sold nine years later for $5.3 billion) to expanding IMG into college sports.

In the 1990s, having taken big losses on overleveraged deals like the RJR buy-out, Forstmann 
Little’s rivals replaced their leaders and grew into financial conglomerates, managing a wider 
variety of funds and going into consultancy. But, with Mr Forstmann still at the helm, his firm 
stuck to private equity. It proved his undoing. He bet heavily on two frothy telecoms firms in the 
late 1990s tech bubble, which went bust. For all his firm’s early successes, his archrivals at KKR 
are again living large while Forstmann Little is all but forgotten.
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Facebook and privacy
Sorry, friends
The giant social network is castigated for serious privacy failings

FACEBOOK has been playing with 
fire and has got its fingers burned, 
again. On November 29th 
America’s Federal Trade 
Commission (FTC) announced that 
it had reached a draft settlement 
with the giant social network over 
allegations that it had misled 
people about its use of their 
personal data.

The details of the settlement make 
clear that Facebook, which boasts 
over 800m users, betrayed its 
users’ trust. It is also notable because it appears to be part of a broader attempt by the FTC to 
craft a new privacy framework to deal with the swift rise of social networks in America.

The regulator’s findings come at a sensitive time for Facebook, which is said to be preparing for 
an initial public offering next year that could value it at around $100 billion. To clear the way for 
its blockbuster flotation, the firm first needs to resolve its privacy tussles with regulators in 
America and Europe. Hence its willingness to negotiate the settlement unveiled this week, which 
should be finalised at the end of December after a period for public comment.

Announcing the agreement, the FTC said it had found a number of cases where Facebook had 
made claims that were “unfair and deceptive, and violated federal law”. For instance, it passed on 
personally identifiable information to advertisers, even though it said it would not do so. And it 
failed to keep a promise to make photos and videos on deactivated and deleted accounts 
inaccessible.

The settlement does not constitute an admission by Facebook that it has broken the law. But the 
regulator’s findings are deeply embarrassing for the company nonetheless. In a blog post 
published the same day, Mark Zuckerberg, Facebook’s boss, tried to play down the impact of the 
deal. First he claimed that “a small number of high-profile mistakes” were overshadowing the 
social network’s “good history” on privacy. Then he confessed that it could still do better and said 
he had hired two new “chief privacy officers”.

The FTC is not relying on Facebook to police itself. Among other things, the company will now 
have to seek consumers’ approval before it changes the way it shares their data. And it has 
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agreed to an independent privacy audit every two years for the next 20 years. Jeff Chester of the 
Centre for Digital Democracy reckons this will make it somewhat easier for privacy activists to 
hold the social network to account.

There is a clear pattern here. In separate cases over the past couple of years the FTC has insisted 
that Twitter and Google accept regular external audits, too, after each firm was accused of 
violating its customers’ privacy. The intent seems to be to create a regulatory regime that is 
tighter than the status quo, but one that still gives social networks plenty of room to innovate. 
The audits can be used to tweak the framework in the light of new developments.

Some observers reckon web firms have agreed to all this in the hope that it will deflect a push for 
more onerous privacy legislation in America. But outrage over Facebook’s behaviour could spur 
Congress into action anyway. And it will certainly not be lost on regulators in Europe who are 
scrutinising the social network’s privacy record too. Mr Zuckerberg’s latest mea culpa is unlikely 
to be his last.
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Telecoms networks
Two’s company
In an industry with a cost leader and a price leader, is there room for others?

REVOLUTIONS in technology bring benefits to millions, but the companies that make them 
happen do not always thrive. Even when demand is booming, competition to meet it can be 
brutal. Makers of telecommunications networks know this only too well. They perform the unseen 
miracles that allow ever more people to talk, work and play on ever smarter devices just about 
anywhere, but their rewards have been mostly meagre.

Merger and failure have thinned their ranks. In 2009 Nortel, a Canadian equipment-maker, went 
bankrupt. This year Motorola’s wireless-network division was bought by Nokia Siemens Networks 
(NSN), a Finnish-German joint venture created in 2007. France’s Alcatel and America’s Lucent 
merged in 2006.

None of these mergers has brought much success. NSN has yet to make an annual profit. On 
November 23rd it said it would shed 17,000 of its 74,000 workers and concentrate on mobile-
broadband networks, for which demand is set to grow explosively, and on services (eg, managing 
and maintaining networks), where it is relatively strong. It had already sold a microwave-
technology business; and on November 29th it announced the sale of another small unit. Alcatel-
Lucent reported falling revenues and negative cashflow in the third quarter. Investors are said to 
be impatient with its boss, Ben Verwaayen.

Must all struggle? All but two, it seems. “Telecoms equipment is a scale game,” says Richard 
Windsor of Nomura, an investment bank. Network-builders need scale to support the hefty fixed 
costs of research and development. “You can be either the cost leader or the technology leader. 
If you’re neither of those, you’re in a spot of bother.”

The technological pace is set by Ericsson, a Swedish company that scoops more than a third of 
global mobile-infrastructure revenues, according to Gartner, a research firm. It boasts 27,000 
patents and was part of a six-firm consortium that paid $4.5 billion for a load of Nortel’s patents 
in July. “Anyone [designing] mobile phones or networks needs an agreement with us,” says Hans 
Vestberg, its boss.

The cost leader is Huawei, a Chinese firm. Its global market share went up from 4.5% in 2006 to 
15.6% in 2010, reckons Gartner, despite the political obstacles it faces in America. (Some 
American politicians fret about Huawei’s opaque ownership and possible military ties.)

Even Ericsson feels the price pinch. Its revenues have risen this year after falling in 2009 and 
2010, but its margins have been slimmer. Mr Vestberg explains that Ericsson has been building 
new networks for mobile operators and modernising old ones. That means winning open tenders 
and taking an initial hit to margins.
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Mr Windsor says that the companies caught in the middle lack the margins either to invest on 
Ericsson’s scale in R&D or to fight Huawei on price. NSN was loth to compete on prices before 
Rajeev Suri became its boss in 2009, says Bengt Nordstrom of Northstream, a consulting firm. Its 
market share is down to around a sixth, even with Motorola; it inherited a quarter from its 
parents. Now Mr Suri is taking an axe to costs, though he has not said exactly what he will chop. 
He thinks others will also have to narrow their ambitions.

Life will get no easier for those squeezed between the Swedes and the Chinese. Ericsson’s scale 
and technical edge are handy when, say, talking to mobile operators wanting to handle lots of 
data faster and without interference. And for those for whom cheap kit is paramount, Huawei will 
still be hard to beat.
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FIELD-tested

Business education
Field of dreams
Harvard Business School reinvents its MBA course

YOUNG mums shopping in the 
Copley Mall in downtown Boston 
last month found themselves being 
questioned about their use of soap 
by students from Harvard Business 
School. The students were not 
doing odd jobs to earn beer money. 
They were preparing to help a firm 
in Brazil launch an antibacterial 
cleanser.

Fieldwork—ie, going out and talking 
to people—is a big change for HBS. 
Its students used to sit in a 
classroom and discuss case studies 
written by professors. Now they may also work in a developing country and launch a start-up. 
“Learning by doing” will become the norm, if a radical overhaul of the MBA curriculum succeeds.

The 900 students arriving in Boston this summer for their two-year course were told they would 
be guinea pigs. The new practical addition to HBS’s curriculum is known as “FIELD” (Field 
Immersion Experiences for Leadership Development). Not all the staff and students are overjoyed 
to be experimented on. But the man responsible, Nitin Nohria, who became dean of HBS in July 
2010, says that “if it works, the FIELD method could become an equal partner to the case 
method.”

Long before he became dean, Mr Nohria lamented the failure of business schools to fulfil their 
mission of turning management into a profession similar to law or medicine. Asked what should 
be expected from someone with an MBA, he replies that “obviously, they should master a body of 
knowledge. But we should also expect them to apply that knowledge with some measure of 
judgment.” MBA students have long been sent on summer internships with prospective 
employers, but HBS, like most business schools, did little else to help them with the practical 
application of management studies.

What happens in the second year of the new course is still being worked out. But the first year 
has three elements. First, team-building exercises. Students take turns to lead a group engaged 
in a project such as designing an “eco-friendly sculpture”. They learn to collaborate and to give 
and take feedback. These exercises are loosely based on ones used in the US army.
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Second, students will be sent to work for a week with one of more than 140 firms in 11 countries. 
Already the new intake have had conference calls with these companies, ranging from the 
Brazilian soapmaker to a Chinese property firm, and gone off-campus to conduct product-
development “dashes” like the one in Copley Mall. This sort of structured learning-by-doing is a 
world away from HBS’s traditional encouragement of students to “go on an adventure” outside of 
classes.

In the third novel part of the course, students will be given eight weeks, and seed money of 
$3,000 each, to launch a small company. The most successful, as voted by their fellow students, 
will get more funding. It remains to be seen if this amounts to much more than a souped-up 
business-plan competition, though Mr Nohria says he hopes some real businesses will be created. 
(If only HBS had thought of this when Bill Gates was thinking of starting Microsoft, or Mark 
Zuckerberg was creating Facebook—perhaps the school would have received shares in those 
firms.)

It is unclear how much the one-week working assignments will achieve. Pankaj Ghemawat, a 
management guru, says “the literature suggests that an immersion experience needs to be at 
least 2-3 weeks and be backed up with time in the classroom.” The HBS students’ classroom 
preparation will have to be pretty thorough, then, to make up for the brevity of their field trips. 
Moreover, some of the HBS alumni who have agreed to offer work experience at their firms say 
they are unsure what meaningful work they can offer the students.

Privately, some faculty members are sceptical that all this change will be worthwhile. In January, 
the vote in favour of trying the field method was “as enthusiastic as you could get from a 
faculty,” says Mr Nohria, wryly. He wisely ensured that ownership of the idea was widely spread 
by delegating design of the new curriculum to several faculty committees. The vote gave the go-
ahead to run a “delicate experiment for 3-5 years to see if we can move the needle”, he says, 
compared with the 13 years it took to develop the case method into more or less what it is today.

The experiment does not come cheap, adding 10-15% to the course’s cost (students pay at least 
$84,000 a year), which HBS will bear while it figures out what works. A lot is at stake. For where 
Harvard leads, other universities may follow.
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Schumpeter
Khaki capitalism
In some countries the “military-industrial complex” is more than a metaphor

THE darkest character in Joseph 
Heller’s dark novel, “Catch-22”, is 
Milo Minderbinder, a lowly mess 
officer who runs a huge business 
empire, M&M Enterprises, on the 
side. He flogs “surplus” army 
supplies, travels the world making 
deals and accumulating 
extravagant official titles (such as 
Caliph of Baghdad and Mayor of 
Cairo) and, in the spirit of popular 
capitalism, gives his fellow soldiers 
nominal shares in his ever-
expanding business. M&M Enterprises almost crashes when the caliph-cum-mayor overextends 
himself by buying all the cotton in Egypt. There is so much of the stuff that he cannot get rid of it 
even by covering it in chocolate and serving it to the troops. The American government 
eventually steps in to solve his mounting problems: M&M Enterprises has grown too big to fail.

Milo Minderbinder’s spirit is still alive in the land that almost destroyed him with its cotton. The 
Egyptian army has more on its hands than running armoured cars over people in Tahrir Square. 
It also runs about 10% of the economy. Military-backed companies produce cement, olive oil and 
household appliances as well as arms. They also provide pest control, catering and even child 
care. The army owns large chunks of Egypt’s most precious commodity, land, particularly on the 
Red Sea coast. It also leans on private companies to provide powerful retirees with jobs.

The Egyptians have plenty of brothers-in-arms-and-boardrooms. Pakistan’s top brass are even 
more enterprising. Ayesha Siddiqa, the author of “Military Inc: Inside Pakistan’s Military 
Economy”, calculates that the army controls a $15 billion empire, with hundreds of companies 
making everything from fertiliser to breakfast cereals. In China the People’s Liberation Army took 
Deng Xiaoping’s aphorism that “to get rich is glorious” as a direct order. At one point in the late 
1980s it was running nearly 20,000 firms. Military men in Thailand and Indonesia have a long 
tradition of padding their pay with profitable enterprises. Zimbabwe’s army has recently formed 
joint ventures with Chinese partners in farming and mining. Even in democratic India the army 
runs about a hundred commercial golf courses.

But the most enthusiastic practitioners of khaki capitalism are the Iranians. The Revolutionary 
Guard runs more than 300 companies in agriculture, industry, transport, foodstuffs and even 



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

Copyright © The Economist Newspaper Limited 2011. All rights reserved. Advertising info Legal disclaimer Accessibility Privacy policy Terms of use Help

from the print edition | Business 

tourism. (The slogans practically write themselves: “Visit Iran and we won’t storm your 
embassy!”) The Guard has been snapping up companies “privatised” by the government, and 
exploits its control of border crossings to dominate Iran’s black market.

