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India’s prime minister,
Manmohan Singh, went to
Beijing to discuss matters of
trade and border defence. In
April a contingent of Chinese
troops had set back relations
between India and China by
taking up positions on the
Indian side of a disputed
boundary. Mr Singh hoped
also to alleviate what he called
an �unsustainable� trade
de�cit with China, which ran
to $39 billion in 2012.

China charged an outspoken
venture capitalist, Wang Gong-
quan, with using his wealth to
organise crowds for �disrup-
tive� purposes. Two days
earlier a liberal economist at
Peking University, which has
many partnerships with West-
ern colleges, was sacked for
apparently political reasons. In
the same week that a newspa-
per called for one of its jour-
nalists to be released from
police custody, Chinese o�-
cials seemed unfazed by the
prospect of a rebuke during its
latest review before the UN’s
Human Rights Council.

An �airpocalypse� descended
on Harbin, in China’s industri-
al north-east. Smoke from
burning coal and from �res in
harvested �elds combined
with chilly weather to produce
the putrid sooty haze, which
made it impossible to see
farther than 20 metres. The
Chinese government has laid
out plans to name and shame
the country’s ten most air-
polluted cities to try to get local
governments to take action.

Brunei introduced the strictest
interpretation of Islamic law in
South-East Asia. Its sultan
issued a sharia-based code that

includes such penalties as
stoning and amputation. He
was quick to reassure minor-
ities and foreign tourists that
the law will apply only to the
two-thirds of the oil-rich coun-
try’s 400,000 citizens who are
Muslim.

Dotcom bust
Barack Obama acknowledged
that the roll-out of the new
government website through
which Americans can sign up
for health insurance had not
gone well. Healthcare.gov is
the portal for people who live
in one of the 36 states that have
not set up an insurance
exchange under Obamacare; it
has been plagued by technical
glitches from the start. Repub-
licans are calling for Kathleen
Sebelius, the health secretary,
to resign. 

New Jersey became the 14th
American state to permit
same-sex marriage, after its top
court refused to stop the cere-
monies from taking place (it
citied the federal Supreme
Court’s ruling in June that
struck down federal discrim-
ination against legally married
gay couples). Chris Christie,
the governor, opposes same-
sex marriage but has decided
not to appeal.

Calling charges

In the latest round of revela-
tions linked to documents
provided by Edward Snowden,
Angela Merkel phoned Ba-
rack Obama to register her
anger that America had eaves-
dropped on her mobile phone.
Meanwhile, it emerged that
Felipe Calderón’s e-mails
were hacked when he was
president of Mexico, and
French diplomats were spied
on in Washington and at the
UN. Claims that the Americans
had tapped millions of phones

in France were dismissed by
James Clapper, the head of
America’s national intelli-
gence, as �misleading�. 

The Christian Democrats and
the Social Democrats began
negotiating a governing part-
nership in Germany. Together
they hold 80% of the seats in
parliament. Most Germans
want a stable �grand co-
alition�, though some worry
that the subsequent tiny oppo-
sition may be too weak to keep
German democracy vibrant.

A Basque militant was freed
from prison after Spanish
authorities obeyed a European
Court of Human Rights ruling
that overturned her continued
detention. Inés Del Río was
serving a 30-year sentence for
bomb attacks in the 1980s
carried out by ETA, a separatist
group. Victims of its bloody
campaign for independence
denounced the ruling.

In Britain Sir John Major, a
former Conservative prime
minister, called for a windfall
tax on power companies,
which was seen as bolstering
the opposition Labour Party’s
push for a cap on consumer
energy prices. The current
prime minister, David Camer-
on, has struggled to respond to
the political clamour about
rising energy costs. Mean-
while, the government struck a
deal with EDF, a French com-
pany, to build the �rst nuclear
plant in Britain for 20 years. 

The Vatican suspended a
senior German bishop,
dubbed the �bishop of bling�,
from his post because of lavish
spending on refurbishing his
o�cial residence. 

No way out
The �Friends of Syria�, a group
of 11Western and Arab coun-
tries plus Turkey, met in Lon-
don in the hope of paving the
way for a second peace confer-
ence to be held in Geneva near
the end of next month, but
rebel groups said they would
refuse to attend it unless Presi-
dent Bashar Assad �rst agreed
to step down. He, on the con-
trary, said he would run for
re-election next year.

After securing a two-year stint
as a member of the UN Securi-
ty Council, Saudi Arabia
immediately renounced its
seat, saying that the body had
failed to bring peace to the
Middle East. The unprecedent-
ed move was prompted partly
by annoyance with America
for its timidity, in Saudi eyes,
over Syria and Iran.

At least eight policemen and
two Islamist militants were
killed in clashes in central
Tunisia. Thousands of opposi-
tion campaigners demon-
strated in Tunis, the capital,
calling on the Islamist-led
government to resign.

Renamo, a former rebel group
which holds about a �fth of
the seats in Mozambique’s
parliament, renounced the
1992 peace deal that ended the
country’s bloody 16-year civil
war, after clashes with govern-
ment forces in a central moun-
tainous part of the country. 

After a delay of three weeks,
Guinea’s electoral
commission released provi-
sional results for the country’s
�rst general election since
2002, and declared President
Alpha Condé’s ruling party as
the winner. His opponents
cried foul.

Two sides to the same coin

Cuba con�rmed that it would
unify its two currencies. Since
1994 it has used a weak peso, in
which Cubans are paid, and a
�convertible� peso, pegged to
the dollar, for trade and
tourism.

Francisco Rafael Arellano
Félix, a former head of Mexi-
co’s Tijuana drug cartel, was
murdered at a family party in
Baja California by an assassin
disguised as a clown.

Politics
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Other economic data and news
can be found on pages 100-101

The European Central Bank
announced that it will begin its
review of the quality of
assets held by 128 banks in
November. The review will
cover all asset classes and be
incorporated into the Euro-
pean Banking Authority’s
stress tests next year. The ECB

wants big banks to have core
capital ratios of 8%, rather than
the 7% under current
regulations.

Pick a number, any number
JPMorgan Chase and Ameri-
ca’s Justice Department negoti-
ated the �nal details of a settle-
ment for mis-selling mortgage-
backed securities that report-
edly is going to cost the bank
$13 billion. It may have to dig
deeper still: details were also
leaked of a separate settlement
that JPMorgan is close to agree-
ing on with investors for $6
billion. 

A federal jury in a civil case
found Bank of America liable
for fraud because of toxic
home-loans its Countrywide
Financial unit sold to Fannie
Mae and Freddie Mac, two
government-backed mortgage
giants, in 2007-08. Country-
wide bundled the loans under
a project it called �Hustle�. 

America’s Securities and
Exchange Commission pro-
posed new rules to ease the
ability of start-ups to raise
money through crowdfund-
ing platforms on the internet.
The rules would introduce
limits on the amount that
small investors can invest
based on their income and net
worth (up to 5% of annual
income below $100,000, for
instance), and on the amount
that �rms can raise. 

Karnit Flug was appointed as
the new governor of the Bank
of Israel. Ms Flug was deputy
to the previous governor,
Stanley Fischer, and has acted
as the central bank’s head
since July. She is expected to
continue the loose monetary
policy that marked Mr
Fischer’s tenure. In June the
bank tapped Jacob Frenkel, an

international �nancier, to be
governor, but he withdrew
from consideration. 

It emerged that Raoul Weil,
who used to run the wealth-
management division at UBS,
Switzerland’s biggest bank,
was arrested while on holiday
in Italy. The United States has
issued an extradition request
for Mr Weil in relation to its
probe of Swiss banks that
allegedly help Americans
evade tax. He is the biggest
�sh to be netted since the
investigation began in 2008. 

American employers added
148,000 jobs to the payrolls in
September, somewhat short of
the monthly average of 181,000
between January and August.
The employment report’s
publication was delayed by
the government shutdown,
which Standard & Poor’s reck-
ons will cost the economy $24
billion. The data make it less
likely that the Federal Reserve
will announce an easing of its
stimulus programme at its
October meeting.

After nine consecutive quar-
ters of contraction, the Span-
ish economy grew by 0.1%
from July to September, ac-
cording to a �rst estimate from
the country’s central bank,
thanks to a bounce in exports. 

On target?
China’s economic growth rate
picked up slightly in the third
quarter, allaying fears, for now,
of an acute slowdown. GDP

rose by 7.8% in the quarter
compared with the same
period last year. 

Apple, Microsoft and Nokia
unveiled new tablets. The
Lumia 2520 is Nokia’s �rst
tablet, and also its last before it
merges fully with Microsoft.
The pair already co-operate on
mobile technology and may
streamline their combined
product range. Both struggle to
compete with Apple, which
brought out the iPad Air this
week, a thinner and lighter
version of its full-sized tablet. 

Google’s share price surged
above $1,000 for the �rst time
after it issued solid quarterly
earnings underpinned by a
26% jump in paid clicks from
ads. The tech company joins

just a handful of big �rms with
a share price over $1,000,
though more could follow as
companies now tend not to
split their stock when the share
price rockets. 

The European Court of Justice
ruled that the veto held by
Lower Saxony over strategic
management decisions at
Volkswagen, which has its
headquarters in the German
state, did not breach EU rules.
The European Commission
brought the case, arguing that
Germany had not complied
with a previous ruling to dilute
the �VW law�.

The café-culture revolution
Starbucks was roundly de-
nounced on Chinese state
television for selling lattes and
cappuccinos at higher prices
than in other countries, the
latest in a string of criticisms
directed at foreign companies
operating in China. Co�ee
sales in China have grown by
90% over the past few years,
making it the second-biggest
market, after the United States,
for Starbucks. It says the criti-
cisms are unfair. Local factors,
such as a 15% import duty on
roasted beans, help push up
the price of a cup of co�ee. 
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IN 1996 Richard Kinder was the
president of Enron and the

heir-apparent to Ken Lay, the en-
ergy �rm’s boss. It was not to be.
He was passed over for the top
job, apparently judged too con-
servative to take the helm of
America’s most innovative

company. His next move, with a partner, was to buy some
pipelines and a coal terminal from his former employer. Buy-
ing things that rust? It was all very old economy. 

Sixteen years later the man who bested Mr Kinder to be-
come Enron’s chief executive is in jail and that company is a
byword for misleading accounting. By contrast Kinder Morgan
is worth $109 billion, Mr Kinder’s personal stake approaches
$9 billion and in the past year alone he has received distribu-
tions of $376m. That success is partly due to America’s energy
boom and Mr Kinder’s talents; but it is also due to his shrewd
use of a distinctive corporate structure.

The �master limited partnership� (MLP) combines the limit-
ed liability of a corporation, the tax advantages of a partner-
ship and the governance of a private �rm. MLPs do not pay cor-
porate taxes so long as pro�ts are passed on to investors each
year. They also pay less attention to shareholder rights. A tidal
wave of capital is washing towards these and other, similar
�pass-through� structures (see pages 29-31). Together, they rep-
resent a mere 9% of the number of listed companies in Ameri-
ca, but in 2012 they took in 28% of the equity raised on public
markets and paid one-third of Wall Street fees. Add in private
entities of the same type and these sorts of �corporate form�
account for over two-thirds of new �rms. Some industries like
fracking are intertwined with them. Unnoticed, the face of
American capitalism has changed.

Kinky capitalism
That should surprise no one. Time and again, the imposition
of new burdens on businesses distorts the �ow of money. En-
ron’s demise led to the Sarbanes-Oxley act, a well-intentioned
law that changed the economic calculus for going public in
America. Finance has yet to meet a rule it doesn’t want to
game. Before the crisis, regulations that made it relatively ex-
pensive for banks to hold assets encouraged them, disastrous-
ly, to squirrel them away in o�-balance-sheet vehicles. 

Since the crisis, the regulatory burden on �rms has shot up.
Many of the new rules designed to make �nance safer�raising
capital levels, improving transparency in derivatives markets�
are vital. Plenty are laudable: allowing �say on pay� votes for
shareholders, for example. But the e�ect is the same: capital is
again �owing to where frictions are lowest. As the constraints
on regulated banks pile up, the global shadow-banking system
grows: from $62 trillion in 2007 to $67 trillion in 2011. 

Even when rules are rolled back, new distortions can easily
result. The 2010 Dodd-Frank act permanently exempted small-
er public companies from some of the most burdensome ele-
ments of Sarbanes-Oxley, for example. But some �rms deliber-
ately stay small in order not to pass thresholds that would

trigger tougher rules. The perversity is breathtaking: rules to
protect investors encourage �rms not to grow.

It is a similar story when it comes to tax. Fifty years ago, a
tax to discourage Americans from investing in foreign securi-
ties spawned the Eurobond market and launched London’s
rise as a �nancial centre. Now, as rich-world countries hu� and
pu� about o�shore tax avoidance, American �rms are using
corporate structures to minimise their tax bills in plain sight at
home. Private-equity �rms are among the most adept at play-
ing the tax game: their listed arms use MLP-style structures to
sidestep corporate taxes and their executives pay inappropri-
ately low capital-gains tax on their investment pro�ts. 

A question of equity
It would be easy to turn this into a morality play about rule-
dodging capitalism. That is too simplistic. The rise of listed
partnerships and other corporate forms is neither all good nor
all bad. MLPs have raised capital quickly for the reconstruction
of America’s energy industry; business-development compa-
nies (BDCs), another pass-through structure, provide credit to
businesses that banks have abandoned; real estate investment
trusts (REITs) have helped people manage property portfolios.
The need to distribute pro�ts means that these �rms are con-
stantly inhaling and exhaling capital rather than storing up
cash: market discipline is constantly applied as a result. There
is room for competition among corporate structures. Anything
that breathes life into listed markets is welcome.