There are several reasons why generals love to muscle into business (besides self-enrichment, of 
course). Armies like to be able to feed and supply themselves in the event of a total war. If this 
means they produce a surplus in peacetime, why not sell it? Some armies do not receive enough 
from the public purse to make ends meet: Indonesia’s, for instance, started running businesses 
to support itself during the country’s independence struggle in the 1940s. Some military 
businesses are also, officially at least, there to provide jobs and welfare for retired and disabled 
soldiers—and in Iran’s case, the families of “martyrs”.

A diplomatic cable from Cairo to Washington in 2008 (subsequently aired by WikiLeaks) put its 
finger on the main reason why Egypt’s old government tolerated khaki capitalism. The army was 
a “quasi-commercial enterprise”, it said, because this helped ensure “regime stability and 
security”. (Except, as we now know, it didn’t.) Egypt’s military chiefs expanded their business 
empire after the 1979 peace treaty with Israel, to provide work for thousands of demobbed 
conscripts. Sri Lanka’s army did the same after defeating the Tamil Tigers in 2009. Sri Lankan 
troops now sell religious bric-a-brac, run restaurants, collect refuse and build cricket stadiums.

Recently, some countries have begun to curb their captains (and majors and generals) of 
industry. China has done so vigorously, hoping this will make both the military and corporate 
sectors more professional. Although Indonesia’s president is a (democratically elected) former 
general, he has continued to push the army out of both business and politics. The Thai Military 
Bank has been renamed TMB Bank, and is now a civilian institution.

Sound the retreat

This is welcome. The military-industrial complex damages politics by making the army a vast 
interest group. It also damages the economy by distorting competition. How can private 
companies compete fairly when their military rivals enjoy access to cheap land, credit and 
conscript labour—and have guns? Ms Siddiqa argues that one reason why Pakistan’s railways are 
in such a mess is that the army flexes its muscles behind the scenes to force hauliers to use its 
commercial lorry fleets.

There are also sound military reasons for getting armies out of business. They should get better 
value for money if they buy supplies on the open market instead of making them themselves. 
More important, as the Chinese recognise, they are more likely to become modern and 
professional defenders of the nation if they are not distracted by moneymaking.

That said, the armed forces can provide superb training for future business leaders: some 10% of 
the bosses of America’s 500 biggest companies are former military officers. They are also a great 
incubator of entrepreneurs—and not just shady ones like Milo Minderbinder. A striking proportion 
of Israel’s high-tech entrepreneurs went into business with friends they made in the Israeli 
Defence Forces. The founders of China’s Huawei, one of the world’s most successful makers of 
telecoms equipment, also met in the army. Many soldiers in Egypt and elsewhere clearly enjoy 
the challenge of running businesses. But they would do a better job of it if they took off their 
uniforms first.

Economist.com/blogs/schumpeter (http://www.economist.com/blogs/schumpeter) 
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Enlarge

Africa’s hopeful economies
The sun shines bright
The continent’s impressive growth looks likely to continue

HER $3 billion fortune makes Oprah Winfrey the wealthiest black person in 
America, a position she has held for years. But she is no longer the richest 
black person in the world. That honour now goes to Aliko Dangote, the 
Nigerian cement king. Critics grumble that he is too close to the country’s 
soiled political class. Nonetheless his $10 billion fortune is money earned, not 
expropriated. The Dangote Group started as a small trading outfit in 1977. It 
has become a pan-African conglomerate with interests in sugar and logistics, 
as well as construction, and it is a real business, not a kleptocratic sham.

Legitimately self-made African billionaires are harbingers of hope. Though few in number, they 
are growing more common. They exemplify how far Africa has come and give reason to believe 
that its recent high growth rates may continue. The politics of the continent’s Mediterranean 
shore may have dominated headlines this year, but the new boom south of the Sahara will affect 
more lives.

From Ghana in the west to Mozambique in the south, Africa’s economies are consistently growing 
faster than those of almost any other region of the world. At least a dozen have expanded by 
more than 6% a year for six or more years. Ethiopia will grow by 7.5% this year, without a drop 
of oil to export. Once a byword for famine, it is now the world’s tenth-largest producer of 
livestock. Nor is its wealth monopolised by a well-connected clique. Embezzlement is still 
common but income distribution has improved in the past decade.

Severe income disparities persist through much of the continent; but a genuine middle class is 
emerging. According to Standard Bank, which operates throughout Africa, 60m African 
households have annual incomes greater than $3,000 at market exchange rates. By 2015, that 
number is expected to reach 100m—almost the same as in India now. These households belong 
to what might be called the consumer class. In total, 300m Africans earn more than $700 a year. 
That’s not much, and many of those people could be pushed back into penury by a small change 
in circumstance. But it can cover a phone and even some school fees. “They are not all middle 
class by Western standards, but nonetheless represent a vast market,” says Edward George, an 
economist at Ecobank, another African banking group.

As for Africans below the poverty line—the majority of the continent’s billion people—disease and 
hunger are still a big problem. Out of 1,000 children 118 will die before their fifth birthday. Two 
decades ago the figure was 165. Such progress towards the Millennium Development Goals, a 



series of poverty-reduction milestones set by the UN, is slow and uneven. But it is not negligible. 
And the mood among have-nots is better than at any time since the independence era two 
generations ago. True, Africans have a remarkable capacity for being upbeat. But it is seems that 
this time they really do have something to smile about.

Lions and tigers (and bears)

Since The Economist regrettably labelled Africa “the hopeless continent” a decade ago, a 
profound change has taken hold. Labour productivity has been rising. It is now growing by, on 
average, 2.7% a year. Trade between Africa and the rest of the world has increased by 200% 
since 2000. Inflation dropped from 22% in the 1990s to 8% in the past decade. Foreign debts 
declined by a quarter, budget deficits by two-thirds. In eight of the past ten years, according to 
the World Bank, sub-Saharan growth has been faster than East Asia’s (though that does include 
Japan).

Even after revising downward its 2012 forecast because of a slowdown in the northern 
hemisphere, the IMF still expects sub-Saharan Africa’s economies to expand by 5.75% next year. 
Several big countries are likely to hit growth rates of 10%. The World Bank—not known for 
boosterism—said in a report this year that “Africa could be on the brink of an economic take-off, 
much like China was 30 years ago and India 20 years ago,” though its officials think major 
poverty reduction will require higher growth than today’s—a long-term average of 7% or more.

There is another point of comparison with Asia: demography. Africa’s population is set to double, 
from 1 billion to 2 billion, over the next 40 years. As Africa’s population grows in size, it will also 
alter in shape. The median age is now 20, compared with 30 in Asia and 40 in Europe. With 
fertility rates dropping, that median will rise as today’s mass of young people moves into its most 
productive years. The ratio of people of working age to those younger and older—the dependency 
ratio—will improve. This “demographic dividend” was crucial to the growth of East Asian 
economies a generation ago. It offers a huge opportunity to Africa today.

Seen through a bullish eye, this reinforces exuberant talk of “lion economies” analogous to the 
Asian tigers. But there are caveats. For one thing, in Africa, perhaps even more so than in Asia, 
wildly different realities can exist side by side. Averaging out failed states and phenomenal 
success stories is of limited value. The experience of the leaders is an unreliable guide to what 
will become of the laggards. For another, these are early days, and there have been false dawns 
before. Those of bearish mind will ask whether the lions can match the tigers for stamina. Will 
Africa continue to rise? Or is this merely a strong upswing in a boom-bust cycle that will 
inevitably come tumbling back down?

More than diamond geezers

Previous African growth spurts undoubtedly owed a lot to 
commodity prices (see chart 1). After all, Africa has about half the 
world’s gold reserves and a third of its diamonds, not to mention 
copper, coltan and all sorts of other minerals and metals. In the 
1960s revenues from mining paid for roads, palaces and 
skyscrapers. When markets slumped in the 1980s the money dried 
up. The skylines of Johannesburg, Nairobi and Lagos are still 
littered with high-rise flotsam from the high-water marks of 
previous booms.

Recently revenues from selling oil and metals have helped to fill 
treasuries, create jobs and feed an appetite for luxury. In gem-



rich Angola, high-grade diamonds are reimported after being cut in Europe to adorn the fingers of 
local minerals magnates and their molls.

Overall, though, only about a third of Africa’s recent growth is due to commodities. West and 
southern Africa are the chief beneficiaries. Equatorial Guinea gets most of its revenues from oil; 
Zambia gets half its GDP from copper. When commodity prices soften or tumble such countries 
will undoubtedly suffer. But it is east Africa, with little oil and only a sprinkling of minerals, that 
boasts the fastest-expanding regional economy on the continent, and there are outposts of 
similar non-resource-based growth elsewhere, such as Burkina Faso. “Everything is growing, not 
just commodities,” says Mo Ibrahim, a Sudanese mobile-phone mogul who is arguably Africa’s 
most successful entrepreneur.

When the world economy—and with it commodity prices—tanked in 2008, African growth rates 
barely budged. “Africa has great resilience,” says Mthuli Ncube, chief economist of the African 
Development Bank. “A structural change has taken place.”

A long-term decline in commodity prices would undoubtedly hurt. But commodity-led growth on 
the continent is not as reversible as it used to be. For one thing, African governments have 
invested more wisely this time round, notably in infrastructure. In much of the continent roads 
are still dire. But there are more decent ones than there used to be, and each new length of 
tarmac will boost the productivity of the people it serves long after the cashflow that paid for it 
dries up. For another, Africa’s commodities now have a wider range of buyers. A generation ago 
Brazil, Russia, India and China accounted for just 1% of African trade. Today they make up 20%, 
and by 2030 the rate is expected to be 50%. If China and India continue to grow Africa probably 
will too.

More jaw-jaw, less war-war

What’s more, many foreign participants in the African commodity trade have become less short-
termist. They are likely to stick around after they finish mining; Chinese workers, of whom there 
are tens of thousands in Africa, have shown a propensity to morph into local entrepreneurs. A 
Cantonese construction company in Angola recently set up its own manufacturing arm to produce 
equipment that is difficult to import. Few Western competitors would do the same (though many 
of their colonial forebears did).

Commodity growth may be more assured than it used to be. But two big drivers of Africa’s 
growth would still be there even if the continent held not a barrel of oil nor an ounce of gold. One 
is the application of technology. Mobile phones have penetrated deep into the bush. More than 
600m Africans have one; perhaps 10% of those have access to mobile-internet services. The 
phones make boons like savings accounts and information on crop prices ever more available.

Technology is also aiding health care. The World Bank says malaria takes $12 billion out of 
Africa’s GDP every year. But thanks to more and better bed nets, death rates have fallen by 20%. 
Foreign investors in countries with high HIV-infection rates complain about expensively trained 
workers dying in their 30s and 40s, but the incidence of new infection is dropping in much of the 
continent, and many more people are receiving effective treatment.

The second big non-commodity driver is political stability. The Africa of a generation ago was a 
sad place. The blight of apartheid isolated its largest economy, South Africa. Only seven out of 
more than 50 countries held frequent elections. America and the Soviet Union conducted proxy 
wars. Capital was scarce and macroeconomic management erratic. Lives were cut short by bullets 
and machetes.



Africa is still not entirely peaceful and democratic. But it has made huge strides. The dead hand 
of the Soviet Union is gone; countries such as Mozambique and Ethiopia have given up on 
Marxism. The dictators, such as Congo’s leopard-skin-fez-wearing Mobutu Sese Seko, that 
superpowers once propped up have fallen. Civil wars like the one which crippled Angola have 
mostly ended. Two out of three African countries now hold elections, though they are not always 
free and fair. Congo held one on November 28th.

Friends and neighbours

Even if many of the world’s most inept states can still be found between the Sahara and Kalahari 
deserts, governance has improved markedly in many places. Regulatory reforms have partially 
unshackled markets. A string of privatisations (more than 100 in Nigeria alone) has reduced the 
role of the state in many countries. In Nigeria, Africa’s biggest resource economy, the much-
expanded service sector, if taken together with agriculture, now almost matches oil output.

Trade barriers have been reduced, at least a bit, and despite the dearth of good roads, regional 
trade—long an African weakness—is picking up. By some measures, intra-African trade has gone 
from 6% to 13% of the total volume. Some economists think the post-apartheid reintegration of 
South Africa on its own has provided an extra 1% in annual GDP growth for the continent, and 
will continue to do so for some time. It is now the biggest source of foreign investment for other 
countries south of the Sahara.

Somewhat belatedly, Africans are taking an interest in each other. Flight connections are 
improving, even if an Arab city, Dubai, is still the best hub for African travellers. Blocks of African 
economies have taken steps towards integration. The East African Community, which launched a 
common market in 2010, is doing well; the Economic Community of West African States less so. 
The Southern African Development Community has made the movement of goods and people 
across borders much easier. That said, barriers remain, and the economy suffers as a result. 
Africans pay twice as much for washing powder as consumers in Asia, where trade and transport 
are easier and cheaper.

As in Asia a generation ago, relatively small increases in capital 
can produce large productivity gains. When, after decades of 
capital starvation, outside investors started to take that 
disproportionate return seriously, they helped Asia blossom. Now 
some of those investors are eyeing Africa. In financial centres 
such as London barely a week goes by without an Africa investor 
conference. Private-equity firms that a decade ago barely knew 
sub-Saharan Africa existed raised $1.5 billion for projects on the 
continent last year. In 2010 total foreign direct investment was 
more than $55 billion—five times what it was a decade earlier, and 
much more than Africa receives in aid (see chart 2).

Foreign investors are no longer just interested in oil wells and mines. They are moving on to 
medium-sized bets on consumer goods. The number of projects—for example by retail chains 
such as Britain’s Marks & Spencer—has doubled in the past three years. Despite the boom in 
mining, the share of total investment going into extractive activities has shrunk by 13%. That 
said, the riches are far from evenly spread: three-quarters of all investments are in just ten big 
countries.

The increased interest from outsiders that has been triggered by Africa’s political and 
technological changes is not, though, the heart of the story. Economic change has made life more 
rewarding for Africans themselves. They have more opportunities to start businesses and get 



Talking to the future

ahead than they have enjoyed in living memory, and governments are showing some willingness 
to get out of their way. According to the World Bank’s annual ranking of commercial practices, 36 
out of 46 African governments made things easier for business in the past year.

No end to worries

That said, most African countries 
are still clustered near the bottom 
of the table. In all sorts of ways 
African governments need to run 
their countries more efficiently, 
more accountably and less 
intrusively. They also need to offer 
much better schooling, an area in 
which Africa woefully lags behind 
Asia. African businessmen 
constantly complain about the 
shortage of skills. Hiring qualified 
staff can be prohibitively 
expensive. The return of skilled exiles has helped in some newly peaceful countries, but often 
foreigners are needed, usually other Africans. Without better education, Africa cannot hope to 
emulate the Asian miracle.

Africa’s demographic dividend, too, is far from guaranteed. A growing population and a bulge of 
working-age citizens proved a blessing in Asia. But population growth always has its costs. All 
those extra people must be fed, educated and given opportunities. If illiberal policies obstruct 
growth and discourage firms from hiring, Africa’s extra millions may soon be jobless and 
disgruntled. Some may even take up arms—a sure recipe for disaster, both human and economic.

An abundance of young people is like gearing on a balance sheet: it makes good situations better 
and bad ones worse. It is worrying that some of Africa’s fastest-growing populations are in 
economies not performing well at the moment; and fertility rates are not declining as uniformly, 
or as swiftly, as they did in Asia.

Africa’s extra people are flocking to cities. Some 40% of Africans are city dwellers now, up from 
30% a generation ago. By 2025 the number is likely to be 50%. In Asia the rate is currently 
52%. This is usually a good thing. Productivity is higher in cities. Transport costs are lower and 
markets are busier when people live close to each other. In bad times, the tight ethnic jumble of 
the city can be a powder keg. That said, Africa’s worst wars, such as those in Congo, Rwanda, 
Sudan and Somalia, have been fought in countries where most people are peasants or livestock 
herders.

Extra mouths will need to be fed. There is scope for this. Though Africa is now a net food 
importer, it has 60% of the world’s uncultivated arable land. It produces less per person now 
than in 1960. Africa’s land is often hard to farm, with large year on year variations in climate (a 
problem likely to get worse as the Earth heats up). Farmers lack access to capital for fertiliser 
and irrigation. More roads and storage depots are also needed; much of the harvest rots before it 
gets to market. And land ownership often raises thorny issues about who belongs to a place and 
who does not.

Agriculture is a long-term worry. A shorter term concern is how to deal with a coming slowdown 
and recession in the north. Investors fleeing risky assets in Europe are unlikely to put their cash 
into Africa. More likely they will pull back some of the money they have already invested there. 
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The signs are that this is already happening. Bankers say the deal flow is slowing. But many 
remain generally bullish on Africa, convinced that its growth potential will reward patient 
investors and eventually lure back fickle ones.

Africa’s growth is now underpinned by a permanent shift in expectations. In many African 
countries people have at last started to see themselves as citizens, with the rights that citizenship 
brings. Greater political awareness makes it harder for incompetent despots to hold on to power, 
as north Africa has discovered. Bastions of the continent’s past—destitute, violent and isolated—
are becoming exceptions.

Africa is not the next China. It provides only a tiny fraction of world output—2.5% at purchasing-
power parity. It is as yet not even a good bet for retail investors, given the dearth of 
stockmarkets. Mr Dangote’s $10 billion undeniably makes him a big fish, but the Dangote Group 
accounts for a quarter of Nigeria’s stockmarket by value: it is a small and rather illiquid pond. 
Nonetheless, Africa’s boom will continue to benefit Africans, serving the billion as well as the 
billionaires. That is no small feat.
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Bank funding
The dash for cash
Europe’s troubled banks are running out of money

USUALLY it is banks that put 
customers under a microscope 
before lending them a penny. But 
in Europe banks are the ones now 
facing scrutiny before investors, 
companies and savers will lend 
them any cash. Faced with an 
investor strike, banks are putting a 
halt to new loans and selling or 
pawning all they can. Unless the 
investor strike lifts soon, Europe 
risks a credit crunch. At worst, 
there may even be bank runs and 
failures.

In one sense, a slow bank run is already taking place in the 
market for bank bonds, which in happier times provide the long-
term and stable funding that allows bank regulators to sleep 
peacefully at night. Since July these markets have frozen up 
almost completely for European banks. Bond issuance has plunged 
(see chart) and has shifted towards secured bonds, which are 
backed by assets that investors can grab if the bank defaults.

David Lyon of Barclays Capital, an investment bank, reckons that 
just €17 billion ($24 billion) in unsecured European bank bonds 
have been sold since the end of June, compared with €120 billion 
in the same period a year earlier. “In the context of the 
requirement, this is a paltry amount of funding,” he says.

The run on European bank-funding markets in some respects mirrors the one taking place in 
some government-bond markets. This is to be expected given the links between banks and 
governments. During the 2008 crisis, governments propped up their banks. Now, governments 
are leaning on banks to keep buying their bonds. As a result even the strongest banks from 
peripheral euro-area countries such as Spain or Italy (where yields on an auction of three-year 
government bonds surged to an unsustainable 7.9% on November 29th) are finding it hard to 
borrow from investors.
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Yet the bond-buyers’ strike afflicting banks is more worrying than the sovereign one. No banks 
are regarded as havens in the way that British and German government bonds provide a refuge 
for investors. Even strong banks in “core” euro-area countries are being frozen out of markets.

A second vital source of funding is borrowing through short-term interbank markets or tapping 
money markets. Both of these are also drying up. American money-market funds, which were a 
big source of dollars for the European banking system, have reduced loans by more than 40% 
over the past six months.

Banks are reluctant to lend to one another except for the shortest possible time, usually 
overnight. “Every night for the past few months [chief financial officers of big banks] have been 
getting reports saying they are short of a few billion,” says one banker. “They take the phones 
and start calling all the other banks to ask if they can borrow €100m here and some there.”

For now, this is keeping the system ticking over, partly because a bank lending money overnight 
knows it may have to ask for the favour to be returned next week. Euro-area central banks are 
also leaning heavily on their biggest banks to keep supporting the smallest with interbank loans.

An area of particular vulnerability, the “nightmare scenario” in the words of one banker, is that 
the trickle of deposits leaking from banks in peripheral countries turns into a full-flood bank run. 
The risk that savers will lose faith in banks seems remote for now. Yet it is not unthinkable. 
Greek depositors have been shifting their money for the past year. Savers in Italy and Spain now 
appear to be starting to do the same. And large corporations, which are able to shift deposits 
easily, are seeking relative safety, either with large banks in core countries or further afield.

Tighten belts and brace yourself

Max Warburton, an analyst at BernsteinResearch, notes that German carmakers are now buying 
German government bunds or are quietly moving their money directly to the European Central 
Bank (many of them already have banking licences because they provide car loans). “We don’t 
believe they are at the stage of buying gold…but perhaps it’s not far off,” he wrote in a recent 
report.

Banks are responding by desperately hoarding the cash they have, selling assets and slowing new 
lending. The most recent survey of credit conditions in the euro area shows a sharp tightening in 
September. The effects are being felt far more widely than in the euro area. In central and 
eastern Europe borrowers fret about regulatory changes that are encouraging banks in Sweden 
and Austria to cut their cross-border exposures. In Asia, too, the withdrawal of European banks is 
likely to drive up borrowing costs and restrict the availability of credit, according to analysts at 
Morgan Stanley, an investment bank.

Yet unless funding markets reopen, even aggressive deleveraging by banks will probably not 
allow them to shrink their balance sheets quickly enough.

This suggests a need for more action by central banks. On November 30th a group of central 
banks introduced new measures to ease a shortage of dollars in the banking system (see article
(http://www.economist.com/node/21541020) ). That will ease the pressure, but banks also need 
help raising longer-term debt. The ECB currently offers one-year loans, but these give little 
comfort to banks, which generally lend to their clients for longer periods and are reluctant to 
write new loans unless they can find matching funding. Another option could be for governments 
to guarantee bank debt, but strained national accounts probably rule this out.

Inaction could be disastrous. The longer banks are unable to raise funding, the greater the 
chance that one may fail. As one banker ominously puts it: “you are getting further along the 
train tracks towards the buffers.”
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Hedge funds
Dazed and confused
Hedge funds have had a horrible year—and it could get worse

MANAGERS of hedge funds like to think of themselves as seers, skilled in predicting where the 
market will go next. But today they are staring blankly at their liquid crystal screens and 
wondering where it all went wrong. The average hedge fund has fallen by around 9% this year; 
the S&P 500 has fallen by just 3.4%.

It is an unwelcome reminder of the past. In 2008, the average fund declined by more than 19%. 
This year’s euro crisis could be even worse. Managers have diligently researched undervalued 
stocks, only to see markets plunge after yet more bad news from Brussels. When funds instead 
position themselves more conservatively and short stocks, the markets promptly rally on the 
merest whiff of better news.

An unaccustomed timidity has seized many hedge funds. They have reduced their leverage, 
which enhances returns but aggravates losses, too. They are shrinking positions and trading less. 
There is a “conviction to do absolutely nothing” among hedge-fund managers today, says Andy 
Ash of Monument Securities, a brokerage.

Some fund managers privately confess that they wish they could move entirely into cash and sit 
out the market turmoil. But they feel pressure to continue trading to justify the steep fees they 
charge for managing investors’ assets.

With turmoil comes temptation. A few managers swear that some assets are cheaper than ever, 
and that “spreads” (the difference between prices) are astonishingly wide. Basil Williams, the 
boss of Concordia Advisors, points to the difference in the price of some holding companies and 
their subsidiaries as a buying opportunity. Another manager cites the wide price gaps at some 
dual-listed companies, such as Rio Tinto, a mining giant, which is traded in Britain and Australia. 
But many are too scared to pounce, in case prices diverge even more.

The dilemma of whether to pile in or stay put is perplexing hedge funds. Many remember the 
sudden rally in 2009 and regret they were not in a position to ride it. “The whole hedge-fund 
industry is completely terrified of missing a rally now,” says the boss of a London-based fund. But 
John Paulson, a hedge-fund boss once famed for his prescience, offers a reminder of the risk of 
premature bullishness. He recently apologised to investors for being “overly optimistic” about the 
economy earlier this year, leading to the worst performance in his firm’s 17-year history.

One small source of comfort, however, is that most of Mr Paulson’s investors are still with his 
fund. Perhaps they learned their lesson from the last crisis and don’t want to sell at the bottom. 
More likely, they can’t think of anywhere better to put their money.
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American banks
Contagion? What contagion?
American banks have been strangely immune to Europe’s crisis

THE financial crisis of 2008 mowed down banks in America and Europe with equal abandon. Not 
so this year’s upheaval. European banks, struggling to fund themselves, are tightening credit. 
American banks are eager to lend, albeit not to Europe. Their loan growth this quarter will the 
fastest since mid-2008, reckons Nomura, a bank.

This is partly because America’s banks are reasonably healthy. They have significantly bolstered 
capital since 2008 and now boast core capital of 9% of assets, well above regulatory 
requirements. While many European banks held dangerous quantities of American mortgages in 
2008, American banks today have relatively little exposure to Europe’s troubled sovereigns. For 
the five biggest, total exposure to Greece, Ireland, Italy, Portugal and Spain (net of hedges) 
ranges from $16 billion at Citigroup, or 14% of core capital, to $2.5 billion at Goldman Sachs, or 
less than 5%, according to Peter Nerby of Moody’s, a credit-rating agency. (But if France gets 
into trouble, that would be a far bigger problem.)