And yet these �rms are also troubling to anyone who cares
about capitalism. The primary advantage of these structures is
that they minimise tax payments. The exemptions that are en-
abling more �rms to become MLPs, BDCs or REITs depend on
lobbying. The quirks of tax rules impede mutual funds and
many others from investing; they tend to be vehicles for very
rich investors. The �ow of money out of the companies means
that they are di�cult to analyse like normal corporations.

When the �ow of money is driven by the advantages of cor-
porate forms as much as the businesses inside them, the stock-
market is e�cient in only the narrowest of senses. And when
the most advantageous investments are denied to large
swathes of America, the markets are not truly public. 

Policymakers ought to be seeking to end these perversities
in two ways. The �rst is to drive down the corporate-tax rate, as
a way of dampening the distortions caused by listed partner-
ships’ tax advantage. America’s tax rate is higher than others in
the rich world (one reason why these structures are less wide-
spread in Europe). This newspaper has argued before that it is
better directly to tax investors, workers and consumers. 

Second, the regulatory burden on all America’s listed �rms
should be loosened. Politicians have already recognised the
damage that regulation can do to the vibrancy of equity mar-
kets: hence the looser listing requirements for �emerging
growth companies� (Twitter among them) under the year-old
JOBS act. Rather than creating more tiers of �rms, with all the
odd incentives that entails, better to lighten the rules for every-
one. American capitalism is one of the most dynamic forces
on the planet; it is better when it is conducted in the open. 7
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FEW countries have done bet-
ter than South Korea over the

past half-century. Within the
span of a single working life, its
economy has grown 17-fold, its
government has evolved from
an austere dictatorship into a
rowdy democracy, and its cul-

ture, once scarred by censorship, now beguiles the world with
its music, soap operas and cinema. Scholars enthuse about the
speed and precocity of its �compressed development�. 

The only people unimpressed by South Korea’s accom-
plishments may be South Koreans themselves. As our special
report notes, the prosperity they enjoy has not relieved the
competitive pressure they endure. To them, the country’s de-
velopment is compressed in a di�erent way. Its success is con-
�ned to a few big employers and industries. The country’s
manufacturers are more impressive than its service �rms, al-
though these now generate most jobs. And in manufacturing
its big, family-owned conglomerates (the chaebol) do far better
than their small, hard-pressed suppliers.

Unsurprisingly, ambitious young South Koreans crave em-
ployment in the thriving bits of the economy. Medicine, law, �-
nance and government remain popular, but the chaebol now
take the cream. Like the civil service and the professions, Sam-
sung, Hyundai and their peers tend to hire people straight
from the best universities, with little chance of entry later in
life. This creates a double bottleneck in the labour market.
There are only a few appealing employers to choose from, and
only one realistic chance to join them. So youngsters spend
ages padding out their CVs and prepping for exams�especial-
ly for the test taken at 18 which determines your university.

This seems like a small thing, and many Western countries
would kill to have South Korea’s problem: it is hard to imagine

British or American parents fretting that their teenagers work
too hard. South Korea comes at or near the top of most interna-
tional comparisons of reading, maths and science. But there
are costs. A lot of e�ort goes into costly credentialism, rather
than deep learning. The system excludes late-developing tal-
ent: blossom at 25, and it’s too late. And in the very long term it
means a smaller country. The expense of educating children
for the test is one reason why South Korean women give birth
to so few of them. With the lowest fertility rate in the OECD

rich-country club, South Korea’s greying threatens to be as rap-
id as its growth. 

The indirect cure for education fever
Other education-obsessed countries in Asia face a version of
the same problem. In the past South Korea’s government tried
to help parents by banning out-of-class tutoring. (The presi-
dent of Seoul National University had to resign after letting his
own child dodge the ban.) But such pedagogical prohibition is
illiberal, and was anyway ruled unconstitutional in 2000. The
answer lies not in the schools but in the overall economy�and
in creating a more open labour market where more �rms are
interested in hiring people later.

The government should do three things. First, scrap regula-
tions that divide the jobs market into permanent employees,
paid more than they are worth, and temporary workers, paid
less. Second, it should encourage more �rms, including foreign
ones, into industries now dominated by the chaebol, expand-
ing the range of alternative employers. And third, it should
push the chaebol to expand into services, which they have dip-
lomatically refrained from doing. Retailing, tourism, local tran-
sport: all these need some chaebol clout and e�ciency. 

South Korea has astonished the world with its compressed
development. For the bene�t of hard-pressed parents and
hard-working youths, it needs a bout of decompression. 7

South Korea’s education system

The great decompression

There are perils for a country in having all your children working too hard for one big exam

IT WILL not be long till Con-
gress and the White House

start squabbling again about the
budget in Washington, DC. But
before they create another arti�-
cial debt crisis, Barack Obama
and his Republican opponents
ought to pay some attention to a

real one 1,500 miles to their south-east. 
Puerto Rico, an American territory, risks a Greek-style bust.

With $70 billion of debt outstanding, the equivalent of 70% of
its GDP, it is more indebted than any of America’s 50 states.
(Puerto Rico is not technically a state, but its bonds are treated

as if it were.) Yields on its bonds have soared as high as 10%, as
investors fret it may be heading for a default. 

Like Greece, Puerto Rico is a chronically uncompetitive
place locked in a currency union with a richer, more produc-
tive neighbour. The island’s economy is also dominated by a
vast, ine�cient near-Athenian public sector. And, as with
Greece, there are fears that a chaotic default could precipitate a
far bigger crisis by driving away investors, and pushing up bor-
rowing costs in America’s near-$4-trillion market for state and
local bonds. Yet the Hellenic comparison is also helpful: it
should show the Americans what not to do.

For decades Puerto Rico has been sustained by federal sub-
sidies. Its people, far poorer than the American average, get lots

Puerto Rico

Greece in the Caribbean

Stuck with a real debt crisis in its back yard, America can learn from Europe’s Aegean follies
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�WORTHWHILE Canadi-
an Initiative� is the

most boring headline in history.
So said Michael Kinsley, an
American journalist and erst-
while contributor to these
pages. The tedious title that in-
spired this vile slur on a worthy

nation appeared above an article in the New York Times in 1986
hailing an e�ort to liberalise trade. Now, Canada is again prov-
ing to be a global leader in free trade�and in an exciting way.

On October 18th it announced an agreement in principle
with the European Union on a Comprehensive Economic and
Trade Agreement (CETA). More than a blessing for insomniacs,
CETA is a prototype for bigger things to come, especially the
Transatlantic Trade and Investment Partnership (TTIP) now
under negotiation between the EU and the United States. 

Bilateral trade agreements are bittersweet for those, like this
newspaper, who want across-the-world liberalisation. In-
creases in trade may owe as much to diversion from countries
excluded from such agreements as to genuinely new commer-
cial activity. And their negotiation may exhaust political capi-
tal that could be better spent on global e�orts. A �urry of re-
gional deals now under discussion�which also include a huge
transpaci�c partnership�deliberately exclude big emerging
markets like China and India. They could also reduce rich-
world interest in completing new global agreements through
the World Trade Organisation (WTO). 

Yet CETA illustrates how a regional deal can still work. The
new pact does more than slash tari�s and raise agricultural
quotas (though it does those too). It also takes a crack at liberal-
ising cross-border investment and trade in services in ways
that previous trade negotiations have rarely attempted. CETA

would open competition for large government contracts in
Canada to European �rms, and grant Canadians more access
to Europe’s $2.6 trillion procurement market. Under the agree-
ment, European takeover bids of up to $1.4 billion would be
treated no less favourably than domestic ones. It would also
close gaps in intellectual-property rules and could allow for
mutual recognition of some professional certi�cations, such
as those for architects and engineers. The aim is to begin low-
ering barriers to trade in services just as past agreements re-
moved obstacles to trade in goods: a worthy goal, since ser-
vices generate about 70% of rich-world GDP.

Today Canada, tomorrow the world
This sort of �deep� integration is more ambitious than any-
thing on the table at the WTO. Other rich countries should use
it as a basis for experiments among themselves. If Canada and
the EU can agree to a deal on, say, drug approvals or profession-
al certi�cations, it could become a global standard. Yes, that
would mean that international norms would be set on terms
advantageous to the rich world. But at least it would give
emerging countries clear goals to aim for: bring your accoun-
tancy quali�cations up to scratch, and we can do a deal.

On its own, CETA is hardly trivial: the European Commis-
sion reckons it could boost bilateral trade by 23%, or $36 billion.
But it matters most as a rehearsal for the far bigger TTIP, which
will cover similar ground. Together the United States and the
EU account for almost half of global output. Sadly, talks are go-
ing slowly. Barack Obama �inched at the �rst sound of cannon
�re from French farmers. Europe is bound to be more cautious
in dealing with an economy its own size, while Congress will
�ght harder for �Buy American� rules. But if CETA can work, it
will be harder for protectionists to claim that services cannot
be liberalised. That would be worthwhile. 7

Trade liberalisation

Canada doesn’t get any sexier than this

A trade pact with Europe points the way to a global market in services

of transfers, from pensions to food stamps. Until 2006 the
economy was buoyed by tax incentives for American �rms
that manufactured there. As drug companies took advantage,
the territory became a vast medicinal maquiladora. 

This tax break disappeared in 2006, and Puerto Rico’s econ-
omy has shrunk virtually every year since. It has been able to
keep on borrowing, thanks to another subsidy: interest on
Puerto Rican debt is exempt from state, local and federal taxes
in America, making it arti�cially attractive to investors. 

Some Puerto Rican bonds that are just dyin’ to meet you
No growth and heavy debt are a toxic combination. In 2010
Puerto Rico’s previous governor tried�and failed�to boost the
economy with tax cuts. The current one, Alejandro Padilla, has
raised taxes sharply, and hopes for a balanced budget in 2016
(see page 84). Puerto Rican o�cials insist their country is sol-
vent. And with some heroic assumptions about future growth
and rising tax revenue, you can get the numbers to add up. 

This is where Greece’s experience warrants study. It sug-
gests that austerity alone is no route to solvency in a chronical-
ly uncompetitive economy. Puerto Rico’s priority should be

structural reforms to boost growth, from breaking up monopo-
lies to reducing red tape. The island scores 41st in the World
Bank’s Doing Business index, whereas America is fourth. La-
bour costs are too high, not least because the federal minimum
wage, which applies in Puerto Rico, is almost as much as the
average wage. Politicians in Washington must help, not least
by getting rid of crazy rules that force all cargo between the is-
land and American ports to be carried on American ships.

The second lesson from Greece is that if debt does need to
be restructured, it is best to do it sooner rather than later.
Greece waited far too long. America’s Congress is unlikely to
provide o�cial loans to pay o� private bondholders, as the
Europeans did for Greece. But America’s policymakers could,
and should, ensure that a Puerto Rican debt restructuring is or-
derly. The federal government could provide interim �nance
to assist the restructuring, much as the IMF does elsewhere.
Even the legal details of Greece’s bond swap could be a model. 

None of this would be easy even if policymakers in San
Juan and Washington were bold and far-sighted. But the for-
mer are pussyfooting, and the latter are not even paying atten-
tion. Expect Puerto Rico’s debt crisis to get worse. 7

2

 



CISCO STADIUMVISION® 

MOBILE

unlocking new business
CISCO HIGH-DENSITY WI-FI

connected fan experience

CISCO INTELLIGENT

NETWORK

dynamic scheduling

©201©201©20©201©2013 Ci3 Ci33 Ci3 C3 C sco sco coscc and/and/and/and/or ior ior io ts ats ats aaaffilffilffiffiliateiateates. As. As. AAs All rll rll rrll rightightighthtights res res res rs reservservservservserverved.ed.ed.ed.eded.

 The venue that
stole the show.
When the fans called for another encore, 

 the exits noticed and asked trains to wait. 

  The stadium activated backstage access

on the wristbands of the biggest fans. 

And the band pushed a gift track to all 

 the phones that stayed through the finale.

Find out how Cisco, our partners and the Internet of Everything 

make sure show business is good business at cisco.com/go/concert

 



Only our high-defi nition solutions give you the business intelligence you need. 

Gain valuable insights into your business’ operations by using an Avigilon end-to-end 

system as a real-time, information gathering and reporting tool. See how Avigilon’s 

superior image detail can help your company’s bottom line at avigilon.com/intelligence

The top three images were shot with an Avigilon 29 MP HD Pro camera. The fourth image was shot with an analog camera.

2013-Feb-04 09:48:27.805 PM

2013-Feb-04 09:48:27.805 PM

2013-Feb-04 09:48:27.805 PM

Avigilon is a powerful business tool

Analog helps you

and catch

reduce

that helps you analyze

CAM1 2013-Feb-04 09:42:27

 



The Economist October 26th 2013 Leaders 21

FIFTEEN months ago, in July
2012, Mario Draghi, the presi-

dent of the European Central
Bank (ECB), promised to do
�whatever it takes� to preserve
the single currency. Although
the bond-buying scheme set up
to ful�l that pledge has never

been tested, yields on sovereign bonds have fallen. The euro
mess has morphed from an acute crisis into a chronic one. 