Yet the least appreciated virtue of America’s banking system is that it is drowning in dollars, the 
byproduct of the Federal Reserve’s efforts to kickstart the economy through “quantitative easing”. 
The Fed has bought government and mortgage bonds to push their prices up and yields down. It 
pays for them by creating money, which it deposits in the reserve accounts of banks at the Fed. 
Since late 2008, those reserves have soared from virtually nothing to $1.5 trillion.

America’s biggest banks now boast liquid assets of three to 11 times their short-term borrowings, 
according to Moody’s. Despite European banks’ well-publicised funding problems, they too have 
benefited. Lou Crandall of Wrightson ICAP, a research firm, reckons that half of those reserves 
have ended up with the American subsidiaries of foreign-owned banks. German, Scandinavian, 
Swiss and French banks all have big holdings. “We’re seeing all sorts of strains on markets but no 
runs on banks because they are sitting on top of huge mounds of cash,” says Mr Crandall.

This seems paradoxical. If European banks hold so many dollars in America, why is a shortage of 
dollars in Europe driving up LIBOR, the rate at which banks are willing to lend to one another, 
and prompting deleveraging and asset sales? One reason is that the banks most desperate for 
dollars are not the ones with big American subsidiaries. Another is that even as European banks 
deleverage, they are trying to build up their liquidity buffers. And reserves are an attractive 
vehicle for that: they are one of the world’s few remaining risk-free assets, and at 0.25%, they 
pay more than Treasury bills.

Finally, some banks are clearly liquidating reserves as their private funding dries up. Mr Crandall 
reckons the reserves of five French banks fell by 22% between June and September, to a still 
generous $74 billion. This has helped to cushion America from the ill effects of deleveraging at 
European banks. Nomura notes that European banks’ American subsidiaries have begun to shrink 
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their securities holdings but, so far, not their loan books. Nomura figures loans will soon follow, 
but American banks will benefit as they fill the void.

While America has largely escaped spillover from Europe’s banking squeeze so far, the shortage 
of dollars in Europe remains a problem. To relieve that pressure, the Fed lends dollars to the 
European Central Bank via a “swap” line, which the ECB then lends to its banks, for up to three 
months. Demand, so far, has been low, because of the stigma for any bank that uses the system, 
and the cost: 100 basis points more than a benchmark overnight rate.

On November 30th the Fed, ECB and other central banks sought to rectify this by lowering the 
spread to 50 basis points. Stockmarkets soared but the euphoria may not last: illiquidity is a 
symptom of Europe’s crisis, not the cause. As long as sovereigns are at risk of insolvency, their 
banks are, too. If the euro collapses, the resulting chaos will not spare America’s economy, 
despite the health of its banks.
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Buttonwood
For whom the toll sells
The investment attractions of infrastructure

IF YOU build it, they will fund. The British government has 
announced a plan to build infrastructure and boost economic 
growth, and called on the private sector to finance the bulk of it. 
The hope is that pension funds will supply about £20 billion ($31 
billion) of the targeted £30 billion. In theory, the right kind of 
infrastructure project boosts the long-term productive potential of 
an economy and pays for itself—while providing much-needed jobs 
in the short term.

British pension funds have generally promised retirement incomes 
that are linked to inflation (albeit with an upper limit of 5%). So 
that has made them enthusiastic buyers of inflation-linked 
government bonds; so much so that the real yields on such debt 
are close to zero, even on very long-dated issues. That ought to 
make them eager buyers of other types of security with built-in inflation linking.

Infrastructure projects, such as toll roads, are generally presumed to be good hedges against 
inflation. The assumption is that revenues will keep pace with other consumer prices and that the 
cashflows will be secure because of implicit government backing.

Only 2.5% of portfolios are currently committed to infrastructure, but that may be due to the 
limited number of opportunities. Governments have traditionally funded projects from general tax 
revenues, rather than raising the money on a scheme-by-scheme basis. The exception has been 
the private-finance initiative (PFI). Contractors raise money to build schools and hospitals and the 
government then makes a series of payments over the lifetime of the project.

The PFI gives pension funds an indirect way of investing in infrastructure, via the shares of the 
contracting companies. There are also listed utilities in the water and energy sectors that offer 
funds the kind of secure dividend-payers they seek. And then there are infrastructure funds, 
managed by the likes of Macquarie, which invest in projects around the globe.

There are some well-known examples of pension funds buying part, or all, of British infrastructure 
projects after they were built; CalPERS, the Californian state pension fund, owns nearly 13% of 
Gatwick airport, while two Canadian funds own the operating rights for the high-speed rail link to 
the Channel Tunnel.

But the idea behind the new plan is rather different. Pension funds would create a pooled vehicle 
that would bid for greenfield projects and employ a contractor to do the work. The investors, 
which will include the Pensions Protection Fund (PPF)—the backstop for private-sector schemes—
will own the entire capital structure and can divide cashflows as they like.
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The risks in such schemes will inevitably be greater. Upfront costs are high and construction 
projects are notorious for running over time and over budget. Contracts signed by one 
government could be undone by a future one. In the same statement in which he unveiled the 
infrastructure plan, the British chancellor halved the tolls for crossing the Humber bridge.

Potentially, however, the returns could be high. And, as Alan Rubenstein of the PPF points out, 
British pension funds would have to devote just an extra 2% of their assets to infrastructure to 
raise the £20 billion the government is seeking. A failed project will not bring the pension funds 
down with it.

However, the plan does raise some further questions. The PFI has been criticised, both for the 
way it hides government spending “off balance-sheet” and for the way it raises the cost of 
capital, estimated in one report to be 8%. The fact that pension funds are hoping for high returns 
should make politicians pause. If the British government can raise finance at a nominal rate of 
2%, and a real rate of zero, surely it makes sense for it to finance these projects directly?

Supporters of privately funded infrastructure would argue that the process is likely to be run 
more efficiently, and is less subject to political whim, than a publicly funded project. At least the 
road or bridge will actually be built.

The infrastructure plan may also point to a longer-term possibility. Two academics, Carmen 
Reinhart and Belen Sbrancia, have suggested financial repression as one way out of the debt 
crisis—forcing domestic investors to accept negative real returns. Pension funds are being invited 
to invest in these plans on a voluntary basis. But their assets are a very tempting pool for 
politicians to tap. Some day in the future, pension funds may find they are obliged to invest in 
such projects, regardless of the potential returns—for the good of the country, of course.

Economist.com/blogs/buttonwood (http://www.economist.com/blogs/buttonwood) 
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Reflecting on the past

A financial regulator under fire
Unsettling Wall Street
A judge rules against the SEC’s favourite way of penalising financial institutions

AS AMERICA looks back on the financial crisis, the Securities and 
Exchange Commission (SEC), Wall Street’s main regulator, is 
under particular scrutiny. On November 28th a judge took aim at 
one of its pet habits: agreeing to “plea bargains” with financial 
institutions.

It works like this. A bank is accused of wrongdoing. It agrees to 
pay a huge fine to make the charges go away. Instead of going to 
court, the SEC agrees. The bank avoids admitting guilt, or being 
found guilty of anything. It also disarms aggrieved investors of a 
weapon (a conviction) which they might have used in future 
lawsuits.

From the public’s point of view, the advantage of such deals is 
that they are cheap and easy. A full trial against a big bank can 
cost a fortune. The bank, obviously, can mount a vigorous 
defence. By settling, the SEC guarantees a good-enough result. It 
collects money. The bank is shamed by the airing of (unproven) 
charges. The regulators can claim victory in press releases and 
self-congratulatory reports to Congress.

It is hard to imagine a more thorough rebuke of these arguments than that delivered by Jed 
Rakoff, a New York district judge, in rejecting a $285m settlement between Citigroup and the 
SEC.

The case involved a fund that, it is alleged, the bank had designed to fail. The subsequent 
implosion cost investors $700m while earning Citi $160m. Mr Rakoff called the settlement not 
just a betrayal of the public interest, but the product of an approach “hallowed by history but not 
by reason” that provided the SEC with little beyond a “quick headline”. Settling without 
establishing the facts “is worse than mindless, it is inherently dangerous,” Mr Rakoff wrote.

If the unproven allegations were correct, they constituted a violation of core principles of 
securities laws. Citi, said the SEC in its complaint, created a billion-dollar fund half-full of 
wretched mortgages. It then bet against it, earning fees on both ends of the transaction. 
Investors were not told of Citi’s role in choosing securities, nor how it stood to benefit if defaults 
ensued.

Those contentions alone would put Citi in violation of the disclosure provisions at the heart of the 
1933 Securities Act, the foundation of market regulation. But in a curious twist, Mr Rakoff noted 
that in a parallel complaint against the Citi employee who structured the fund, the SEC went a 
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critical step further, suggesting deliberate deception and thus fraud, which would have put the 
bank at odds with another core provision of the act, and opened it up to civil litigation. The 
absence of the charge in the Citi complaint makes some wonder if the scope of charges is 
inversely proportional to the size of the defendant.

Beyond the issues in the immediate case, Mr Rakoff noted that although the settlement called for 
Citi to operate under an injunction prohibiting further illegal conduct, such conditions had been 
imposed on it, and others, in the past, with no consequences. Merely establishing the authority of 
the court without firm cause, “serves no lawful or moral purpose and is simply an engine of 
oppression”, he wrote.

A settlement also carries other large costs for society, Mr Rakoff added. “In any case like this that 
touches on the transparency of the public markets whose gyrations have so depressed our 
economy and debilitated our lives, there is an over-riding public interest in knowing the truth.” 
He ordered a retrial to begin in July 2012.

Unsurprisingly, Citigroup and the SEC both expressed their objections. Citi said it stood ready 
with “substantial factual and legal defences”. The SEC noted decades of precedent, and asserted 
that the settlement “reflects the scope of relief that would be obtained after a successful trial”.

The SEC then released a letter from its chairman, Mary Schapiro, asking Congress for the right to 
inflict heavier penalties on recidivists, a barely veiled reference to Citi and its like. That may 
placate some of the SEC’s critics, but it does nothing to address Mr Rakoff’s most important 
concern: that before a suitable punishment can be set, there must be a determination as to what 
occurred, and why it was wrong. Of such sentiments are revolutions born.
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Draining the cash away

American municipal finances
The sewers of Jefferson County
The largest-ever municipal bankruptcy shows the strains on local finances

THE parlous finances of America’s state and local governments 
represent “the largest threat” to the country’s economy. Defaults 
totalling hundreds of billions of dollars are possible, enough to 
rattle America’s $3.7 trillion municipal-bond market. This dire 
warning was delivered a year ago by an analyst called Meredith 
Whitney, who also predicted the banking crisis. She was dismissed 
as alarmist. Indeed, in the first six months of 2011 the number of 
municipal defaults was down by half compared with the same 
period in 2010.

Alas, her gloom now looks more justified. Jefferson County, the 
most populous in Alabama, filed the largest-ever American 
municipal bankruptcy on November 9th, with debts of $4.2 billion. 
Most of this metaphorical black hole was caused by building work 
on a literal one: the county’s sewerage system. Harrisburg, the 
capital of Pennsylvania, did the same on October 12th; it faces a 
$300m debt connected to a city-owned rubbish incinerator. In 
August Central Falls, Rhode Island, facing unfunded pension and 
benefit liabilities nearly four times the size of its annual budget, filed for bankruptcy. Boise 
County, Idaho, also filed earlier this year.

Many municipalities face huge unfunded pension liabilities. City-
dwellers will always need rubbish incinerators, sewers and other 
capital-intensive infrastructure financed by municipal bonds. And 
these are unusually tough times for state and local governments. 
At the beginning of the 2012 fiscal year, states faced a collective 
budget deficit of $91 billion, according to the National Conference 
of State Legislatures. That is down from a peak of $174 billion in 
2010. But since every state except Vermont has a balanced-
budget law, closing the gap will be painful. The housing bust has 
hit cities like a hod full of bricks falling from a ladder. Property-tax 
receipts have slumped. Sales and income-tax revenues have 
fallen, too. Pension and health-care costs for city employees are 
rising, even as federal stimulus funds dry up. This year will be the fifth in a row in which city 
governments see revenues decline, predicts the National League of Cities, an advocacy group. 
City financial officers are gloomy (see chart).
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Big though these problems are, they need not necessarily lead to more defaults. Pessimists will 
see Harrisburg and Jefferson County as harbingers of doom. But Linda Murphy, an analyst with T. 
Rowe Price, a fund manager, notes that each municipality “is its own story”.

The bankruptcies of Harrisburg and Jefferson County are the result of years of financial 
mismanagement and political dysfunction. Moody’s, a credit-rating agency, maintains a negative 
outlook for local governments but does not expect “a significant number of defaults, bankruptcy 
filings or hefty downgrades”. In fact, municipal-bond defaults are rare. Between 1970 and 2009, 
among the 80,000 state and local-government entities permitted to issue bonds, Moody’s 
counted only 54.

Still, the measures which municipalities must take to avoid default will hurt a lot. Budgets will be 
slashed; roads and schools will languish unrepaired. Some municipalities will end up doing little 
besides funnelling taxpayers’ cash to their own pensioned-off employees, says Howard Simons of 
Bianco Research. (Such pensions, no matter how overgenerous, are protected by law.) The best 
that can be said is that lending money to a poor city still looks slightly preferable to living in one.
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Insurance in China
Growing pains
Insurers are struggling in a potentially lucrative market

BY ANY reasonable measure, China is an insurer’s dream. With 
premium income topping 1.5 trillion yuan ($220 billion), the 
market is enormous. It is also growing fast, with the life-insurance 
sector alone doubling between 2007 and 2010. And insurance 
penetration (premiums as a share of GDP), remains extremely low 
(see chart). So why is it that both domestic and foreign insurers 
seem to be struggling?

Chinese firms are now experiencing serious growing pains. To get 
an idea of the problems, take a look at the prospectus offered by 
New China Life, a big local insurer, for its dual share placement, 
which will take place shortly on the Hong Kong and Shanghai 
stockmarkets. By its own admission, the company needs to raise equity because of a capital 
shortfall.

This shortfall is caused by rapid growth: when you sign up vast numbers of new clients, your 
potential liabilities shoot up instantly, while the extra premiums roll in only gradually. (Another 
reason for the capital shortfall is that New China’s investments in domestic Chinese shares have 
done badly.)

Many other local insurers also face a shortage of capital. China’s insurance regulator is 
scrutinising the capital adequacy of insurers much more closely of late. For example, it wants 
firms to cut back on the amount of subordinated debt they issue. In the case of New China Life, 
the company’s solvency margin (the cushion of capital that regulators require insurers to hold in 
case times turn rough) fell below 87% of total liabilities during the third quarter of this year. 
Firms with ratios below 100% now run the risk that regulators will limit which products they can 
offer and where they can invest.

These are not the only agonies that insurers face. Standard & Poor’s, a credit-rating agency, 
believes that risk-management practices at Chinese firms have not kept pace with expansion. It 
also worries about a mismatch between the industry’s long-term liabilities and the typically short-
term nature of its investments.

The boom has also attracted dozens of new firms and hordes of unsophisticated investors. 
Stephan Binder of McKinsey & Co, a consultancy, argues that many people who have bought 
shares in new insurers do not understand the industry. He thinks they were dazzled by the public 
placement of Ping An, an innovative Chinese insurer that is also one of the world’s largest, only to 
be “surprised to find that you don’t get any cash out of these businesses quickly and instead 
must keep putting in cash for years”.
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Foreign insurers in China know that sinking feeling all too well. A report published on November 
30th by another credit-rating agency, Moody’s, calculates that of the 47 foreign insurance outfits 
in China in 2010, only 11 made a profit (and even that was generally a meagre sum). The 
aggregate market share of firms with substantial foreign ownership is still below 5%. And recent 
months have seen New York Life leave the market, AXA and Sun Life reduce their ownership 
stakes in joint ventures and Standard Life attempt—in vain—to find a buyer for its local 
operation.

Could this “mark the beginning of a broader retreat”? asks Sally Yim, the report’s author. 
Perhaps; but retreating could be unwise. Though regulations are skewed against foreign insurers, 
Mr Binder believes they can still succeed in China if they correct some of their own mistakes.

For example, they could do a better job of nurturing local talent and adapting foreign business 
models to local conditions—two areas where they have conspicuously failed in the past. He points 
to South Korea, where foreign insurers lost money on a queered pitch for over a decade, but are 
now raking in handsome profits.

Taiwan also offers a ray of hope. Sam Radwan of Enhance International, an insurance 
consultancy, observes that while China and Taiwan both have extremely high rates of household 
savings, the former spends less than 4% of GDP on insurance while the latter spends a juicy 
17%. In insurance, as in much else in China, it may pay to persevere.
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Economics focus
The big push back
Randomised trials could help show whether aid works

IMAGINE you run a dirt-poor agricultural economy. Your farmers want to improve their soil but 
have no fertilisers, so you must either build a fertiliser factory or import the stuff. You will 
therefore need a port, dock workers, accountants and lawyers, roads and trucks to transport it, 
bankers to extend credit, and plastic bags to put the fertiliser in, necessitating plastics and 
packaging factories, too. Your farmers then need seeds and livestock, so you must have vets, 
market traders, construction companies to build barns and refrigeration systems. And you will 
need all this before your farmers put a seed in the ground.

In development, it seems, you cannot do anything until you can do everything. That is the idea 
behind the “big push” theory. Outlined by Paul Rosenstein-Rodan in 1943, this says that even the 
simplest activity requires a network of other activities and that individual firms cannot organise 
such a large network, so the state or some other giant agency must step in.

The big push came to grief in the 1970s and 1980s as evidence accumulated that, in Africa at 
least, public investment and foreign aid had produced no perceptible change in productivity, not 
least because so much of it was stolen. Recently, though, the idea has come back into vogue. The 
UN talks constantly about its millennium development goals (eight goals, 21 targets). Jeffrey 
Sachs of Columbia University argues that if public investment and foreign aid are big enough, 
they will boost household incomes, spurring savings and boosting local investment. They should 
also “crowd in” external investment by improving infrastructure.

Unlike most economists, Mr Sachs can put other people’s money where his mouth is. He set up 
the “millennium village project”, taking 14 places in rural Africa with about 500,000 people and, 
since 2006, making them the subjects of a $150m project run by his university and African 
governments.

The project—motto: “no single intervention is enough…we must improve them all”—carries huge 
hopes. Touring a village in Malawi, the UN’s secretary-general says he saw the potential of 
technologies such as smartphones and drip irrigation “to advance human well-being in ways that 
simply were not feasible even a few years ago”. George Soros, a financier, gave the project $47m 
and predicted that it would transform entire regions.

But the money has brought into the open simmering disputes about the merits of the project, 
how properly to measure them and what happens when the money runs out. Now the first 
independent assessment of one of the villages—Sauri, in Kenya—has suggested that the critics 
are having the better of the exchange.

The projects’ backers claim extraordinary results: a 700% increase in the use of antimalarial 
bednets; a 350% increase in access to safer water; a 368% increase in primary-school meal 
programmes. On closer inspection, though, these numbers turn out to be less dramatic. True, the 



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

Copyright © The Economist Newspaper Limited 2011. All rights reserved. Advertising info Legal disclaimer Accessibility Privacy policy Terms of use Help

from the print edition | Finance and economics 

proportion of young children sleeping under mosquito-repelling nets in Sauri has risen sharply. So 
has the share of households getting clean water in Bonsaaso village in Ghana (see charts). But 
these improvements might have happened anyway, without the programme. The use of treated 
bednets in Kenya’s Nyanza province (the region of which Sauri is part) also increased, albeit over 
a longer period. Ditto with clean-water availability in Ghana’s Ashanti province.

Michael Clemens of the Centre for 
Global Development, a think-tank, 
and Gabriel Demombynes of the 
World Bank says that a randomised 
trial is needed to disentangle what 
the millennium programme is doing 
from what is happening anyway. In 
such a trial, each village would be 
paired with a similar one not 
getting the same help—and the 
results compared.

This stirred up a hornets’ nest. In a 
vitriolic letter to another critic, Mr 
Sachs calls the idea “that one can randomise villages like one randomises individuals…
extraordinarily misguided”. Randomised trials cannot work in villages, he insists, because they 
are too complex and dynamic. Comparing a millennium village with a randomly chosen one “will 
add surprisingly little”; the proper comparison is with a region or a country as a whole.

David McKenzie of the World Bank then took up the cudgels. He pointed out that if the impact of 
the project were as great as its backers claim, it should be discernible even against a shifting 
background; that, in practice, randomised trials can be used to evaluate complex, dynamic 
processes, not just simple, static ones (though they have to be designed properly); and that 
comparing a favoured village against another after the intervention has started—which is being 
done—isn’t a randomised trial in the proper sense (properly, one should select pairs of villages, 
then choose one of the pair randomly as the subject of the programme).

If it works, prove it

Now a Kenyan economist, Bernadette Wanjala of Tilburg University in the Netherlands, has raised 
further doubts about the project. She interviewed 236 randomly selected households in Sauri who 
had been offered the benefits and 175 randomly selected ones who had not. In a study with 
Roldan Muradian of Radboud University, she concluded the first group had raised their 
agricultural productivity by an impressive 70%. Yet she found that the impact on household 
income was “insignificant”, and that there had been little extra saving or investment. The 
villagers had grown more food—and eaten it. They became better nourished, but this did not 
affect the wider economy.

Better nutrition is important, of course. But the aim of the project is to boost income, investment 
and economic diversification. It is not clear that these goals are being achieved. For $60 per 
person per year (which increases the income of the poorest villagers by well over 25%) the 
project has improved village life only a little more than it would have improved anyway. So far, 
the project provides little evidence that “big push” development—advancing on all fronts, flags 
flying—is better than the alternative: gradual, step-by-step changes to remove specific barriers to 
growth.
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DIY biofuels
The fat of the land
Green-minded motorists are making car fuel at home, from used cooking oil

DIESEL engines are famously 
unfussy about what they burn in 
their cylinders. Indeed, Rudolf 
Diesel’s original design ran on 
powdered coal. But even he might 
have been taken aback by the 
recipe concocted by Peter Ferlow. 
Mr Ferlow, who lives in a suburb of 
Vancouver, British Columbia, is one 
of the leaders of a growing band of 
enthusiasts who brew their own car 
fuel. His diesel engine runs on oil 
collected from the kitchen of a local 
pub.

The recipe starts by filtering the breadcrumbs out with a mesh screen. After that you warm the 
oil up and add sodium hydroxide and methanol. The sodium hydroxide (known as “lye”, in the 
trade) breaks the oil molecules into fatty acids and glycerol. The methanol reacts with the fatty 
acids to form esters. Drain away the glycerol. Wash the remainder with water to remove 
impurities and surplus lye. Drain that water. Then aerate what is left with an aquarium bubbler to 
drive off the last traces of moisture. The result is 175 litres of finest home-brewed biodiesel—
enough to drive Mr Ferlow’s pickup truck for 1,200km (750 miles). And the cost, he reckons, is a 
mere C$45 (about $44, south of the border) plus two hours of his labour. The oil itself is free. 
Restaurants are glad to give it away, to avoid the cost of disposal.

That may change. According to Miles Phillips, the head of the Cowichan Energy Alternatives 
Society, based in Duncan, British Columbia, local demand for veggie-oil fuel is already 
outstripping supply. Moreover, biodiesel made from restaurant oil can be sold for a tidy profit. On 
the other side of North America, the Baltimore Biodiesel Co-op, in Maryland, says green-minded 
drivers are prepared to pay a premium of about 30% over the cost of petroleum-based diesel to 
fill their cars with biodiesel. The co-operative reports that its sales are up by 20% this year. 
Eventually, presumably, restaurant owners will want a slice of the action, too. At the moment, 
though, they seem glad to collaborate for nothing. The co-op can rely on an industrial producer—
a so-called “grease puller”—driving a lorry around the area’s restaurants to collect its raw 
material free. And it plans, starting next year, to buy biodiesel from home producers as well.

Some of these producers rely, like Mr Ferlow, on Heath Robinson lash-ups of their own devising 
to make their motoring equivalent of hooch. Others use off-the-shelf reactors. Oilybits, a British 
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company, will, for £395 ($620), sell you a device that produces batches of 120 litres of 
biodiesel—and the firm’s owner, Adrian Henson, is modest enough to admit that many other firms 
do likewise. The process is not particularly hazardous. Biodiesel esters are not so volatile that 
they form an explosive vapour (which is why they can be used only in diesel engines, not petrol 
ones), and though the methanol and sodium hydroxide need careful handling (they are 
unpleasant by themselves, and truly noxious if allowed to react together), so far the health-and-
safety authorities in countries where home-brewed biodiesel is taking off have not stepped in to 
interfere. Even the taxman generally turns a blind eye. In Britain, which once tried to fine people 
for failing to pay duty on home-brewed fuel, the tax-free manufacture of up to 2,500 litres a year 
is now permitted.

Brewing up nicely

If the authorities did ban home esterification, though, enthusiasts who wished to declare 
independence from the oil companies could go down another route. The advantage of esters is 
that they substitute directly for petroleum-based diesel fuel. But, with a bit of modification, many 
diesel engines will run on unesterified vegetable oil, too.

The main reason raw vegetable oils do not normally work in diesel engines is that they are more 
viscous than standard diesel oil, and thus clog the engine’s fuel-delivery system. Heat them, and 
that problem goes away—at least in older engines (modern, “common-rail” motors, with high-
tech fuel-injection systems, are less forgiving).