This week Mr Draghi launched what could become the sec-
ond big turning-point in the euro saga: an inspection of the
balance-sheets of the region’s 128 biggest banks which the ECB

will supervise from late 2014. As part of its �asset-quality re-
view�, ECB o�cials, along with outside experts, will start peer-
ing into the banks’ balance-sheets and impose common stan-
dards for loan quality (see page 80). This process is supposed
to �nd out which banks are viable now, which will need more
capital and which should just be closed down. 

Mr Draghi should be tough. The euro zone’s politicians,
even in supposedly prudent Germany, have been reluctant to
look too deeply into banks’ balance-sheets, let alone to force
them to clean themselves up. There are certainly questions to
be asked about all the government bonds that the banks have
bought in recent years. But the main dodgy assets that have
been swept under the European carpet are private: bad loans
made to households and companies. 

There are some nasty bugs under your carpet, Angela
Europe is always thought of as having a sovereign-debt crisis,
and it has. But the origins of the euro disaster lay less with gov-
ernment pro�igacy than with excessive private borrowing.
True, Greece got into trouble because its government spent too
much and collected too little in taxes. But elsewhere the bust
followed a private-sector binge: mortgage debt in Ireland and
Spain; corporate borrowing in Portugal and again in Spain (see
page 79). In all three countries household and corporate debt
combined were way over 200% of GDP before the crisis, much
higher than in America (175%) or even Britain (205%).

Unfortunately, the euro zone has made less headway than
other places in reducing this private-debt burden. Thanks to
mortgage write-downs and faster growth, America’s house-
holds have unwound about two-thirds of the excess debt built
up during the boom years. Most euro-zone countries have
achieved far less private-sector �deleveraging�, for three rea-
sons. First, the �scal austerity imposed on Europe’s peripheral
economies deepened their recessions, which made it harder to
reduce private debts. Second, weak banks have been reluctant
to recognise, and hence make provisions for, non-performing
loans. And third, European bankruptcy law is less debtor-
friendly than America’s, and so tends to be less conducive to
restructuring debt. In America many mortgages are �non-re-
course�, meaning a borrower can hand back the keys and walk
away; Europeans typically remain liable for unpaid mortgage
debt. Corporate-bankruptcy procedures are often slow and
costly: in Italy the process takes an average of seven years. 

The corporate-debt problem is worst in Portugal, Spain and
Italy, where the IMF says that 50%, 40% and 30% of debt, re-
spectively, is owed by �rms which cannot cover their interest
payments out of pre-tax earnings. These �rms are unable to in-
vest or grow. They are zombie companies, much like those
wafting through Japan in the 1990s. 

The household-debt burden is especially heavy in Ireland
and, surprisingly, the Netherlands�exceeding 100% of GDP in
both places. Paying the mortgage strains household �nances
and crimps consumer spending. Whereas in America the
share of income that the average household spends on servic-
ing debt is now the lowest in decades, in Spain it is higher than
during the boom years.

and, this time, they’re not Barack Obama’s
If the euro zone’s recovery is to strengthen, this burden of priv-
ate debt must be lightened. According to the IMF, private debt
is a bigger drag on Europe’s growth than government debt.
One prerequisite, which even Germany’s chancellor, Angela
Merkel, is beginning to accept, is less draconian austerity. It is
virtually impossible for the private sector to reduce debt when
governments try to slash their borrowing too. Another neces-
sity is for banks to recognise, and write down, non-performing
loans. That is where the ECB’s asset-quality review will be cru-
cial. The central bank must make sure its assessment is both
thorough and credible: Mr Draghi should stand �rm against
any political pressure to downplay the size of the bad-loan
problem in order to minimise potential capital shortfalls.
Equally, Europe’s politicians must be willing to provide the re-
sources to recapitalise banks if necessary.

Lastly, a more honest assessment of banks’ balance-sheets
must translate into a willingness by the banks to sell or restruc-
ture mortgages and corporate loans. Mrs Merkel has been far
tougher on Greece than on the German banks that lent the
Greeks so much. Governments can create �bad banks� or spe-
cialist asset-management companies to manage and dispose
of non-performing loans; they can help develop secondary
markets in distressed debt with tax and regulatory breaks. And
they can reform bankruptcy and tax laws to make it easier to
restructure corporate and personal debts. 

Most countries have already put a few of these reforms in
place. Spain and Ireland have �bad banks�. Several countries
have streamlined bankruptcy rules. Portugal has pioneered
the use of out-of-court settlements. But much remains to be
done. In Italy a mere �2 billion ($2.8 billion) of non-perform-
ing debts is sold each year, out of a stock of �122 billion. The
Bundesbank is prone to lecturing the �nancial world about
everything except the mess in Germany’s regional banks.

Sorting all this out will take time. The euro zone will not
look like America, with a debtor-friendly legal system and a
big market for distressed assets, overnight. But dealing with
the private-debt trap should be a priority for Europe’s leaders.
Better capitalised banks would be more able to lend; they
would also make it easier to create a banking union. A conti-
nent littered with zombie �rms and broke households will
never prosper. It falls to Mr Draghi to start clearing up. 7

The euro zone

Europe’s other debt crisis

It’s not just sovereign borrowing; there are too many zombie �rms and overindebted households 

 



Letters
22 The Economist October 26th 2013

The north-south divide

SIR � There is nothing new in
The Economist’s dismissal of
towns in northern England
(�City sicker�, October 12th). In
e�ect you are endorsing the
north-south divide by calling
on ministers to abandon
underutilised northern cities
and promote suburbanisation
around hubs like London. Yet
London consistently gets twice
the amount of central govern-
ment funding than other
English regions. In the 1980s, it
was the London Docklands
that received the public
investment and business
incentives. Hull, which faced
similar industrial challenges,
was left to fend for itself. The
policy of the then Conserva-
tive government was one of
�managed decline�. 

Our overpriced and over-
crowded capital has neither
the appetite nor the infrastruc-
ture to sustain more suburban-
isation. Despite its rhetoric
about rebalancing the econ-
omy, the coalition govern-
ment’s economic policy is
focused almost exclusively on
the southern economy and
in�ating the housing market. 

Areas with the highest
levels of deprivation have
borne the weight of the budget
cuts. And although the co-
alition’s New Homes Bonus
o�ers payments to councils for
building housing, it is largely
funded from a cut to local-
authority budgets. It is actually
a levy on northern councils in
areas of low housing demand,
so the north is paying for more
house-building in the south.
Likewise, the two largest recip-
ients of the government’s
Growing Places Fund to build
infrastructure and generate
growth are London and the
south-east; the Humber region
receives less than Dorset,
Oxfordshire and Berkshire. 

All of Britain would bene�t
from an alternative One
Nation approach to regener-
ation. Government should
devolve greater powers to
councils to manage their own
spending on infrastructure,
apprenticeships and training.
A close dialogue with employ-
ers on the ground would allow
training to be tailored to meet

local needs. In places like
Brandenburg, Germany, an
active local and central com-
mitment to regeneration has
helped rectify grave economic
imbalances for the bene�t of
the whole country.
DIANA JOHNSON

Member of Parliament for
Kingston upon Hull North
House of Commons
London

SIR � The soul of a community
lies in the spirit of its people.
People in the north-east have
struggled to prosper in
inhospitable conditions, the
industrial era being only a part
of that story. I would rather
relish their engaged, passion-
ate sentiment than endure
your detached utilitarian
prescription any day.
IAN RAY TODD

London

The country of the future

SIR � I was taken by complete
surprise four years ago when
you published your famous (or
infamous) cover of Christ
rocketing over Rio to symbol-
ise Brazil’s growth (�Brazil
takes o��, November 14th
2009). Now I �nd I cannot fully
grasp your latest cover with
the Christ spiralling down-
wards (�Has Brazil blown it?�,
September 28th). Even you
recognise that a great deal of
Brazil’s fundamentals and
economic indicators are more
or less the same. How can you
possibly justify two such
antagonistic views about the
same country? 

Maybe you regret the over-
ly optimistic tone of the �rst
cover and are trying to rectify
it. The simple truth is that
Brazil was not fantastic then
and it has not blown it now. 
ALEXANDRE BERTOLDI

São Paulo

SIR � There is another signif-
icant speed bump to growth
that is as ubiquitous as those
lining Brazil’s appalling roads:
the labour code. A mountain
of red tape that has scarcely
modernised since the 1940s,
the CLT restricts wage cuts,
contains draconian penalties
for sacking employees and
implements paternalistic rules

around working hours, to
name just a few of its
nightmarish provisions. 

The untenable labour laws
are an appalling incentive for
�rms and workers. A common
adage in Brazilian boardrooms
is that this is the only country
where your employees aren’t
your greatest asset; they are
your greatest liability.
LUKE COHLER

Rio de Janeiro

SIR � The section on infrastruc-
ture in your special report on
Brazil (September 28th) should
have mentioned the container
port at Itapoá in the south. It
can handle ships of any size, is
privately �nanced and oper-
ates without any participation
from the government. Itapoá is
a good example of how future
infrastructure projects should
be managed. 
PETER KADUR

Joinville, Brazil

SIR � I look forward to the
special report The Economist

will write on Mexico four
years from now. It too will
bang on about how the �re-
forms� that you support have
come to naught. These reforms
are driven not by economics
but by politics, bene�ting the
status quo instead of creating
growth and social welfare. 
ERNESTO FLORES-ROUX

Toluca, Mexico

Taxing times

SIR � The stories you de-
scribed about how Americans
living abroad have been a�ect-
ed by the penalties and the
changes in American tax laws
only scratched the surface
(�Overtaxed and over there�,
October 12th). I am a dual
Swiss-American citizen and
most members of my family
have been �kindly asked� to
close their Swiss bank
accounts. Swiss-Americans are
doubly punished because they
are assumed to be �guilty�.
Swiss bankers are terri�ed of
making any mistakes and
getting sued again by the
American justice system. 

They are erring on the safe
side and purging all poten-
tially �dangerous� clients.
Congress is sacri�cing interna-

tional Americans to catch a
few thieves. They have thrown
the baby out with the bath-
water. There are no votes in
this issue, alas, so it will only
get worse for us. 
ALEC WALTON

Warren, New Jersey

A technical hitch

SIR � Schumpeter (October
12th) laments that American
start-ups created only 2.7m
jobs in 2012, compared with
4.7m in 1999. But 1999 and 2000
were the pinnacle years of an
epic bubble, when venture
capitalists and IPO punters
were untethered from reality.
Many of the start-ups then
were instant calamities with
no lasting e�ect on jobs. 

John Kenneth Galbraith
once claimed that the public’s
�nancial memory rarely spans
two decades. Perhaps the
agony of dotcom delusions
has not yet completely faded
from Schumpeter’s memory. 
PAUL SCHWARZBACH

San Francisco

Up a creek

SIR � I am shocked and
outraged by your article on
Canadian Freemen, not by the
content, but by the accompa-
nying illustration (Freeloaders
on the land�, October 12th).
The Royal Canadian Mounted
Police o�cer is seated in a
canoe, surely one of the most
perfectly designed vessels
ever, and one that continues to
be a source of pleasure for
Canadian paddlers every
summer. The double-bladed
paddle in his hand, however, is
one that is used with a kayak,
an admittedly sleek craft, but
one that lacks the versatility
and functional grace of the
canoe. Few Canadians, least of
all a Mountie, would confuse
the two. 
MICHAEL PETROU

Ottawa 7

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

E-mail: letters@economist.com
Fax: 020 7839 4092
More letters are available at:
Economist.com/letters
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Asia: Class struggle
Seo Nam-soo, South Korea’s
education minister, tells us about

the virtues and the drawbacks of his
country’s �education fever�

Technology: The threat in the pocket
More by accident than design,
smartphones are tougher to infect

with malware than laptops and desktop PCs.
As least, that is the story so far

Africa: Zille chiller
The leader of South Africa’s main
opposition party, the Democratic

Alliance, says the ruling ANC cannot save
itself or the country

Group membership, innit
Banning local or class dialects, as has
happened in a London school recently, is
counterproductive. Most people will vary
their language according to situation, and
dialects have a place�though not in a
written paper or when giving a presentation

Links to all these stories 
can be found at:
economist.com/dh39
or by scanning this code

Visit economist.com for news, blogs, audio, video, interactive graphics and debates
Links to all the stories below can be found at: economist.com/dh39

A deluge of colour
Edward Burtynsky, a Canadian photographer
of the natural world, has turned his lens to
water, showing how humans harness, divert
and transform it. Mr Burtynsky discusses his
work in two videos and explains why he had
to get up into the air

Bend it like Britain
The Football Association was formed 150
years ago this month, when 11 clubs and
schools agreed upon the laws of the game in
a London tavern. Our infographic takes a
look at the subsequent spread of football
round the world

From our blogs Most read on Economist.com Featured comment

Problems with scienti�c
research
How science goes wrong

Banks and tax evasion
The fallout from Falciani

Unreliable research
Trouble at the lab

The �scal deal in Washington
Worse than Europe, really

Electricity
Edison’s revenge

�Ryanair’s reputation for being nasty to its
customers is undeserved. It broke the near
monopolies of the national airlines, who had
been nasty to their customers for years by
overcharging them and had been even nastier
to the people they excluded from �ying
economically at all.�
�hsheehy on �Oh really, O’Leary?�, Oct 19th

2

3

4

5

1

To subscribe go to
econ.st/Sb6Prb 

Follow us@TheEconomist

 



25

The Economist October 26th 2013

ADF Executive Director

Based in Afghanistan

The Agricultural Development Fund (ADF) is a government 
owned fi nancial institution operating under the tutelage of 
Afghanistan’s Ministry of Agriculture, Irrigation and Livestock, 
with main objective of providing fi nance to the agricultural sector. 
The ADF was originally capitalized by a donor, and operates as 
a stand-alone entity governed by a board of directors. Over the 
past two years, a contractor hired and paid for by the donor has 
established the operating structure of the ADF and provided 
key management. Over the next year, full responsibility for the 
management of the ADF will be transferred to Afghan executives.  
If successful, the Executive Director is slated to assume the Chief 
Executive position by the end of 2014.