A common way of converting a vehicle to run on unprocessed vegetable oil is therefore to fit it 
with two fuel tanks. A small one filled with petroleum-based diesel keeps the engine running until 
the car’s radiator has heated up. At that point water is diverted from the radiator into pipes that 
run through a larger tank filled with vegetable oil. Once this is nicely warm and runny, the driver 
flicks a switch and the engine starts burning the vegetable oil.

Last year John Shepley, a member of the Baltimore co-operative, converted his 12-year-old 
sports-utility vehicle to work this way. That cost him about $1,500. But prices are falling as such 
conversions become more popular. An Oilybits conversion kit costs about $315.

To Greece on grease

Once the conversion is made, the world is your oyster. In August 2008, for example, eight teams 
set out on a car rally from London. Their intention was to drive across Europe fuelled only by oil 
scavenged from restaurants. All made it to Athens, the destination, without buying fuel.

Even now, three years later, getting waste oil free is still easy, according to Andy Pag, the rally’s 
organiser. He has driven more than 30,000km on vegetable oil, in countries as far afield as 
Mauritania, without once paying for the stuff. There are wrinkles, of course. In place of the screen 
used by Mr Ferlow, Mr Pag carries a centrifuge (solar powered, naturally) around with him. Before 
filling up, he puts the oil he has scrounged through this. Food particles and water are spun off as 
a creamy gunk that he removes with a rag. It takes him about half an hour to purify a tank’s 
worth of fuel in this way. The chief difficulty, he claims, is keeping his clothes clean.

That, though, is a small price to pay for the warm, virtuous glow which comes from converting 
waste into motive power. It is cheap, environmentally friendly and, according to Mr Ferlow, even 
the exhaust gases smell sweeter.
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Palaeontology
The hare and the tortoise
Or, rather, the dinosaur and the crocodile

FASHION affects all human activities, and science is not exempt. In the field of palaeontology, for 
example, the stock of crocodiles is rising. Their role in Mesozoic ecosystems, including as 
predators of dinosaurs, has been reassessed over the past few years—and their diversity of forms 
(even including herbivorous species) is becoming increasingly apparent. This shift of perception is 
causing fossil hunters to take a renewed look at crocodiles, dinosaurs and the similarities and 
differences between them.

One such study, conducted by Sarah Werning of the University of California, Berkeley, and her 
colleagues, is reminiscent of Aesop’s fable about the hare and the tortoise—with dinosaurs 
playing the role of the cocky lagomorph and crocodiles that of the slow but steady chelonian. One 
of the traits which allowed dinosaurs to dominate the fauna of the Jurassic and Cretaceous 
periods was that they grew rapidly. This is clear from their bones, which show four traits 
associated in living animals with fast growth: that they have numerous canals through which 
blood vessels would have passed for the transport of nutrients; that those canals are arranged in 
complex networks, rather than running separately through the bone; that fibres of collagen (a 
protein which helps make bone supple) are loosely organised within them, rather than being 
tightly packed; and that they have large clusters of cells called osteocytes, which are important in 
the formation and maintenance of bone. In these characteristics, dinosaur bones are similar to 
those both of mammals and of dinosaurs’ modern descendants, the birds, and dissimilar to those 
of both ancient and modern crocodiles.

Dinosaurs are not unique in showing signs of rapid growth, though. Pterosaur bones have similar 
features, as do those of several other groups of Mesozoic reptiles. Ms Werning therefore decided 
to trace the phenomenon of rapid growth back as far as she could in the fossil record, by 
examining the bones of a wide variety of species.

The upshot, she discovered, was that the features indicating rapid growth were added one by one 
during the Triassic (the period immediately before the Jurassic). That is not terribly surprising. 
What is surprising is that all of these features were present in the last common ancestor of 
dinosaurs and crocodiles. The former, in other words, perfected rapid growth and went on to 
dominate the Mesozoic, while the latter gave it up.

Crocodiles had the last laugh, though. Fast-living dinosaurs were unable to survive the crisis at 
the end of the Cretaceous, when an asteroid hit Earth and brought photosynthesis to a halt. Slow
-living crocs, by contrast, were able to cling on until conditions improved, and are now found 
throughout the tropics and subtropics. Thus, 65m years ago, were the fates of two groups of 
animals decided by evolutionary differences inculcated 220m years ago. Aesop would have been 
proud.
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Foie-gras production
How much is too much?
Why some duck livers are delicious, and others nasty

FOIE GRAS is one of the most controversial dishes on earth. To 
protagonists, it is simply the finest foodstuff that exists. To those 
opposed, it is a product of cruelty that is not far short of criminal. 
The overfeeding of ducks and geese, so that their livers bloat to 
between six and ten times their normal size and take on a buttery 
consistency valued by gourmets, exploits the ability of these birds 
to store large amounts of calorie-rich fat, which was needed to 
propel them on the long migrations that their wild ancestors would 
routinely have undertaken. The moral argument over the way foie 
gras is produced (by feeding the birds with grain, through a tube 
or a funnel) turns on whether this is merely the permissible 
exaggeration of a natural inclination, or is tantamount to abuse. 
Intriguingly, a newly published piece of research on foie-gras 
production suggests the quality of the product depends on exactly 
the same distinction.

From the chef’s point of view, one of the disturbing things about 
foie gras is how variable it is. Some livers, when cooked, retain 
their fat and thus their rich flavour. Others lose fat when heated and end up tasting terrible. To 
try to work out why, Caroline Molette, a biologist at the University of Toulouse, did some 
experiments. Her results, just published in the Journal of Agricultural and Food Chemistry, 
suggest that the difference is whether the liver in question is truly healthy or not.

Dr Molette and her colleagues raised 150 male mule ducks (a cross between Pekin and Muscovy 
ducks that is often used to produce foie gras) for 13 weeks in standard poultry-house conditions 
and then transferred them into individual enclosures. For a further 12 days the birds were 
fattened up with a mash of grain and flour—the usual procedure for enlarging their livers. They 
were then slaughtered, their livers removed, and those livers immediately trimmed of their blood 
vessels and chilled for six hours.

So far, so normal. But instead of cooking the whole things, Dr Molette removed a 200-gram 
sample from each liver (an average liver weighed 550 grams) and put the rest in cold storage. 
She then placed each sample into a jar with a bit of salt and pepper, and cooked it for an hour. 
As she expected, some livers released a lot of fat when cooked while others released little. Armed 
with this information, she was able to turn her attention back to the uncooked sections of the 
livers and see if she could find any systematic chemical differences between them.

Using a combination of electrophoresis (which sorts proteins according to their size and electrical 
properties) and mass spectrometry (which sorts fragments of those proteins according to their 
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weight), she was able to do just that. The upshot was that the fat-retaining livers were rich in a 
variety of proteins known to help the body digest and store food. In the fat-shedding livers, by 
contrast, she found high concentrations of a protein called fatty-acid-binding-protein 4. In a 
human liver, this would be a marker of disease. Put simply, the fat-retaining livers are healthy 
while the fat-shedding ones are not.

Both sides of the debate, then, are right. Foie-gras production can be a form of abuse but is not 
necessarily so, for an enlarged liver can still be healthy. The question is, how do you draw the 
line?

Dr Molette’s ducks were all treated similarly, and their livers were of more or less the same size 
(certainly, the fat-shedding ones were not systematically heavier). The search is therefore on for 
some way to tell in advance which animals will respond positively to extra helpings and which will 
not. That knowledge would help farmers, gourmets and animal-lovers alike.
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Ready for take-off

Invasive species
Boom and bust
Invasive Argentine ants may be less persistent than once feared

DESPITE their name, Argentine 
ants are a well-travelled lot. 
Human commerce has allowed 
them to hitch rides from their 
homeland to every continent on the 
planet, with the exception of 
Antarctica. And when they arrive, 
they often thrive. At least 15 
countries now host colonies, which 
frequently prosper at the expense 
of native species. This flexibility, 
combined with an aggressive 
temperament, makes them one of 
the world’s best-known and most-
hated invasive species.

Yet, as any general knows, establishing a beachhead is not the same thing as conducting a 
successful, long-term occupation. Argentine-ant colonies sometimes collapse suddenly, and with 
no obvious explanation. In a paper just published in Biology Letters, a group of researchers at 
Victoria University of Wellington, in New Zealand, led by Meghan Cooling and Phil Lester, describe 
their attempts to study such disappearances systematically.

The researchers examined 150 sites across the country where Argentine-ant nests had been 
recorded. At 40% of them they found that the ants had vanished. At many of the other sites, ant 
numbers were much reduced, with areas that once sported dozens of nests over hundreds of 
hectares reduced to just one or two colonies covering much smaller tracts of land. And with the 
invaders gone, native ants seemed to be re-establishing themselves, suggesting that the 
Argentine ants’ impact on biodiversity had been transient, rather than permanent.

A statistical analysis of the data yielded an estimate for the likely survival time of a typical colony 
of between 12.9 and 15.3 years, and suggested that warm and dry conditions were more 
favourable for survival than cold, wet ones. Exactly what caused the collapses is still not clear, 
although the researchers suspect that unfamiliar diseases may have played a role.

Unity is not strength

It is a plausible theory. Because they grew from a small number of founder colonies, or possibly 
even a single one, New Zealand’s Argentine ants are genetically similar to one another (the same 
is true of most infestations outside the ants’ homeland). That may be one reason for their 
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success: ant researchers hypothesise that, being so closely related, the individual insects are 
unable to distinguish their nest mates from members of other colonies, which causes ants from 
different nests to co-operate as if they were kin, and has led students of the field to speak not of 
hundreds of individual infestations, but of a single, country-spanning “super-colony”.

But a shallow gene pool can be a weakness, too. If one nest proves susceptible to some 
environmental factor—be it disease, predation, or even a cold snap or wet spell—then it is likely 
that all the other colonies will share that vulnerability.

Now that they have documented the extent of the collapse the next step, says Ms Cooling, is to 
test the hypothesis of genetic vulnerability and try to work out precisely what causes the sudden 
reversals of formicine fortune she has seen. And it is not just ecologists who will be waiting for 
the results. New Zealand’s government had reckoned it might have to spend NZ$68m ($53m) a 
year keeping the newcomers under control. If Mother Nature can do the job instead, then it 
would represent a tidy saving for the country’s exchequer.
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Apology

Last week (“Blood simple”; November 26th) we referred to Ola Andersson of the Hospital of 
Halland in Halmstad, Sweden, as being an obstetrician, and female. In fact, he is a 
neonatologist—a species of paediatrician. Our apologies.
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The collapse of the Soviet Union
Russia’s imperial agony
The cost of the Soviet collapse has been huge and ongoing

Post-Imperium: A Eurasian 
Story. By Dmitri Trenin. Carnegie 
Endowment for International 
Peace; 270 pages; $49.95 and 
£34.99. Buy from Amazon.com

(http://www.amazon.com/exec/obidos/ASIN/0870032496/theeconomists-20 ) , Amazon.co.uk
(http://www.amazon.co.uk/exec/obidos/ASIN/0870032496/economistshop-21 ) 

8 Pieces of Empire: A 20-Year journey Through the Soviet Collapse. By Lawrence Scott 
Sheets. Crown; 313 pages; $28. Buy from Amazon.com
(http://www.amazon.com/exec/obidos/ASIN/0307395820/theeconomists-20 ) 

“THE dying process has begun”, wrote Alexander Kugel, a journalist and theatre critic, a few 
months after the bloody Bolshevik revolution of 1917. “Everything that we see now is just part of 
the agony. Bolshevism is the death of Russia. And a body the size of Russia cannot die in one 
hour. It groans.” The agony lasted over 70 years. On December 25th 1991 Mikhail Gorbachev, on 
television, relinquished his duties as the last president of the USSR. The hammer and sickle flag 
was lowered from the Kremlin without fanfare. The empire expired with a sigh.

There was almost no blood on the streets of Moscow that year; the only deaths were those of 
three young men killed on the night of the failed coup in August 1991. (Today almost no one in 
Russia remembers their names or celebrates their sacrifice.) The disintegration of the Soviet 
empire was “relatively peaceful and orderly”, as Dmitri Trenin writes in a sober and analytical 
book, “Post-Imperium”. It could certainly have been worse, but the collapse unleashed civil and 
ethnic wars on the periphery—in the Caucasus, Moldova and the most deadly one, Tajikistan. 
Estimates vary, but about 200,000 people are believed to have died in the post-Soviet conflicts.

“8 Pieces of Empire” by Lawrence Scott Sheets, an American reporter who spent 20 years 
covering the post-Soviet conflagrations for Reuters and National Public Radio, is a powerful 
reminder of how relative the words “peaceful and orderly” really were. His book takes the reader 



inside some of these wars, which were largely ignored by a world preoccupied with the 
reunification of Germany and the disintegration of Yugoslavia. Different in genre and scope, both 
books are nonetheless shaped by personal experience.

Mr Trenin, who heads the Carnegie Moscow Centre, served the empire as a military officer in East 
Germany. Mr Sheets, who now works for the International Crisis Group in South Caucasus, went 
to the Soviet Union to study Russian in 1987 and returned shortly before Mr Gorbachev’s final 
presidential speech, hoping to become a foreign correspondent. His book is an invaluable 
eyewitness account of the traumas of the Soviet collapse told through the lives of those who were 
caught up in it and often buried under it. The book is written with a disarming honesty, sympathy 
and humility.

The “pieces” in the title refers not only to geography but to people who were scattered: a 
Bulgakov-loving, rebellious racketeer in Leningrad; a Russian officer left behind at a forlorn 
border post between Armenia and Turkey, guarding a foreign frontier with another foreign state 
and trying to flog snake venom to passing journalists; an ageing former Soviet foreign minister, 
Eduard Shevardnadze, who helped to end the cold war but failed to prevent a hot one from 
starting in his native Georgia, which he came to rule in the 1990s.

Stalin’s birthplace, the “wine-and-song-filled Georgia”, was one of the first to descend into 
anarchy. In 1992 two gangsters (both with artistic backgrounds) pushed out a crazy nationalist 
president (himself a former writer) and roamed into an autonomous Abkhazia on the pretext of 
having to guard passenger trains with tanks. Soon, a nasty ethnic war consumed this former 
Soviet playground. It was a “war that nobody started”, as a Georgian put it at the time. It lacked 
a plan, strategy, front line or regular armies, but it had plenty of vandalism and ethnic hatred.

The tragic absurdity of the war comes alive in the detail. A bunch of armed men calling 
themselves “knights” and “guards” downed chacha (moonshine) while they waited in the 
sweltering heat for a pilot to fly them and their tethered lamb to Abkhazia. “Sweaty with 
gregariousness, they act like they’re going to a party,” writes Mr Sheets. “Or a funeral pyre for 
the empire.” A few weeks later he flew back from Abkhazia on another rickety plane, this time 
overloaded with zinc coffins and lucky refugees jammed in the toilet.

Russia’s intervention in 1993 resulted in Georgia’s defeat. But the wounds left by the wars never 
healed, in part because they continued to be prodded by all sides. They were reopened in 2008, 
when Russia attacked NATO-aspiring Georgia over South Ossetia and Abkhazia. The 
consequences of Russia’s own two wars with Chechnya, north of the Caucasus Mountains, have 
also been grievous. Mr Sheets ends his book with a description of one of the most horrific 
episodes of those wars: the school siege in Beslan in 2004, when more than 1,000 people, mostly 
children, were taken hostage by terrorists. In the worst Soviet tradition, the state lied about the 
number of hostages and the terrorists’ demands. After two days government forces stormed the 
school, using tanks and flame-throwers. Mr Sheets met hostages emerging from the inferno, 
wounded, filthy and in shock. A wailing teenage boy tried to call his dead sister on Mr Sheets’s 
mobile phone.

“Feeling at best an interloper and at worst a tragedy speculator, I put my equipment away,” he 
says. Writing for nearly 20 years about people being killed “is a bit like exposing oneself to 
radiation”; both mind and body are affected. Today Mr Sheets works to prevent more conflicts. It 
is in this capacity that he warns darkly in the last paragraph of the book that the Russian empire 
could easily fragment still further.

This might seem odd when so many are worried about Russia’s neo-imperialist rhetoric. Yet as Mr 
Trenin convincingly argues, Russia is not a neo-imperialist state, but a post-imperialist one that 
lacks both vision and appeal, and the economic and human resources for any expansion. With a 
shrinking population, that accounts for only 2% of the human race, and a declining share of 
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former Soviet trade, “the Russian empire is over, never to return.” Mr Trenin sees Russia’s policy 
as pragmatic and responsive, perhaps transferring his own sensibility onto the government. But 
he remains honest in his analysis. The current system which is based, he says, on economic 
growth without development, capitalism without democracy and great-power policies without 
international appeal, is unsustainable. Russia’s main threat is not to the outside world, but to 
itself.
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New film
Method in the madness
A searching look at what caused the split between Freud and Jung

PSYCHOANALYSIS, as practised by Carl Jung and his mentor, 
Sigmund Freud, in Zurich and Vienna in the early 1900s came to 
be known as “a dangerous method”. It is a good title for this 
absorbing film, written by Christopher Hampton and based on 
John Kerr’s 1994 book about Jung, Freud and Sabina Spielrein, 
which explores the role Spielrein (Keira Knightley) played in the 
two men’s lives. An 18-year-old Russian patient of Jung (Michael 
Fassbender), who cured her psychotic hysteria in 1904, Spielrein 
later became an analyst and an inspiration both to Jung and to 
Freud (Viggo Mortensen). According to Mr Kerr, she also became 
Jung’s lover, a breach of professional ethics that contributed to the 
discord between the two analysts and their acrimonious parting of 
ways in 1913.

Directed by David Cronenberg, “A Dangerous Method” contains no 
exploding heads to remind viewers of his 1981 film, “Scanners”. 
But Spielrein certainly comes close to blowing up in the opening 
sequence, in which Ms Knightley gives a harrowing portrayal of the symptoms of hysteria that 
turns her face into a twisted, jut-jawed mask of terror at the sadistic paternal abuse that is the 
cause of the character’s illness. Extrapolating a bit, the film-makers speculate that the doctor-
patient affair was spiced up by re-enactments of those paternal spankings.

As “A Dangerous Method” threads its way through the labyrinth of words that these brilliant, 
questioning people use to probe, seduce and wound one another, it deftly dramatises the 
intellectual differences that brought about the Freud-Jung split without actually giving either man 
the last word. Portraying Freud as a witty patriarch, the film seems to side with him against his 
stiff-necked protégé. Freudians will conclude that Jung is wallowing in mysticism to hide from the 
truth and that his sexual urges almost destroyed his marriage and his patient’s sanity. It is a 
tribute to both men’s ideas, and the creativity of the film-makers, that Jungians (and 
Cronenbergians) are equally free to see the myth-haunted Swiss psychoanalyst as a tragic 
incarnation of Orpheus, who should never have looked back at Eurydice when rescuing her from 
the underworld of Hades.
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Richard Holbrooke
Bullish and bullying
The rise of an American diplomat

The Unquiet American: Richard Holbrooke in the World. Edited by Derek Chollet and 
Samantha Power. PublicAffairs; 383 pages; $29.99 and £19.99. Buy from Amazon.com
(http://www.amazon.com/exec/obidos/ASIN/1610390784/theeconomists-20 ) , Amazon.co.uk
(http://www.amazon.co.uk/exec/obidos/ASIN/1610390784/economistshop-21 ) 

RICHARD HOLBROOKE, an American diplomat known by friend and foe as a bulldozer, was 
accustomed to getting his way. His final assignment to fix the mess in Afghanistan and Pakistan, 
however, proved more than he bargained for.

Barack Obama appointed him as his presidential envoy, but Mr Holbrooke held little authority. 
Senior officials in Afghanistan and Pakistan, who resented his abrasive personality and his relative 
lack of knowledge of the region, kept him at arm’s length. At home, American generals and the 
CIA ran the show. Most debilitating, Mr Obama, whose distaste for self-promotion is well 
documented, treated his envoy with a coolness not unlike that shown by many of the 
subcontinent’s leaders.

This frustrating final post of Holbrooke’s life, coupled with his failure to get the job he most 
coveted, secretary of state, may have been what prompted his friends to assemble an encomium 
in such fast order that it appears less than a year after he died. This tribute offers essays by 
colleagues, protégés, several journalists (a tribe on which he lavished unwavering attention), as 
well as his wife, Kati Marton, a former foreign correspondent. The reader is presented with mostly 
admiring anecdotes about Holbrooke’s early days in Vietnam as a questioning foreign-service 
officer, his rebellious tenure as Peace Corps director in Morocco, and onwards and upwards as 
assistant secretary for East Asia and the Pacific, peace negotiator for Bosnia and ambassador to 
the United Nations.

This all feels less complex and engaging than the man himself. More striking are Holbrooke’s own 
writings on foreign policy. Whenever he needed to drive a point home, particularly on subjects he 
was in the midst of negotiating, he was quick to put pen to paper. The editors have selected 
some short pieces on Bosnia that stand out for their passion, and that pass the test of time.

A stellar piece of Holbrookeiana, now 40 years old but more current than ever, is a critique of the 
lumbering process of foreign-policy making in Washington, DC. The endemic caution, overstaffing 
and endless circulation of policy papers among dozens of bureaucrats mean that presidents and 
secretaries of state often lack the guidance they need. “The massive foreign affairs machine built 
up during the post-war era rumbles on, as ornate and unwieldy as ever,” he wrote after being in 
the Foreign Service less than ten years. A routine cable on a humanitarian issue needed 27 
clearances in Washington before being sent to the field, he discloses. The essay was passed 
around the state department earlier this year. It still feels accurate, say the editors of this book.
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Mr Holbrooke accomplished much. He might have done more in South Asia and, perhaps, 
Washington if he had understood that the bullying tactics he used to forge a peace in Bosnia did 
not necessarily work elsewhere. “If Richard calls and asks you for something, just say yes,” 
Henry Kissinger is quoted as saying. “If you say no, you’ll eventually get to yes, but the journey 
will be very painful.” In Pakistan and Afghanistan it was hard for Mr Holbrooke to even start 
making calls.
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Yearning to breathe free

A coup fiasco in west Africa
A bad Mann
How not to do regime change

Cry Havoc. By Simon Mann. John 
Blake; 351 pages; $24.95 and 
£19.99. Buy from Amazon.com

(http://www.amazon.com/exec/obidos/ASIN/1843584034/theeconomists-20 ) , Amazon.co.uk
(http://www.amazon.co.uk/exec/obidos/ASIN/1843584034/economistshop-21 ) 

THIS tangled tale purports to be the no-holds-barred chronicle of a failed coup. The author is a 
former officer in Britain’s Scots Guards and the Special Air Service. His father captained England 
at cricket and his family had a famous brewery. In 2004 Mr Mann set off from South Africa to 
overthrow the dictator of Equatorial Guinea, a ghastly state in the armpit of Africa, part island, 
part mainland, drenched in oil.

Alas, the book is neither exciting nor illuminating. If it has any lessons for the historian, the 
Africanist or the would-be coup plotter, it is that it is unwise to tell too many people about your 
coup before it happens. And if it goes wrong, you can expect to end up shot or in prison for a 
very long time. In the event, Mr Mann was nabbed in Zimbabwe, en route to the target island, 
before he and his 69 not-so-merry men had even taken off on the last leg of their invasion 
journey. He spent four horrendous years in prison in Zimbabwe before being extradited to 
Equatorial Guinea itself, where he was incarcerated for almost two more years in marginally more 
salubrious circumstances. In 2009 the author was freed by the Equatorian dictator, Teodoro 
Obiang, who has run the place since 1979. Mr Mann now apparently gives him occasional advice. 
One wonders how valuable it is.

The book not only describes the failed-coup fiasco. To lend plausibility to Mr Mann’s Equatorial 
plan, it bounces confusingly back and forth between the disaster of 2004 and a couple of more 
successful ventures in Angola in 1993 and Sierra Leone in 1995, where mercenary operations led 
partly by Mr Mann helped secure the governments of those two previously embattled countries.
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Unfortunately the tale is written in grating Boy’s Own jargon, presumably aimed at the overgrown
-schoolboys’ market in books about martial derring-do and endurance. This is how he describes 
his feelings in the run-up to his Angolan operation: “I was on my way to Amanda [his wife-to-be]. 
How much I loved her. Fun. Laughter. Jokes. Beauty. Strength. Fine limbs. Wild hair. Launching 
into the spray of speeding traffic, I grin to myself. All I have to do now is slay UNITA [an Angola 
guerrilla group], win the gold, then woo the girl. Piece of piss.”

The book is also riddled with omissions and evasions. The author says he changed some names, 
perhaps to avoid litigation. Ely Calil, a Lebanese tycoon who has admitted that he funded the 
Equatorian opposition leader, Severo Moto, and introduced him to Mr Mann, is referred to as “the 
Boss”. The part played by Jeffrey Archer, a thriller-writer and disgraced British peer, is 
unmentioned. Despite its labyrinth of names and places, the book does not even have an index. 
Nor does Mr Mann divulge how much he expected to make from the venture or how it was 
financed before it unravelled. There are barely three pages on why the coup failed and who might 
have betrayed it. Apparently the CIA, in the know if never in the driving seat, lost faith in its 
would-be perpetrators and decided for the sake of oil to cosy up to Mr Obiang after it all went 
wrong.