Requirements:

• Signifi cant senior level banking experience

• Educational background in fi nance or business administration

• Experience in agricultural lending, highly desirable

• Strategic thinker with solid human relations skills

• Knowledge of Afghanistan is an advantage

For more information about the ADF and a complete job 
description, please visit: www.adf-af.org. ADFExec@dai.com 
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AT THE beginning of the 1980s capital
was �ooding into the American oil

and gas industry. Apache Corporation, an
erstwhile conglomerate spanning steel,
dude-ranching and car sales, sought to tap
into the �ow in a novel way. It wrapped a
bunch of private oil and gas assets into a
new ownership structure that was akin to
a partnership but was publicly listed. It
was a useful idea�until steep declines in
tax rates and energy prices put the Apache
Petroleum Company to rest in 1987. 

This time round the master limited
partnership (MLP) structure which Apache
pioneered is no longer just a footnote. In
the 2000s such companies allowed the
capital-intensive energy industry to attract
vital funds even during a devastating �-
nancial crisis. Kinder Morgan, a complex
entity built around interlocking MLPs, has
an enterprise value (its market capitalisa-
tion plus its debt) of $109 billion. The col-
lective market capitalisation of MLPs re-
cently passed that of Exxon Mobil, the
most highly valued energy company on
the New York Stock Exchange. 

The new popularity of the MLP is part
of a larger shift in the way businesses
structure themselves that is changing how
American capitalism works. The essence is
a move towards types of �rm which retain
very little of their earnings: �pass-through�

companies which every year pay out more
or less as much as they take in. Many of the
standard rules that corporations which re-
tain their earnings have to follow when
dealing with shareholders do not apply to
such �rms. And, crucially, so long as they
distribute their earnings such set-ups can
largely avoid corporate tax. 

Not all shall be partners
Mindful of that last point, the American
government has in the past restricted the
use of such structures. But these restric-
tions have eased, and more and more busi-
nesses are now twisting themselves into
forms that allow them to qualify as pass-
throughs. The corporation is becoming the
distorporation. 

Collectively, distorporations such as
the MLPs have a valuation on American
markets in excess of $1 trillion. They repre-
sent 9% of the number of listed companies
and in 2012 they paid out 10% of the divi-
dends; but they took in 28% of the equity
raised. And these statistics underplay the
true scale of the shift. Structures like MLPs

are used to house the management of big
private-equity companies, thus sitting
atop industrial empires of much greater
worth. Among all �rms, in 2008 pass-
through structures accounted for 23% of
companies and 63% of pro�ts, according to

the latest data available from the Internal
Revenue Service (IRS). Widely cited re-
search by Rodney Chrisman, a professor at
Liberty University School of Law, says
such businesses account for more than
two-thirds of new companies.

The shift to the distorporation comes at
the expense of the �C� corporation, the for-
mal name for the familiar limited-liability
joint-stock structure that emerged a cen-
tury ago (see chart 1 on next page). The
newer structures still protect investors
from liability. But the requirement for part-
nerships to pass through their money
blocks the accumulation of earnings. In C
corporations retained earnings can be
used to fund investment and growth, as-
suring persistence. Without them, pass-
through businesses have to be far more in-
tertwined with investors. Staying alive
means routinely inhaling capital, as well
as exhaling. 

These arrangements can be spectacu-
larly lucrative for their general partner.
Richard Kinder, who founded Kinder Mor-
gan in 1997, now has a $9 billion stake, and
received dividends of $376m over the past
year. In a conventional C corporation
shareholders might complain. In a com-
plex set-up based around a pass-through
entity, the views of the �limited partners��
investors�matter little. Their contracts
give management a much freer hand than
in familiar corporations, where govern-
ment regulation grants shareholders a lot
of rights. And those who invest in distor-
porations do pretty well out of the deal.
Shareholders, or to be more precise �unit
holders�, have received dividends double
or triple the market average. 

These bene�ciaries, though, are a select 
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class. Quirks in various investment and tax
laws block or limit investing in pass-
through structures by ordinary mutual
funds, including the benchmark broad in-
dex funds, and by many institutions. The
result is confusion and the exclusion of a
large swathe of Americans from owning
the companies hungriest for the capital the
markets can provide, and thus from getting
the best returns on o�er.

This shift in how companies are gov-
erned and raise money is bringing with it a
structural change in American capitalism.
That should be a matter of great debate.
Are these new businesses, with their abili-
ty to circumvent rules that apply to con-
ventional public companies, merely adroit
exploiters of loopholes for the bene�t of a
plutocratic few? Or do they re�ect the
adaptability on which America’s vitality
has always been based? Alas, it is a debate
the country is either blithely or studiously
failing to take up. 

Natural resources and unnatural acts
The move away from the C corporation be-
gan in earnest in 1975. Wyoming, that vi-
brant business hub, adopted a new entity
structure, the limited-liability company
(LLC). Imported from Panama, it provided
the tax treatment of a partnership while
preserving the corporate protection from
individual liability for company debts and
litigation. Other states followed in adopt-
ing the model. Businesses were quick to
see the advantages.

The various new types of �rm that
have risen in the wake of the LLC (see table
2) make similar use of partnership struc-
tures. They have tended to be industry- or
sector-speci�c, at least to begin with. The
energy business has a lot of MLPs not only
because it needs capital but because it is an
easy place to set them up: since 1987, tax
law has allowed �mineral or natural re-
source� companies to operate as listed
partnerships, while withholding that priv-
ilege from others. But as with other pass-
through structures, the constraints are be-
ing lowered and circumvented. 

For MLPs, the de�nition of �mineral or
natural resource� is elastic. These days, for

example, it is not just income from coal
that quali�es; money made from rolling
stock that carries coal on railways quali�es
too. Allan Reiss, a lawyer at Morgan Lewis,
notes that a year ago the IRS issued a ruling
allowing the processing, storage, transport
and marketing of ole�ns, a type of synthet-
ic polymer, to be included as qualifying in-
come. In 2007 private-equity �rms seized
on another clause in the tax law on interest
and dividends that enabled the MLP struc-
ture to be used for publicly listed compo-
nents of Apollo, Blackstone, Carlyle, KKR

and other private-equity companies. 
These days the limitations on becom-

ing an MLP seem to be tied more to legal
dexterity and in�uence than any underly-
ing principle. Politicians want to extend
the bene�ts of partnerships to industries
they have come to favour either on the ba-
sis of ideology, or astute lobbying, or a bit
of both. Sporadic interest in closing the
loopholes companies use to twist them-
selves into such structures tends to sputter
out, whether through genuine concern at
the economic fallout or as a result of cor-
porate emoluments spread over the appro-
priate constituencies. Meanwhile the regu-
latory burdens on C corporations that
make people look for alternatives in the
�rst place grow apace. 

Another booming pass-through struc-
ture is that of the �business development
company� (BDC). These �rms raise public
equity and debt much like a leveraged
fund. As vehicles for investing in other
companies, BDCs are regulated by a divi-
sion of the Securities and Exchange Com-
mission (SEC) which is considered particu-
larly pernickety, and thus, other things
being equal, to be avoided. Other things
are not equal: the arrangement has virtues
for managers, the public and investors. 

Of more than 40 publicly traded BDCs,
only seven are structured in a manner that
truly resembles an ordinary corporation,
with boards and conventional share-
holder votes. What they all share is an abil-
ity to do bank-like business�lending to
companies which need money�without
bank-like regulatory compliance costs.
Since the investors providing capital are
not insured by the government as bank de-
positors are, BDCs are not pressured to in-
vest in designated �low risk� areas such as

government bonds. Instead they can focus
on funding private enterprise, �lling credit
needs conventional banks now ignore. 

The largest and oldest group of compa-
nies to have a similar structure are the real-
estate investment trusts (REITs). In 1960
clever property owners who wanted ac-
cess to the public’s capital managed to in-
sert a provision into the Cigar Excise Tax
Extension Act which purported to expand
opportunities to small investors. The REITs
thus created were initially used as ways of
owning residential housing and o�ce
space; they now encompass casinos, hos-
pitals and mobile-phone towers. As with
other pass-through structures, companies
that cannot distort themselves enough to
meet the de�nitions can still get some of
the bene�ts. The premises of Walmart and
CVS, a chain of drug stores, are held by
REITs, as are the headquarters of the New

York Times; the paper sold them and leased
them back in 2009.

Hurly Berle times
Andrew Morriss, of the University of Ala-
bama law school, sees the shift as an entre-
preneurial response to a century’s worth
of governmental distortions made
through taxation and regulation. At the
heart of those actions were the ideas set
down in �The Modern Corporation and
Private Property�, a landmark 1932 study
by Adolf Berle and Gardiner Means. As
Berle, a member of Franklin Roosevelt’s
�brain trust�, would later write, the shift of
�two-thirds of the industrial wealth of the
country from individual ownership to
ownership by the large, publicly �nanced
corporations vitally changes the lives of
property owners, the lives of workers and
�almost necessarily involves a new form
of economic organisation of society.�

In the late 19th century industry had a
voracious need for capital; it found it by
listing shares publicly on exchanges. The
problem with this, Berle observed, was
that over time big successful corporations
would come to �nance themselves out of
retained earnings and have little need for
investor-supplied capital. So while the
ownership structure provided liquidity for
shareholders�they could easily exchange
rights for cash�it did not give them the au-
thority tied to conventional ownership,
because the company did not need to
maintain their support.

�Management thus becomes,� Berle
wrote, �in an odd sort of way, the uncon-
trolled administrator of a kind of trust.� As
these trusts became huge, it was inevitable
that laws would be passed requiring them
to use their wealth �more or less corre-
sponding to the evolving expectations of
American civilisation�. These included
rules governing the treatment of employ-
ees and customers that went beyond what
they might have been willing to enter into
through private contracts, as well as rules 
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2 which governed how management
should treat owners. The SEC was estab-
lished two years after the book by Berle
and Means was published, and re�ected
just this sort of thinking. 

Several minor retreats notwithstand-
ing, the government’s role in the publicly
listed company has expanded relentlessly
ever since. Recent attempts by entrepre-
neurial legislators to exert more power
over companies have, unsurprisingly, led
to legal entrepreneurialism on the private
side: hence the distorporation. As the
move to new structures has picked up
speed, from 1997 on, the number of compa-
nies with enough of a conventional struc-
ture�and trading volume�to be in Van-
guard’s total market index fund has
plunged from 7,306 in 1997 to 3,369 today. 

The conventionally structured compa-
nies in this group are required to be ever
more open to the wishes of their share-
holders, with huge battles over such mat-
ters as compensation and the voting proce-
dures for directors, work conditions and
human rights, the virtues of which may
not include higher returns. Meanwhile, an
entire layer of public companies using
these new structures stands outside the de-
bate. The prospectuses that Apollo, Black-
stone, Carlyle and KKR published before
listing are clear about the rights of unit
holders to in�uence corporate decisions:
�limited� is an understatement. 

This does not mean management is un-
constrained. The requirement that most or
all earnings must be returned means that
investment capital must constantly be
raised afresh. That means the �nancial
markets are much more closely entangled
with keeping these �rms running, provid-
ing vast buckets of money when, as has
been the case recently in energy, condi-
tions are promising, and turning the taps
o� when they are not.

The relationship between owners and
managers, however, has e�ectively been
reduced to a single critical factor: the abili-
ty of these sorts of entities to pay out large
distributions (see chart 3). Protection from
corporation tax means that a pipsqueak
MLP with a low credit rating can pro�tably
acquire assets from established giants such
as Chevron and Shell. For an oil or gas
pipeline with a stable business, a common
payout is 6%�extraordinarily high in the
current environment when the average
yield is 2%. For an exploration company,
the payout could be in the mid-teens.
Blackstone’s yield is 4%; KKR’s 8%. As in
emerging markets without formal �nan-
cial systems�where investors often lack
principal protection, faith in accounting
and con�dence in government actions�in-
vestors make their choices purely on the
consistency of payments.

Perhaps not surprisingly, one area
where the structures have a particularly
strong impact is on compensation. It typi-

cally follows either the hedge-fund mod-
el�based on assets, with a healthy slug of
pro�ts (20%) on top�or some sort of
stepped arrangement, with the general
partner receiving as much as 50% of the
quarterly distributions as thresholds are
reached. The full bene�ts of such partner-
ships can be remarkable. For a partner a
payout can be considered merely a return
of capital rather than a pro�t, and conse-
quently no tax is due until the sale of the
underlying security. When tied to nuances
of estate law, this may mean no tax at all. 

Breathing in, breathing out
For institutions such as endowments and
sovereign wealth funds which themselves
can be entirely or partially tax exempt, the
issues tied to investing in these entities are
formidably complex. They thus provide lu-
crative opportunities not only for people
running companies but for accountants,
lawyers, lobbyists, and those well versed
in the state and local politics tied to the �n-
er points of the tax code.

That is good for insiders but not so help-
ful for people trying to understand what is
going on. The standard approach to securi-
ty analysis, capital allocation and market

valuation that begins with comparisons
between companies’ returns using metrics
such as price to earnings or book value be-
comes much less relevant, and possibly
misleading, in such situations. There is, for
example, much debate about Kinder Mor-
gan’s true worth.

Because all these structures rest on spe-
cial provisions and waivers of law, they
survive on the whims of Washington.
Their attempt to escape the reach of politi-
cally motivated changes in governance
and taxation inevitably tends to hinge on
lobbying and cronyism somewhere along
the line. It is, in short, an example of how
the system can be rigged to favour the con-
nected. It may seem odd, then, that the
shift has not produced more of an outcry. 

In part, this is because its complexity
shields it from scrutiny, and because, un-
like politicians who seek to publicise their
attempts to regulate business, business
tends to keep quiet about its successful acts
of resistance. But it is also because the
questions it raises do not �t into the estab-
lished world views of either the left or the
right. The left typically responds to con-
cerns about business with a belief in anti-
trust actions to break up size and with
strengthened regulation. The conservative
alternative has been to emphasise cor-
porate governance, level playing �elds and
best practices. Neither approach o�ers
much in this case. 

But if the shift prompts genuine con-
cerns, it is also speci�cally and broadly vir-
tuous�because it enables capital to be
channelled to where it can have a return,
rather than sitting in the roach motel of re-
tained earnings on which C corporations
are based. That may, in the end, be the most
compelling component of whatever de-
�nes the American system and enables it
to be productive and innovative. For all the
inequities, when vast wealth has been
made through these structures, it has been
in cases where the underlying assets pro-
duced more cash, not less. 7
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A HANDSOME man told television
viewers to pick up their phones and

shop. �The phone number�is 1-800-318-
2596,� he said on October 21st. �I want to re-
peat that: 1-800-318-2596.� This was not a
microwave salesman, but the president of
the United States. Barack Obama urged
Americans to buy health insurance by
phone, by mail and in person, because the
website for his most important domestic
reform does not work. 

Since Mr Obama’s online health ex-
changes were launched October 1st, they
have been crippled by technical glitches.
Mr Obama insists that these will be �xed
and that the A�ordable Care Act, better
known as Obamacare, will succeed. �The
product is good. The health insurance
that’s being provided is good,� Mr Obama
said, repeating this message several times. 

But the software problems are bad.
Obamacare has survived years of political
attacks. Most recently, Republicans shut
down the federal government in an at-
tempt to repeal it. Yet it turns out that the
biggest threat to health reform is the ad-
ministration’s own incompetence. 

The exchanges are supposed to make
shopping for health insurance cheap and
easy. So far, they have not. Visitors to
healthcare.gov, the federal website that is
shoppers’ only option in 36 states, have
struggled to create accounts, let alone
browse for plans. In the �rst week, less
than 1% of those who visited the website

completed an application, according to
Complete, a research �rm. 

The exchange has also sent garbled ap-
plications to insurers. Some have received
two forms from the same person, or forms
with missing data. Others are receiving en-
rolment notices, then cancellations, then
enrolments. It is unclear whether an enrol-
ment followed a cancellation or vice versa,
or whether a cancellation was intentional
or the result of a computer gremlin. 

The 14 states that built their own ex-
changes seem to be faring better. Washing-
ton has seen 16,700 people apply for priv-
ate insurance. Of these, 4,500 have
enrolled in a plan. New York, where more
than 150,000 have applied for coverage,
has seen about 13,000 enroll. In Minnesota
8,180 people have applied for private insur-
ance, but the state has not given any enrol-
ment forms to insurers. One Minnesotan,
believing himself already to be enrolled,
called an insurer in the hope of scheduling
surgery for January. But the insurer had no
record of his application. In all, Mr Obama
says that nearly 500,000 applications for
insurance have now been �led, but it is un-
clear how many people have actually en-
rolled in a plan.

The �asco infuriates Obamacare’s sup-
porters, including Mr Obama himself.
(�Nobody is madder than me,� he said.)
Some Democrats blame Republicans. The
original idea of Obamacare was that each
state would set up its own exchange, but

nearly all Republican governors refused.
So the Centres for Medicare and Medicaid
Services (CMS), part of Mr Obama’s health
department, did so on their behalf, hiring a
squadron of contractors to help. 

Why did they botch it so badly? Politics
is partly to blame. In the �nal months of
Mr Obama’s re-election campaign last
year, the health department stopped issu-
ing much-needed guidance for the ex-
changes. (Cynics speculate that Mr Obama
wanted to deprive Republicans of infor-
mation they might have used in attack
ads.) This year, when the exchanges were
about to open, CMS and Kathleen Sebe-
lius, the health secretary, failed to report
any serious problems. 

Others, including the Government Ac-
countability O�ce, were more worried. In-
surers feared that the exchanges would not
be ready. Many of the biggest decided not
to sell plans on them in their �rst year.
Technology executives were amazed at the
opaque development of healthcare.gov,
led by CGI Federal, a contractor. In Silicon
Valley software is tested and re-tested be-
fore it is launched. �Contrast that with, no
one knows anything about how it’s going,
then on the day of the launch you pray?�
sco�s one tech executive. 

On October 22nd the White House
tapped Je� Zients, an economic adviser, to
oversee repairs. It is not clear that the
health department knows the full extent of
the �xes needed. And it is unclear how
long it will all take. On October 23rd o�-
cials said that Americans would be al-
lowed an extra six weeks to buy health in-
surance before facing a �ne. They now
have until March 31st. It will strike some as
unfair if they are obliged to buy something
that is nearly impossible to buy. 

If the software gremlins are tamed
quickly, the fuss will blow over. But if they
persist, the whole reform is at risk. Obama-

Health reform

Computer says no

For daily analysis and debate on America, visit

Economist.com/unitedstates
Economist.com/blogs/democracyinamerica

United States

NEW YORK

The big threat to Obamacare is not Republican intransigence, but the White House’s
own incompetence

1

The Economist October 26th 2013 33

 



34 United States The Economist October 26th 2013

2 care seeks to expand insurance through a
complex web of policies. From next year,
insurers will be barred from charging peo-
ple more because they are already ill. By it-
self, that rule would bankrupt insurance
companies, but it is not alone. All Ameri-
cans will be required to have insurance,
and many will receive subsidies, so rev-
enue from cheap, healthy people will o�-
set the costs of the sick. 

But what if young healthy people meet
so many glitches on the exchanges that
they give up? People with illnesses that are
costly to treat will presumably keep trying.

That could leave insurers with a sick, ex-
pensive pool of patients. To cover their
costs, they would have to raise prices. That
would dissuade healthy patients from en-
rolling the next year, driving rates higher
still. Such a death spiral could make Oba-
macare collapse. 

For years Republicans have howled
about theoretical problems with Mr
Obama’s ambitious reforms. Now they
can rant about real ones. They are calling
for the law to be delayed and Mrs Sebelius
�red. She is due to testify before Congress
on October 30th. Without anaesthetic. 7

�ONE of my favourite old Kentucky
sayings is there’s no education in

the second kick of a mule,� says Senator
Mitch McConnell, with the homespun
wisdom of a man facing re-election short-
ly. In Washington, DC, the worry is that
lawmakers did not learn from the �rst kick.

On October 16th Congress passed a
deal to reopen the federal government,
raise the debt ceiling and avoid a sovereign
default. Written into the pact, however,
were two horrible words: January and
February. Unless the two parties can agree
on a budget deal the government will run
out of money again, bringing another par-
tial shutdown on January 15th. Then, on
February 7th, government borrowing will
once again touch the debt ceiling. 

The damage done by the recent budget
brawl was grave. In political terms it ac-
crued mainly to Mr McConnell’s party.
Polls �nd voters disgusted with Democrats
but even more so with Republicans�and
heartily sick of politicians in general. In
economic terms the bruising was indis-
criminate. The 16-day shutdown will have
reduced quarterly growth by 0.6 percent-
age points, says S&P, a ratings agency. The
White House estimates that it will cost
120,000 jobs�in a labour market that was
already weak, as the latest �gures show. 

The fear that America has grown ungo-
vernable may have a worse�and more
lasting�e�ect. Public and private invest-
ment is being delayed or cancelled. Com-
panies complain constantly about political
uncertainty: how can they plan for the
long term when the government cannot
agree on a budget that lasts for more than a
few weeks? Meanwhile government de-
partments, as they wait to discover what
their budgets will be for the coming year,
are saving money by skimping on mainte-

nance rather than �ring people or scaling
back what they do. In many cases appar-
ent reductions in government spending
are tricks of the light that will bring higher
costs later.

To prevent a repeat of this in the new
year, a 29-member budget conference of
both houses is meant to propose a plan by
December 13th which would then be voted
on by Congress. The notion of a grand bar-
gain, in which Democrats accept cuts to so-
cial spending in exchange for higher taxes,
thereby putting the nation’s �nances on a
sustainable path, has become the Capitol
Hill equivalent of lift music�audible
everywhere, but never taken seriously. 

However, a smaller pact ought to be
possible. That is because the two parties
are not quite as far apart as their rhetoric
about irresponsible spendthrifts and
heartless cutters suggests. The budget con-
ference is being led by Patty Murray, a
Democratic senator, and Paul Ryan, a Re-
publican member of the House. Both have
proposed budgets already. Mr Ryan calls

for discretionary spending (the sort that ex-
cludes programmes with funding written
into law) to be $966 billion in 2014; Mrs
Murray wants it to be $1.058 trillion. The
gap between their plans widens over the
next decade, but it should not be impossi-
ble to �nd ways to bridge it. The president
has his own budget proposal, which mixes
some things Republicans like, such as cuts
in health-care spending and farm subsi-
dies, with higher taxes, which they detest.

A further possible point of agreement is
that the sequester ought to be replaced.
(This is a series of cuts that kick in when a
budget deal is not reached. It was designed
to be so painful that the two sides would
have to reach a deal�but so far it has con-
spicuously failed to work.) Some Republi-
cans quite like the sequester, but that may
change if another $20 billion is sliced from
the defence budget, as is due to happen in
January unless an agreement can be
reached. One possible deal would be to
swap some cuts to defence, infrastructure
and research for cuts to health spending in
the form of more means testing. Any com-
promise is likely to revolve around argu-
ments over the meanings of words like
spending and revenue.

Bridging the divide
Even a deal like this, which would do little
to address the causes of persistent budget
de�cits, would probably be rejected by
most House Republicans. Some think they
are �ghting heroically to stop America
from becoming a high-tax, welfare-depen-
dent European country. Others look at
their districts and worry about facing a
primary challenger from the right. 

The vote on the debt ceiling shows why
this fear is rational. Across the country, Ba-
rack Obama received 51% of votes in 2012.
In districts held by the 144 House Republi-
cans who voted against raising the debt
ceiling, he received just 38%. These con-
gressmen do not worry about losing a gen-
eral election to a Democrat. Conversely, 11
of the 15 most marginal House Republi-
cans, as scored by the University of Virgin-
ia’s Centre for Politics, voted with Demo-
crats to raise the debt ceiling.

The electoral maths makes it likely that
there will be more stand-o�s over the bud-
get between the two parties, each accusing
the other of being unwilling to compro-
mise. This disguises the fact that there is
now a three-way negotiation going on be-
tween the Democrats and two wings of
the Republican Party. One wing has made
it clear that the threat not to raise the debt
ceiling is an empty one. Faced with a re-
peat, Republican leaders in Congress will
allow a bill to come to the �oor of the
House that will pass with Democratic
votes. This reduces the risk that America
will default on its debts because of some
legislative miscalculation. By Congress’s
recent standards, that is progress. 7
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CALIFORNIA’S Bay Area, one of the
most left-wing parts of the United

States, is not the �rst place you might ex-
pect to see a backlash against organised la-
bour. But there is no better way to irritate a
San Franciscan than to take away his pub-
lic transport. On October 18th workers at
the Bay Area Rapid Transit (BART) system
began their second strike of the year, for
four days forcing tens of thousands of
commuters to su�er the indignities of sit-
ting on a bus or shivering on a ferry. One
poll found that 77% of locals, including 72%
of Democrats, opposed the walkout.

The strike had more to do with the rules
governing arcane matters like overtime
and pay stubs than with wages or bene�ts.
But many Bay Area locals have been sur-
prised to learn during the course of the
row that BART’s well-paid workers con-
tribute nothing to their pensions. (Under a
new contract, this will change.)

The generosity of public pensions trou-
bles progressives elsewhere in the state,
too. Last week the Democratic mayors of
four Californian cities (and one Republi-
can) unveiled a reform they hope to place
on the ballot next year. If voters approve
the Pension Reform Act of 2014, public em-
ployers will be able to change the pension
arrangements of employees for future
work (bene�ts already earned will not be
touched). Federal law empowers private
employers to do this, but the �Californian
rule� of case law, which several other
states have copied, means that once a pub-
lic worker signs a contract his or her pen-
sion arrangements are guaranteed for life. 

The e�ort is led by Chuck Reed, mayor
of San Jose, another Bay Area liberal bas-
tion. Mr Reed has become a standard-bear-
er for pension reform in California after
winning 69% support for a measure he
placed before his city’s voters last year.
That reform, which gave city workers a
choice between higher contributions or
lower bene�ts, is snarled up in the courts: a
situation Mr Reed hopes his measure will
enable other municipalities to avoid. 