Mr Mann says he has not read the authoritative account of “the Wonga coup”, as it soon half-
jocularly became known, by Adam Roberts, an Economist colleague of this reviewer. Mr Mann’s 
buccaneers were a pretty tawdry lot, including Margaret Thatcher’s son Mark, who admitted his 
involvement in court. It may be a pity, given the horrors that have befallen Equatorial Guinea’s 
people since Spain gave them independence in 1968, that the coup failed. It is easy to say it was 
doomed from the start. Its plan was ludicrously leaky. But with a bit of luck it might well have 
come off. And Mr Mann would indeed probably be worth several million dollars more. Whether the 
Equatorians would have been any less miserable seems moot.
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The English gentry
Happy landings
People, land, houses and hospitality

The Gentry: Stories of the English. By Adam Nicolson. Harper; 460 pages; £25. Buy from 
Amazon.co.uk (http://www.amazon.co.uk/exec/obidos/ASIN/0007335490/economistshop-21 ) 

ADAM NICOLSON has written many books on history and the countryside, including two about his 
family’s properties at opposite ends of the British Isles, Sissinghurst Castle in Kent and the Shiant 
Isles in the Outer Hebrides. Now he has turned his attention to the class to which his family can 
be said to belong. His grandmother, Vita Sackville-West, was unashamedly a member of the 
aristocracy but Mr Nicolson states that the gentry has always been composed of “Gentle 
Ungentles”, younger sons and daughters of old families who have declined into the gentry, and 
“Ungentle Gentles”, people of more humble origin who through their ability and achievements 
have advanced up the social ladder.

Today the term “gentry” in Britain evokes “the introductory chat at an upper-middle-class dinner 
party—how did you get here, who do you know, how is Aletheia?” It suggests a cosy, genteel, 
exclusive and somewhat smug world in which background and family are deemed more important 
than individual qualities. It is also often preceded by the word “landed”. The launch of “Burke’s 
Landed Gentry”, an encyclopedic tome first published in 1826, is partly responsible for this 
(though the ownership of land ceased to be a requirement for a family to appear in the book as 
long ago as the 1920s). But the principal reason is that the story of the gentry is all “about 
Land”.

Mr Nicolson has taken 12 families who are scattered all over England (strictly speaking, one is in 
Wales), and, using letters, diaries and legal documents, told their stories at a particular date and 
crisis in their existence. He has produced a wonderful portrait of England and the families that 
were its bedrock. The tale begins 600 years ago with the Plumptons, caught up in the Wars of the 
Roses, and concludes with the Cliffords, who have owned and farmed the same corner of 
Gloucestershire for almost 1,000 years. Whereas the core values of grace, enterprise and chivalry 
were crucial to the gentry’s idea of themselves, Mr Nicolson makes it clear that money and 
conflict were as important as blood and family. The gentry were a flexible class and lived a life of 
struggle and competition. There was no certainty. Survival was what mattered and there was 
much hedging of bets.

At its best the gentry’s idea of goodness and civilisation was attached to a particular place and an 
“interfolding of people, land, animals, food, housing and hospitality”. A sense of order, sociability 
and well-being was expressed through landscape. Everything depended on an underpinning of 
money and a connection with London and Westminster was generally essential to prosperity. 
Many of the gentry were members of the House of Commons. Survival was often contingent on 
being on the “right” side during the Wars of the Roses, at the time of the Reformation, through 
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the upheavals of the 17th century. In the 1940s Sir Richard Acland, a Christian socialist, made 
over the bulk of his large estate in Devon to the National Trust, but he was an exception. Not 
everyone was as ruthless as Henry Lascelles, who in the 1700s amassed a fortune through sugar 
plantations in Barbados and the exploitation of African slaves; but in general the story is of “the 
political and economic dominance of a…cannily self-renewing class”.

In tracing the rise and fall of this ruling class, Mr Nicolson has some fascinating stories to tell, and 
he tells them well, not least that of the Capels, who were forced by penury to live abroad and 
found themselves in Brussels on the eve of the battle of Waterloo. He concludes that competition, 
unkindness and dominance always underlay the beautiful sense of community which the gentry 
world embodied. But that is life: it is “a struggle and community is political”.
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Richard Branson
Ricky’s schemes
How to have fun, do good and make money

Screw Business As Usual. By Richard Branson. Portfolio; 384 
pages; $26.95. Virgin; £12.99. Buy from Amazon.com

(http://www.amazon.com/exec/obidos/ASIN/1591844347/theeconomists-20 ) , Amazon.co.uk
(http://www.amazon.co.uk/exec/obidos/ASIN/0753539799/economistshop-21 ) 

THE phrase “business as usual” has probably never been used to describe anything Sir Richard 
Branson has done. So there was a danger that a book called “Screw Business As Usual” would 
contain nothing new. This is a man who has been a larger-than-life advertisement for 
entrepreneurship and adventurous living ever since the first of what his mother called “Ricky’s 
schemes” back in the 1960s. He launched a student magazine and a sex- advice centre, then 
signed the Sex Pistols to his Virgin music label and started an airline. Yet Sir Richard (pictured) 
has provided a tantalising glimpse into the workings of the global elite that some say now run the 
world, as well as plenty of food for thought for the new generation of business leaders who say 
they want to make the world a better place as well as turn a profit.

Sir Richard’s main goal is to begin what he describes as a new, caring approach to business called 
Capitalism 24902 (because that in miles is the circumference of the Earth, in case you 
wondered). He says it “will lead to more fulfilling lives for all of us and a much more fair, more 
equitable and healthy global village.” The author has updated his old creed of “have fun and the 



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

Copyright © The Economist Newspaper Limited 2011. All rights reserved. Advertising info Legal disclaimer Accessibility Privacy policy Terms of use Help

from the print edition | Books and arts 

money will come” to “do good, have fun and the money will come.” Those familiar with his career 
will not be surprised that there is nothing selfless about his brand of philanthrocapitalism.

Sir Richard’s “new” approach—which has much in common with Michael Porter’s latest “shared 
value” theory and Jed Emerson’s “blended value”, to name but two—eschews profit maximisation 
(investors in his schemes over the years may feel that making them a profit has never been a 
high priority for him) and champions getting involved in solving thorny social problems, often by 
going into partnership with non-profits. The main vehicle for this good work is Virgin Unite, a 
philanthropic body that he designed to be far more entrepreneurial than the typical charitable 
foundation. Sir Richard rightly argues the case for rejecting the “golden cheque” approach to 
grantmaking in favour of “becoming a true partner for frontline organisations and leveraging 
absolutely everything we possessed in order to drive change.”

The subplot of the book is about the growing influence in tackling the world’s problems of a small 
group of wealthy philanthropists and business leaders, and how Sir Richard has become a 
catalyst among them. He provides plenty of detail about the good work done by C.K. Prahalad, 
the bottom-of-the-pyramid business guru, Jeff Skoll, the philanthropic first boss of eBay, Peter 
Gabriel, a rock star turned human-rights activist, and Jane Hewson, founder of Comic Relief and 
Pilotlight Australia, which finds jobs for ex-prisoners. Other people’s stories make the book an 
easier read for those who find Sir Richard’s self-promotion hard to bear.

The book starts and ends with the fire that recently gutted his house on Necker Island, a luxury 
Caribbean retreat where so much of Sir Richard’s good work is done, by tempting saintly folk to 
have some fun in the tropics and hatch virtuous plans while they are at it. Archbishop Desmond 
Tutu learnt to swim there, and ideas have been dreamed up such as The Elders, a 
troubleshooting group of retired politicians selected by Sir Richard’s pal, Nelson Mandela, and the 
Carbon War Room, which is plotting strategies to reduce carbon emissions in several industries. 
Sir Richard also makes a convincing case for businesses to back entrepreneurs in Africa and to 
campaign against the unwinnable “War on Drugs”. Who knows if this creativity is really replicable 
at other companies, but can anyone really doubt that the world would be a better place if this 
sort of stuff were to become business as usual?
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Emeka Ojukwu
Emeka Ojukwu, leader of breakaway Biafra, died on November 26th, aged 78

IT WAS after Nigeria’s first military 
coup, in January 1966, that Emeka 
Ojukwu came to power as governor 
of the country’s predominantly-Ibo 
Eastern Region. Though he was 
himself an Ibo and a lieutenant-
colonel in the army, he had not 
been involved in this Ibo-led plot, 
nor, less surprisingly, did he take 
part in the second coup, six months 
later, which was led by 
northerners. He was a federalist, 
which is to say he believed in 
keeping Nigeria as a federal state.

God had not designed it as such, but the British had. As the colonial power, they had drawn a line 
round the lands of the three main peoples and 400 or so smaller linguistic groups, governed the 
mainly-Muslim northerners indirectly through traditional rulers and the mainly-Christian 
remainder directly, called them in aggregate a nation and, in 1960, given them independence. 
Two years earlier, a Nigerian author, Chinua Achebe, borrowing from Yeats, had pointed out that 
“things fall apart”, in a novel of that name. He had quickly been proved right.

Colonel Ojukwu, too, had foreseen the likelihood of bust-up. That was why he had not followed 
his father into business but, after school in England and then Oxford, had instead gone into the 
army, which was considered one of the country’s sturdier institutions. It did indeed prove to be a 
lasting source of power, but not of unity. The second coup was followed by the killing of at least 
200 Ibo soldiers.

Pogroms of Ibos had already taken place in the North and they now grew more severe, claiming 
the lives of tens of thousands of easterners, and prompting over 1m of the luckier ones to head 
for their region of origin. Colonel Ojukwu was soon regretting the broadcast he had made earlier, 
in which he had asked Ibos in the North to return home since the situation was “under control”. 
Instead, the scene was set for a war that was to last for 30 months and claim the lives, it is said, 
of 1m people through fighting, hunger or disease. Some put the number much higher.

Secession was surely not what Colonel Ojukwu had in mind when he became governor of the 
East. Just five months before Biafra broke away he was arguing for a looser federation, and he 
got the promise of it, even though his fellow military governors soon backtracked, realising they 
had been outwitted. The colonel was clever and more educated than his counterparts, which may 
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have been why he would not defer to his antagonist, Lieut-Colonel Yakubu Gowon, the federal 
supreme commander; or perhaps he was just proud and obstinate, as his critics had it.

Of course, the general, as he soon made himself, had a difficult part to play. He wanted to show 
that Biafra was a serious country, self-reliant, efficient, able to take its place as the “first nation-
state south of the Sahara”. He also had to present it as a victim, a plucky little population of 
about 13m, reluctantly taking on a bully with nearly three times as many people and all the 
resources of an established state. He had to be both bulldog and underdog.

Soft of voice and sad of eye, he played the part brilliantly. Pausing before he answered questions, 
drawing on a State Express 555 cigarette and talking in tones of measured reasonableness, he 
came across as the thinking man’s soldier. Despite his youth, his bulk lent authority, his beard, 
grown as a symbol of mourning for the massacred Ibos, lent gravitas. Yet he could also be 
arrogant and authoritarian, ready to adopt the very practices he affected to disdain—by, for 
instance, appointing his father to chair two regional corporations.

The “police action” described by Colonel Gowon at the outset turned into a bloody conflict and a 
merciless siege. It was the first war to be brought by television—and a skilful propaganda 
machine—into rich-country homes almost daily. It was thus conducted with pictures of starving 
children and claims of genocide, as well as the promise of oil contracts, daring night-time airlifts, 
talk of jihad, accusations of collusion by aid-workers and weapons supplied (or withheld) 
competitively by Britain, the Soviet Union and others. It also involved conventional fighting and 
at this the Biafrans, after a surprising irruption in August 1967 to within 150km (nearly 100 
miles) of the federal capital, proved inadequate. By year’s end the federal side had taken more 
than half of Biafra’s territory.

The verdict

Historians say, fairly, that General Ojukwu should have surrendered then. Biafra had no chance of 
victory, and two years of famine and fighting would have been avoided. At the time, though, 
Biafra still seemed to offer the prospect of a country better run than most others in Africa, and 
the fears of genocide were certainly well founded. In the event, General Gowon behaved 
impeccably, and his troops exacted no revenge. General Ojukwu was pardoned in 1982, returned 
to Nigeria from exile and re-entered politics, albeit unsuccessfully.

For Africa it was a cautionary tale. The 1960s, in which so many African countries gained 
independence, had started with a brutal war of secession in Congo. They ended with another. 
However, Biafra’s failure to redraw colonial boundaries by force put an end to most further 
attempts. If any change is to be made now, it must be by consent, as in Sudan. Perhaps General 
Ojukwu’s stand was needed to achieve this.
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Trade, exchange rates, budget balances and 
interest rates
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The Economist commodity-price index
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GDP forecasts

The euro-area economy is already contracting, according to new 
estimates from the OECD, a rich-country think-tank. It expects a 
mild recession in the euro zone to last until April 2012. After that, 
it predicts anaemic growth. However, its forecasts for the 13 
OECD members that are not part of the European Union are more 
upbeat. America and Japan will both expand by 2.0% in 2012, it 
says; the 11 other non-EU economies will grow by 2.9%. With an 
ever-greater share of global growth coming from emerging 
markets such as India and China, the OECD expects its 34 
member countries, which accounted for 68% of world GDP in 
2010, to contribute a mere 28% to global growth in 2012 and 
2013.
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