The mayor makes a straightforward
progressive argument. Pensions are eating
into government budgets, and residents
are losing out: more than one-�fth of San
Jose’s general fund goes to retirement
costs. In a state where Republicans wield
as much power as a dead lemur, this is how
debates over �scal responsibility are won,
and some polling suggests the argument
will �nd receptive ears. 

But it will also face determined opposi-
tion. The measure must �rst attract over
800,000 signatures to reach the ballot. As-
suming it gets that far, California’s deep-
pocketed public-employee unions will dig
in to stop it becoming law. And if it does
pass, says Steven Maviglio of Californians
for Retirement Security, a lobby group,
�You can bet that folks will use any means
necessary to make sure it’s not implement-

ed.� Unions think a modest statewide pen-
sion reform, applying only to new recruits,
that passed last year is change enough.

Mr Reed will need some wealthy back-
ers of his own; as he acknowledges, �You
can’t do this with bake sales.� But the poli-
tics will be challenging, too. It is notable
that the reform e�ort is led by mayors;
Democrats in the state legislature, many
with strong union links, are less exposed to

Pension reform in California

Mayors to the
rescue

LOS ANGELES

An attempt to reform pensions could
pitch Democrat against Democrat

Haunted houses

More boo for your buck

THE District of Columbia can be a
spooky place. A demon black cat is

said to roam the Capitol, portending
doom. The ghost of Abraham Lincoln so
frightened a Dutch queen that she faint-
ed. Living lawmakers scare the public in
more mundane ways.

Add to this mix the curse of Frau
Mueller, a German immigrant suspected
of murdering several children a century
ago. Frau Mueller is not real (we think).
But her gruesome story is the inspiration
for the capital’s �rst stand-alone for-pro�t
haunted house.

Larry Kirchner, the publisher of
Hauntworld.com, reckons there are
about 2,000 such attractions, called
�haunts�, in America. Accurate numbers
are di�cult to scare up, but the industry
may have annual sales of as much as $1
billion. The National Retail Federation
predicts that 158m Americans will cele-
brate Halloween this year, spending on
average $75 each. Perhaps a �fth of these
will visit a haunted house.

Monstrous pro�ts are not the norm,
though. The District’s new haunt charges
between $30 and $50 a ticket and is open
from late September to early November.
Despite large crowds�2,000 people in a
recent three-day weekend�it may lose
money. The biggest haunts can make
millions, but their expenses can reach
seven �gures, too�corpses don’t levitate
on their own. (Or do they?)

In order to get the most boo for their
buck, haunters use the latest technology.
Where there is competition�there are at
least half a dozen haunts in New York
City alone�the standards are high. Hol-
lywood special e�ects and animatronic
ghouls are common. But warm-blooded
labour, mostly in the form of actors, is
often the biggest cost.

A web of regulations, �re- and crowd-
related, can make life hellish for potential
fearmongers. The (enormous) haunt of
Frau Mueller was given a boost when
regulators laid a competitor to rest. The
frau herself was nearly sent to an early
grave�the haunt was approved a day
before opening, and only after a path was
cut down the middle for safety.

Even if they are not all grim reapers of
pro�t, haunters have a passion for their
work. Steve Kopelman, who produces
haunts across the country, wanted to
make movies when he was younger.
Now, he says, people are going to haunt-
ed houses to be in the movie. Indeed,
Hollywood is getting in on the act. Mr
Kopelman is co-producing a haunt near
Los Angeles with Rob Zombie, a director
of scary �lms.

As the industry has matured, so too
has the audience. Customers tend to be
in their 20s and 30s and some haunts
involve adult (read sexual) themes. But
the haunters maintain a childlike enthu-
siasm for their craft. Andrew de Ruiter,
co-owner of the District haunt, takes
pride in his customers’ screams. One
fainted, twice; another ran out. More
creepy are the mysterious puddles his
team sometimes �nds.

WASHINGTON, DC

Scaring Americans has become a big business

Our DC correspondent shows the strain
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2 the consequences of ballooning pension
costs and some will oppose reform. (None
of the local representatives surveyed by
the San Francisco Chronicle said he or she
backed a ban on future BART strikes.) Dan
Schnur at the University of Southern Cali-
fornia notes that ballot measures in Cali-
fornia that attract serious opposition rarely
pass: last year unions handily saw o� a Re-
publican-backed proposal that would
have reduced their ability to raise funds.

If the reformers win in California the re-

verberations will be felt elsewhere. Cali-
fornia-style tussles over prospective pen-
sion rights, says Josh Rauh at Stanford
University, are one of the three battle-
grounds for state and local governments
facing pension shortfalls, along with the
cost-of-living adjustments applied to pen-
sion bene�ts and the e�ect of municipal
bankruptcies on pensioners. Many of the
leading reformers are Democrats. Not, per-
haps, what they entered politics for, but a
worthy progressive battle nonetheless. 7

WHEN Joe Sixpack faces allegations of
impropriety, he has two options: ac-

cept the charges or rebut them. But when a
congressman faces an investigation into
similar allegations by the O�ce of Con-
gressional Ethics (OCE), he has a third
choice: resign. The OCE can only probe or
punish sitting members of Congress.

In early 2010 the OCE found �substan-
tial reason to believe� that Nathan Deal,
then a congressman from northern Geor-
gia, had used his position to enrich him-
self. (It alleged that he had intervened to
protect a state programme that bene�ted
his car-salvage company.) Shortly before
the OCE was due to release its report, Mr
Deal resigned, saying he wanted to focus
on running for governor, and calling the re-
port a �political witch hunt fuelled by
Democrats�. (He stayed in Congress long
enough to vote against Obamacare.) The
OCE released its report anyway. 

Unmoved, Georgia’s voters elected Mr
Deal governor, a position he has held since
January 2011. Now he is pooh-poohing an-
other ethics scandal. In July 2012 the Geor-
gia state ethics commission settled �ve
complaints against Mr Deal alleging mis-
use or improper reporting of campaign
funds during his 2010 run for governor. The
commission dismissed two big complaints
and assessed administrative fees totalling
$3,350 on more than 50 minor ones.

In September the Atlanta Journal-Con-
stitution (AJC), the area’s biggest daily
newspaper, reported that Holly LaBerge,
executive secretary of the Georgia ethics
commission, ordered pertinent docu-
ments removed during its investigation of
Mr Deal. The ethics commission’s sta�
lawyer has also accused Ms LaBerge of
boasting that Mr Deal �owes� her, because
she �made this [ie, the ethics complaint] go
away�, and that the light punishment giv-
en to Mr Deal was �completely in�uenced

by�private meetings and discussions� be-
tween Ms LaBerge and members of Mr
Deal’s sta�. The state ethics commission
initially voted to ask Georgia’s attorney-
general to appoint an independent investi-
gator to look into the allegations, but on
October 22nd asked the state audits de-
partment to conduct an internal probe.

Mr Deal told reporters that he is �regret-
ful of the decline I have seen in the report-
ing of the AJC�, and called the allegations
�totally unsubstantiated and primarily
false�. Ms Laberge, through her lawyer,
also denies all the allegations levelled at
her. Brian Robinson, a spokesman for Mr
Deal, blames �media frustration� for the
story, which, he says, amounts to nothing
more than �he-said, she-said within the
ethics commission�. If any �les were re-
moved, Mr Deal wants them restored, be-
cause �we’re telling the truth and we have

nothing to hide.�
Meetings between Mr Deal’s sta� and

members of the ethics commission were,
Mr Robinson says, routine�the sort of
meetings that often occur between the go-
vernor’s o�ce and state agencies. In any
event, Mr Deal seems to have found a sil-
ver lining to the allegations: fundraising.
The day after the AJC story his campaign
sent an e-mail blaming �the liberal news
media� for �baseless, factually �awed� ar-
ticles and asking supporters for �$100, $50
or even $25 [to] help me push back against
liberal noise and attacks from the main-
stream media.�

But not all criticism of Mr Deal has
come from liberals. He is up for re-election
next year, and so far has attracted two Re-
publican primary challengers: David Pen-
nington, the mayor of Dalton, a small 
carpetmaking town; and John Barge, the
superintendent of Georgia’s public
schools. Mr Pennington says that Mr Deal
needs to �tell us what happened�, adding
that the perception of corruption among
state o�cials hurts Georgia’s economy. Mr
Barge faults Mr Deal for �underfunding
public schools�, and calls for �leaders who
will govern and not play politics�. 

Things have been quieter on the left. So
far just one Democrat has declared: Con-
nie Stokes, a former state senator and
county commissioner from the Atlanta
suburbs. But a poll released on October 9th
showed Jason Carter, a state senator and
grandson of a former American president,
trailing Mr Deal by just four points (40% to
44%)�within the margin of error. And
nearly half of those polled say that the eth-
ics commission’s call for an independent
investigation provides a �convincing� rea-
son to vote against Mr Deal.

Asked about his gubernatorial ambi-
tions, Mr Carter said: �I’m not going to
comment but I’m thinking about it.� Like
many Democrats, he believes that both Mr
Deal speci�cally and �the Republican
brand� more generally are vulnerable in
the state, though Democrats currently hold
no statewide o�ce. Michelle Nunn, a
Democrat running for Georgia’s open Sen-
ate seat, has amassed a hefty war-chest in a
short period of time, and like Mr Carter has
a famous Democratic father (Sam Nunn, a
former United States senator). 

Demography helps Democrats: the
state is growing younger and less white. In
addition, Mr Carter believes that �in rural
Georgia Republican support is fraying.
People are no longer getting answers to
their questions� because Republican �xate
on ideological purity at the expense of
pragmatism.

He may be right, but challenging a gen-
erally e�ective incumbent Republican go-
vernor in a state that remains bright red
will be hard. Should he decline to �ght this
time, however, there will be other chances.
Mr Carter is only 38. 7

Georgia politics

Raw Deal

ATLANTA

Georgia’s governor faces ethics questions, not for the �rst time

They threw the book at him; he caught it
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CARROTS don’t work. Nor do sticks.
Nor, even, do carrot sticks. How, Amer-

ican parents wonder, can they get their
fussy children to eat healthy food? Since
even little horrors who never listen to
Mom and Dad usually pay attention to
�ashing screens, many parents hope that
apps may succeed where they have failed. 

Things that are good for children�such
as vegetables, maths, chores and looking
both ways before crossing the road�are no
fun. So any app-makers who can make
them more enjoyable ought to turn a tidy
pro�t. Tidier, at any rate, than a typical six-
year-old’s bedroom. 

Sales of educational software, digital
content and related services in America
are perhaps $7.8 billion a year, estimates
the Software & Information Industry Asso-
ciation. Schools are the biggest customers,
but parents are piling in. 

Some apps appear to work. Several
studies suggest that mobile or online
games can fool children into eating more
fruit and vegetables. This is necessary:
more than 12m children and adolescents
are obese in America, and obesity rates are
triple what they were in 1980, though they
have levelled o�. Michelle Obama’s anti-
obesity out�t gives high marks to Easy Eat-
er, an app that lets kids record what they’ve
eaten on an iPad and earn points for bolt-
ing broccoli. Eat enough greenery and the
app tells your parents to reward you. Easy
Eater 2, a new version to be launched in
November, will urge children to feed an in-
teractive character (a cute micro-organism)
with healthy items. It will also ask kids to
watch how many �zzy drinks they swill. 

Other apps seek to encourage helping
around the house. A 2011survey found that

58% of American children do no regular
chores; 37% do some, but feel they should
do fewer. Between 1981 and 2008, the time
sprogs spent helping at home declined by
25%�to just 24 minutes a day. 

Many parents blame electronic gizmos
for making their children so lazy. (Most
kids would indeed rather lie on the sofa
shooting zombies than take out the rub-
bish.) But Chris Bergman, the creator of an
app called Choremonster, argues that digi-
tal devices can promote diligence, too. Mr
Bergman, who admits to having been �a
jerk as a kid�, says his app has encouraged
children to complete more than 1.4m
household tasks since its launch in 2012.
Parents create a list of chores; the app gives
their children points for completing them.
It also helps parents pick age-appropriate
tasks. A three-year-old can help dust, put
napkins on a table and tidy away his toys.
The app gives no age at which children can
be sent up chimneys, but no tool is perfect. 

With maths, as with mowing the lawn,
the key is to make a chore seem like a game.
Kyle Counts, designed by a former White
House economic adviser, helps children
spot number patterns as they guide a car-
toon Kangaroo through the outback. �I like
it because it’s both a game and kind of use-
ful,� says one young user. Stack the States,
which teaches children the names of all 50
and where they are, led to one boy �nib-
bling an oatmeal bar into the shape of Wis-
consin�, says a proud mother in Chicago.

Some of the best educational apps are
free. Dumb Ways to Die, for example, be-
gan as an Australian public-safety cam-
paign that sneaked dull rail-safety mes-
sages into a song about amusing ways to
expire (�Eat medicine that’s out of date/
Use your private parts as piranha bait�). It
went viral and then became a game app. In
less than a year, it has taught more than
50m people not to walk across a railway
line�or set �re to their hair. 7

Raising children

Apps for brats

American parents snap up apps to make
their children less horrible

Eat up and I’ll let you play on my iPad

Metropolitan trade

Open cities

AMERICA depends less on internation-
al trade than many other countries.

Its imports and exports of goods add up
to less than 25% of GDP; China’s are
nearly 50%, Ireland’s, nearly 90%. It is not
that Americans are insular; only that
their vibrant domestic market is so big.
The Brookings Institution, a think-tank,
has assembled data on how America’s
metropolitan areas trade (see chart). It

�nds that America moved $20 trillion in
merchandise in 2010, or more than 100%
of GDP, if trade between cities is count-
ed. The top 20 metros account for almost
a third of the total. St Louis and Detroit
are busier traders than the Netherlands, a
famously seafaring nation. And Ameri-
ca’s metropolitan trade is not just in basic
goods such as oil and wheat; nearly 30%
of it is in �advanced industry� goods. 

The humming trade between American towns

Market me in St. Louis

Sources: Brookings Institution; Bureau of Economic Analysis; World Bank; The Economist

Big US metropolitan areas by GDP and selected countries, merchandise trade as % of GDP, 2010
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DURING his �nal days as president, George W. Bush asked a
group of historians for advice on writing his memoirs. Public

opinion was savagely against him. His record as a war leader, for
many on the left, amounted to a bumper-sticker indictment:
�Bush Lied, People Died�. Conservative spending hawks railed at
his bail-outs for banks and the car industry. Nativists in Congress
took pride at having blocked his liberal immigration reform.
After the Ozymandian collapse of the Bush era, many on the
right denounced the president as a lover of big government and
not really a conservative at all.

Mr Bush surprised the visiting historians twice over, accord-
ing to a �ne new book about his time in o�ce, �Days of Fire�, by
Peter Baker, a long-serving White House correspondent. First, his
guests were taken aback by his air of serenity and his eagerness to
chew over his eight years. Then somebody mentioned his vice-
president, Dick Cheney, and they were struck by their host’s sud-
denly defensive tone. Too many people think that he just has to
call me up and I do whatever I am told, grumbled Mr Bush, point-
ing to an Oval O�ce telephone for dramatic e�ect. He then �rat-
tled o� a series of decisions where he had overruled Cheney,
even citing dates.�

The Bush-Cheney era weighs heavily on America. Its divi-
sions and disappointments help to explain much about today’s
politics, from public war-weariness to the anti-establishment
contempt that seethes among the Republican grassroots and the
Tea Party. Insiders have already penned enough don’t-blame-me
memoirs and score-settling biographies to dam the Potomac. Mr
Baker concentrates on relations between the two men at the top
of the executive branch. His shrewd, meticulous reporting o�ers
a useful corrective to tales of a puppet-master deputy manipulat-
ing an inexperienced boss.

The vice-president knew how to maximise his in�uence (not
least by ruling out a run of his own for the presidency, which al-
lowed him to amass clout without seeming a threat). But Mr Bush
was the undisputed alpha male in the White House, as a former
chairman of the joint chiefs of sta� recalls. Both leaders were
men of conservative instincts, who reacted to the attacks on Sep-
tember 11th, 2001with similar hawkishness. But the book reports
something more interesting: an eight-year process of disillusion-

ment, as Mr Bush and Mr Cheney found their assumptions buf-
feted by reality, and reacted very di�erently.

The president cared about setbacks more than outsiders
knew. In the view of aides including John Negroponte, his �rst di-
rector of national intelligence, Mr Bush’s despondency at the
worst moments of the Iraq war approached clinical depression.
When informed in 2006 that al-Qaeda’s leader in Iraq had been
killed, the president told an aide, numbly, that he was �not sure
how to take good news any more�. Doubts were downplayed in
public, as part of a tactic of painting Republicans as the party of
national security and Democrats as soft on terror. But doubts in-
fected every internal debate. This had some positive e�ects, for
instance prompting Mr Bush’s decision to send a troop surge into
Iraq to dampen a runaway insurgency. By the end of his second
term, he had grown less dependent on his vice-president’s
knowledge of Washington’s ways and more interested in leaving
a legacy. That would require bipartisan deals at home and alli-
ances overseas. Mr Cheney scorned compromise: or, as a former
secretary of state, Condoleezza Rice, remarks in the book: �I think
he would have liked to have kept breaking china.� (She is refer-
ring to crockery, not the People’s Republic.)

The book does not whitewash Mr Bush. He could be madden-
ingly passive, neglecting to question failing underlings. He was
stubborn about revisiting decisions, hating to appear irresolute.
One of his closest advisers since his days as governor of Texas,
Karen Hughes, feared that he was being railroaded into a war
with Iraq. She anxiously warned him not to end up trapped by a
mistake (Mr Bush sent her to Ms Rice for reassurance, which only
partly worked). But he emerges as more pragmatic than many
critics might suppose. In the view of several o�cials, Mr Bush’s
inner certainties were tempered by his biography. They see in
him a former drinker’s faith in redemption and second chances (a
belief that some linked to his staggeringly ambitious pro-
grammes to fund AIDS treatments in Africa).

Extremists seldom get what they want
The vice-president’s certainties were grimmer. Biography played
a role here too, say his family and sta�. Mr Cheney thinks the
world is less safe than most Americans realise. He is also a man
who su�ered his �rst heart attack at 37 and would go on to endure
four more. In government, that sense of life as both short and per-
ilous left him determined to do what he thought necessary, resist-
ing hand-wringing appeals to change course.

By the end of the second term the two men were on opposite
sides of issues from North Korea to Israel, gun rights, climate
change, secret surveillance of terror suspects, the car industry
bail-out, closing secret CIA prisons and Syria. (�Does anyone here
agree with the vice-president?� Mr Bush asked a painful 2007
meeting of national security advisers, after his deputy urged the
American bombing of a Syrian nuclear reactor. No one raised a
hand.) Mr Bush’s last hours in o�ce were overshadowed by an
ugly row over his refusal to pardon Mr Cheney’s right-hand man,
Scooter Libby, who was convicted of perjury.

Historians of the future will have more to say about Mr Bush,
a �awed leader who achieved a measure of redemption just as
his country gave up on him. They may consign Mr Cheney to
their footnotes: brie�y the most powerful vice-president of his
era, until he was marginalised by his intransigence and extrem-
ism. There are lessons there for today’s Republicans if they want
to look for them. 7

Bush’s legacy

The best account yet of a failed presidency
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SIX years after discovering giant o�shore
�pré-sal� oil deposits, so called because

they lie beneath a thick layer of salt under
the ocean bed, Brazil has �nally auctioned
the rights to develop some of its deeply bu-
ried wealth. On October 21st the Libra �eld,
o� Rio de Janeiro’s coast (see map), was
sold to a consortium led by Petrobras, Bra-
zil’s state-controlled oil �rm, and including
France’s Total, Anglo-Dutch Shell and Chi-
na’s state-owned CNOOC and CNPC. Li-
bra’s estimated 8 billion-12 billion barrels
of recoverable oil make it the biggest oil
prospect in the world to be auctioned this
year. Once it reaches peak production,
sometime in the next decade, it should in-
crease Brazil’s output from 2.1m to about
3.5m barrels per day. 

At times simply holding the auction
seemed an achievement. A �urry of un-
successful legal challenges marked the
run-up. As it was under way in a Rio beach-
side hotel, soldiers outside used rubber
bullets and tear gas to hold back striking oil
workers, masked anarchists and union ac-
tivists opposed to private-sector participa-
tion in the oil business. Hundreds of troops
formed a human chain to the water’s edge,
pushing bemused sunbathers and surfers
aside. Warned that trouble was likely,
Dilma Rousse�, who had planned to at-
tend, instead watched by video-link from
the presidential palace in Brasília.

The presence of Shell and Total in the
winning consortium allowed the govern-
ment to declare the auction a success. But
whereas it had expected more than 40
�rms to register to take part, only 11 did.
And although it had expected at least six
consortia to bid, the winning o�er�of the
minimum eligible amount�was the only
one made. The lack of competition was a

Libra bid to pay 41.65% in �pro�t oil� will re-
sult in three-quarters of the �eld’s value
going to government co�ers when taxes
are included, little more than the 70% total
take under the previous rules. O�ering Li-
bra as an old-style concession would have

attracted more bidders,
pushing up the price paid,
reckons Paula Kovarsky of
Itaú BBA bank.

Worse, the new rules
have set a hidden trap for
Petrobras. By putting it in
charge of all operations in
pré-sal areas and forcing it
to buy at least a 30% stake in
all winning bids, the gov-
ernment has turned pré-sal
auctions into nail-biting
waits for Petrobras to learn
the terms to which other
bidders have committed it.
The fear this time was that
Chinese state-owned �rms,
more interested in a stable
long-term energy supply
than in negotiating a low
price, would bid aggres-
sively for Libra, committing
Petrobras to terms it found
unreasonable.

That such an outcome
did not happen comforted
Petrobras’s long-su�ering
investors, who have seen
the �rm’s share price plum-
met since a record-breaking
$70 billion stock o�ering in
2010, intended to prepare it
for the pré-sal era. Since
then the government’s in-
sistence on capping petrol
prices to tackle in�ation
has caused the �rm to hae-
morrhage cash. Brazil is a
big importer of oil deriva-
tives, so not only does Pe-
trobras get below the world
price for its own oil; it must
also top up abroad, and sell
at a loss. Strict require-
ments to buy local equip-
ment have further bur-
dened its balance-sheet
and slowed down its in-
vestment programme. 

The Libra auction was
not the disaster it could 

let-down after the euphoria of six years
ago, when the president of the day, Luiz In-
ácio Lula da Silva, described the pré-sal
�nds as a �winning lottery ticket�. During
the long wait while auction rules were re-
written and federal and local governments
squabbled over how to
share the eventual pro-
ceeds, shale oil and gas dis-
placed pré-sal as the world’s
most exciting energy pros-
pect. Most private-sector in-
terest evaporated. BG, BP,
Chevron and Exxon, which
have spent heavily in Brazil,
did not register to bid.

Even so, the auction’s
outcome came as a relief to
Petrobras. A spurt of re-
source nationalism un-
leashed by the pré-sal �nds
led the government to re-
draft auction rules that had
been in force since the �rm
was part-privatised and lost
its national monopoly at
the end of the 1990s. Instead
of all �rms bidding on
equal terms, Petrobras must
now operate all pré-sal
blocks, with other �rms tak-
ing at most a 70% �nancial
stake. Once a consortium
has sold enough oil to re-
coup its costs, pro�ts are
split with the government.
The bidder that o�ers to
hand over the biggest share
of this �pro�t oil� wins.

The government’s aim
was to avoid selling pré-sal
rights too cheaply. Drilling
through thick layers of shift-
ing, corrosive salt is hugely
expensive�developing Li-
bra will cost around 400 bil-
lion reais ($184 billion) over
the next 35 years�but the
pré-sal deposits are so vast
that exploration risks are
thought to be very low,
meaning �rms should be
ready to pay handsomely
for development rights. Yet
it might have been simpler
merely to raise taxes on pro-
duction: Credit Suisse, a
bank, says that the winning

Brazil’s oil auction

Cheap at the price

SÃO PAULO

A single bid for a vast �eld shows the weakness of Brazil’s state-led approach to
developing its oil reserves
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have been for Petrobras, says Ms Kovarsky.
But developing the �eld will mean the
company has to delay or drop other pro-
jects that would have had higher returns.
And a rise in the price of fuel is now essen-
tial. �Petrobras needs not just a one-o�
price rise, but international price-parity,�
she says. On top of all this, unless the bid-
ding rules are changed the next pré-sal auc-
tion, pencilled in for 2015, may see the �rm
committed to a pricey deal that it would
not have chosen itself. 7

The wrong sort of gas

THE timing looked suspicious when Ste-
phen Harper, Canada’s prime minister,

�ew to Brussels on October 17th to an-
nounce, alongside the head of the Euro-
pean Commission, that a long-awaited
trade deal between Canada and the EU

had been struck in principle. Less than 24
hours earlier Mr Harper had unveiled his
government’s plans for the coming year,
and he had been expected to stick around
to defend them. Meanwhile, a long-rum-
bling scandal over expenses-�ddling by
senators had come to a head over the sum-
mer, and opposition parties were looking
forward to grilling the prime minister now
that parliament had �nally resumed.

The Comprehensive Economic and
Trade Agreement (CETA) between Canada
and the EU is certainly being born in di�-
cult political circumstances for Canada’s
ruling Conservatives. Yet there is evidence
to support Mr Harper’s claim that, once �-
nalised, it will be �the biggest deal our

country has ever made�.
Canada has forged trade or investment

pacts in the past with more important or
populous trading partners than the EU. In
1987 it cut the �rst of various deals with the
United States, with whom it does most of
its trade. Last year it signed a foreign-in-
vestment protection agreement with Chi-
na, more than twice as populous as Eu-
rope. But no previous deal rivals the broad
sweep of CETA, which not only addresses
conventional customs barriers�eliminat-
ing 99% of tari�s on both sides�but re-
moves regulations in a host of other areas.
Red tape constraining trade in services, in-
ternational investment and public pro-
curement has been snipped away. Labour
regulations have been removed to ease in-
tra-company transfers, making it quicker
for oil �rms to transfer sta� from London
or Paris to their tar-sands operations in Al-
berta, for instance.

In a departure from past practice, Cana-
da’s ten provincial governments were in-
volved in the negotiations from the start, at
the request of the Europeans, who realised
that provincial buy-in was needed if the
deal was to stick. That meant that Ontario
and Quebec, home to most of Canada’s
dairy farms, were not caught o�guard by a
small opening in Canada’s protected mar-
ket to allow in almost 30,000 tonnes of
European cheese a year, twice the current
limit. Their demand for compensation
from the federal government has already
been granted in principle. �The road to ac-
ceptance has been well paved,� says Dan-
iel Schwanen, a trade analyst at the C.D.
Howe Institute, a business think-tank.

That does not mean the deal is unop-
posed. In spite of their compensation,
dairy farmers are still frothing, and the
Council of Canadians, a left-leaning citi-
zens’ organisation, calls CETA a �cor-
porate-rights pact�. Jim Stanford, an econo-
mist at Unifor, a trade union, doubts the
government’s claims that the deal will add
80,000 new jobs and boost Canadian GDP

by 0.6%; he fears jobs will be lost instead.
The accord will also reduce Canada’s

reliance on the United States, whose share
of Canada’s trade has fallen in recent years

as opportunities have grown elsewhere
(see chart). And the negotiations over
CETA could be used as a template for fu-
ture trade deals, most obviously the
planned Transatlantic Trade and Invest-
ment Partnership between the United
States and the EU, discussion of which be-
gan in July.

Canada’s New Democrats, the o�cial
opposition, say they are reserving judg-
ment on CETA until full details are re-
leased, which could take some months.
The Liberals are broadly supportive. That
is no surprise, since the idea has two pow-
erful Liberal backers: Roy MacLaren, a for-
mer trade minister who raised the pos-
sibility of a European deal in 1994 and has
pushed it as co-chair of the Canada Europe
Roundtable for Business; and Jean Charest,
a former premier of Quebec, who got oth-
er provincial leaders on board. It is to Mr
Harper’s credit that he resisted partisan
temptation to dump what started out as a
Liberal idea.

The prime minister needed to bring
home a big deal to give some credibility to
his promise to diversify Canadian trade.
Barring some unforeseen upset, he has se-
cured that and more by obtaining preferen-
tial access for Canada to the world’s largest
single market. Whether CETA will be
enough to distract Canadians from the
juicy expenses scandal in the Senate re-
mains to be seen. 7

The Canada-EU trade deal

Atlantic accord

OTTAWA

A landmark agreement could show the
way for future deals

New frontiers
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NAVIGATING Colombia’s mountain-
ous countryside was even harder than

usual for three weeks in the summer, when
thousands of farmers blocked roads to
protest about poor conditions in rural ar-
eas. The immediate causes of their anger
were expensive fertiliser and recent free-
trade deals with the United States and Eu-
rope. But their protest has drawn attention
to deeper problems in Colombia’s coun-
tryside, caused by decades of armed con-
�ict and o�cial neglect.

In the scramble to quell the protest the
government has negotiated with co�ee
growers, milk producers and potato and
rice farmers, giving in to many of their de-
mands in the face of plunging approval-
ratings and looming elections next year.
On October 7th it imposed temporary ta-
ri�s and quotas on imports of potatoes,
onions, beans, tomatoes, powdered milk,
fresh cheese, milk and whey. And on Octo-
ber 19th, facing the threat of new protests, it

Farming in Colombia

Con�ict’s harvest

BOGOTÁ

A protest by farmers draws attention to
a deeper crisis in the countryside
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2 began purchasing 3,000 tonnes of pota-
toes directly from farmers at better-than-
market prices.

Meeting every week in di�erent cities,
farmers and government o�cials are hop-
ing to formulate a national agricultural
policy by the end of the year. But they are
trying to solve a problem before a diagno-
sis has been made. Colombia has not con-
ducted a nationwide agricultural census
since 1970. The government is ploughing
ahead with plans to carry one out next
year (although the head of the national sta-
tistics agency, DANE, resigned on October
7th, arguing that a census should not be
held in an election year). President Juan
Manuel Santos says the country can wait
no longer, arguing that it is ��ying without
instruments� in setting agricultural policy. 

In the four decades since the previous
agricultural census, Colombia’s con�ict in-
volving leftist guerrillas, right-wing para-
militaries and the armed forces has �ared.
The most notable e�ect on the countryside
has been the exodus of as many as 5.7m
people. Since 1985 an estimated 6.5m hect-
ares (16m acres) of farmland have been
abandoned or illegally seized. 

A lesser-known result of the con�ict
has been ine�ciency. A two-year study led
by Ana María Ibáñez of the University of
the Andes in Bogotá found that farmers
who have not been direct victims of the
con�ict, but who live with the presence of
armed �ghters, tend to favour fast-growing
crops that o�er several harvests a year.
Many also turn cropland into pasture for
cattle, which are easily sold if things be-
come nasty. They stay away from perma-
nent crops, such as cocoa, co�ee, rubber
and fruit trees, which require more invest-
ment and time to yield a harvest, though
they are more pro�table in the long run.
This strategy seeks to �minimise the risk of
the con�ict but does not maximise pro�ts�,

Ms Ibáñez says. That leads to low invest-
ment and low productivity.

Colombia has made tremendous pro-
gress over the past decade in reducing the
scale and intensity of the con�ict. Since
last year Mr Santos’s government has been
engaged in peace talks with the FARC re-
bels, aiming for a permanent cease�re. The
one point on which they have reached a
draft agreement is rural development. 

Ending the con�ict would not necessar-
ily reverse the subsistence mentality. Even

in areas where guerrillas are no longer so
active, farmers continue to favour crops
that o�er a quick turnaround out of what
Ms Ibáñez says is �pure inertia�. It is also a
matter of �nance. After years of thin earn-
ings, few farmers have the funds to swap
their crops for something more pro�table.
In a post-con�ict Colombia, policies
would have to reach beyond reconstruc-
tion and reparations in the countryside to
get farmers back on their feet. A healthier
harvest is still many seasons away. 7

Slim pickings

Argentina’s wealth gap

Barbarians at the gate

RESIDENTS of the Mayling Country
Club, a gated community on the

outskirts of Buenos Aires that boasts
tennis courts, a polo �eld and a private
restaurant, often carp about the Pinazo
river, which runs through four holes of
their verdant 18-hole golf course. If one
doesn’t aim carefully, the river, which is
�anked by weeping willows and navigat-
ed by ducks, swallows all the balls
launched its way.

A few miles downstream, residents of
Pinazo, an informal settlement that has
sprung up along the riverbank, have very
di�erent complaints. During heavy rains
the river over�ows, inundating their
makeshift aluminium-and-brick homes
with sewage. Its gangs are so tough that
even police fear to go in, says Pablo Atch-
abahian, the local health-secretary.

Such inequality is the norm in the
suburbs of Buenos Aires, where a quarter
of Argentina’s 40m citizens live. For the
majority, life is hard. Less than half of
homes have sewerage and a quarter lack
access to piped water. A third have no
gas; almost as many stand on unpaved
streets. But amid this poverty, islands of
luxury are popping up. A report by the
provincial tax o�ce in 2012 suggested
that there were more than 400 gated
developments around the capital, con-
taining 90,000 homes. Most manage
their own utilities and security, with
CCTV and guards patrolling at all hours.
Some are small towns in their own right:
Nordelta, a secure mega-complex on the
capital’s northern edge, is home to more
than 17,000 people and has its own
schools, hospitals and hotels.

A new law proposes to prise open the
gates. The Law of Just Access to Habitat,
promulgated on October 7th, allows the
provincial government to tax new gated
communities a tenth of their land, or the
equivalent in cash, to pay for social hous-
ing. It also raises by 50% the tax levied on
vacant lots in gated neighbourhoods, and

allows the government to expropriate
lots that have lain undeveloped for �ve
years, after a three-year grace period.
�The idea is to give the government more
power to intervene in the regulation of
land, and therefore decrease the unbe-
lievable inequality,� argues Eduardo
Reese, an urban-management professor
at the National University of General
Sarmiento, who lobbied for the new law.

Francisco de Narváez, an opposition
congressman from Buenos Aires, has
lodged a complaint that the law is uncon-
stitutional. It �violates the right to private
property and opens a dangerous door�,
he says. Eduardo Constantini, the devel-
oper behind Nordelta, worries about the
crackdown on empty lots. Because mort-
gages barely exist in Argentina, many
families have to hold on to land for years
before they can a�ord to build, he says.
�The government should focus less on
excessively taxing closed neighbour-
hoods, and instead decrease the need for
them by investing more in infrastructure
and security.� Whatever the impact of
the new law, the rich and poor of Buenos
Aires will continue to live jammed close
together but worlds apart.

BUENOS AIRES

The capital’s exclusive closed neighbourhoods face a heavy new tax

Pedal harder, mum, it’s the plebs!
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THE more embattled a leader is at home,
the brighter the lure of foreign hori-

zons. Manmohan Singh’s growing collec-
tion of air miles makes the point. His trip
early this week to Russia, his ninth as In-
dia’s prime minister, was followed on Oc-
tober 22nd by one to China. Just before, on
October 10th, he addressed a gathering of
the Association of South-East Asian Na-
tions (ASEAN), in Brunei, and visited Indo-
nesia to launch annual bilateral summitry. 

Hyperactivity is not new. Roughly a
tenth of his near-decade as prime minister
has been spent abroad; he has �own more
than 1m km (620,000 miles) in 72 o�cial
visits. But now, beleaguered at home by
scandal, an economy growing by barely
4% and gloomy prospects for his ruling
Congress party, the airport departure
lounge is more tempting than ever. 

Diplomats may grumble that time
wasted on formalities could be better
used, for instance in researching and set-
ting long-term policy. And nothing could
boost India’s clout abroad faster than sort-
ing out economic problems at home. But at
least Mr Singh�dismissed as too often si-
lent and ine�ective at home�shows inter-
est and some leadership in foreign a�airs.
And abroad he is unconstrained by his
party boss, Sonia Gandhi. 

Nobody talks of a �Singh doctrine�, and
activity in the short term can look chaotic.
The main news from Moscow on October
21st, for example, was of how an unwork-

And that is also true of Japan, where re-
lations are especially warm, the more so
since Shinzo Abe returned to power. Japan
has promised $4.5 billion for a freight and
industrial corridor between Mumbai and
Delhi. Last month it extended a currency-
swap deal, from $15 billion to $50 billion, to
support India’s rupee. Next month Emper-
or Akihito makes a rare visit, and Mr Abe is
expected in January. Japan is also hoping
to sell coastguard seaplanes, perhaps a
hint of future co-operation on defence. 

Behind all this is a shared preoccupa-
tion with China. Srinath Raghavan, of the
Centre for Policy Research in Delhi, notes
that ties with Japan, for instance, have be-
come much closer in the past two years be-
cause of tensions between Japan and Chi-
na in the East China Sea. 

The dragon in the room
India’s direct concern with China is its dis-
puted 3,380km-long Himalayan border.
This week brought apparent progress in
managing that, though not settling it. In
Beijing on October 23rd Mr Singh and Chi-
na’s prime minister, Li Keqiang (pictured),
oversaw the signing of nine agreements on
such issues as river-sharing and co-opera-
tion against terrorism. 

Most notable among these was the Bor-
der Defence Co-operation Agreement,
partly because it was signed by India’s de-
fence secretary and a leader of China’s
army, the PLA. In theory soldiers at un-
marked parts of the border will get clearer
rules to avoid or limit confrontation, such
as during the three-week stand-o� after
China’s incursion into Ladakh in April. The
risk of clashes is growing as India catches
up with China by building roads and other
infrastructure on its side of the border. 

Yet what is really needed is a �rmer
push to settle rival claims to the border ter-
ritory, not just to manage clashes. This al-

able nuclear liability law had deterred
even Russia, an old ally, from building
more nuclear-power stations in India. In
China the release of an o�cial policy pa-
per on Tibet, just as Mr Singh arrived,
might have been seen as a snub. 

Over time, however, Mr Singh’s foreign
policy has shown some coherence. In his
�rst term a 2005 civil-nuclear deal with
America underlined India’s deepening
links with Western democracies. On Octo-
ber 23rd came another measure of the
country’s growing con�dence: o�cial
equanimity as Pakistan’s prime minister,
Nawaz Sharif, met Barack Obama in the
White House. With less fanfare, but no less
important, Mr Singh’s second term has
brought closer ties to Asian democracies. 

They have in common Mr Singh’s push
for economic relations as a foundation for
strategic ones. At the Brunei ASEAN sum-
mit, for example, he called for an existing
free-trade deal between South-East Asia
and India on goods to be extended to cover
services and investment. He wants bilat-
eral trade to be worth $100 billion by 2015,
up from $76 billion last year. 

In turn India’s Asian diplomacy is part
of a bigger �look east� policy. With Indone-
sia, for example, India has a �strategic part-
nership� that includes discussions of mar-
itime security. If it proves more than just
talk, two large Asian democracies, both
friendly with America and both wary of
China, could have much to share.

Asia

Indian foreign a�airs

Eastern promise

DELHI 

Manmohan Singh’s foreign policy is undercut by domestic weakness
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most certainly means accepting existing 
areas of control: China keeps Aksai Chin in
the west, India holds on to Arunachal Pra-
desh in the east. And Mr Singh said �nego-
tiations towards a fair, reasonable, and mu-
tually acceptable settlement� to the border
question will be �our strategic bench-
mark�. That would be welcome if true, but
no one in Delhi believes there is any pros-
pect of it soon. 

Sing me one last song
One reason for hesitation is that Mr Singh
is in no position to do such a deal. He is on
the way out: recent trips amount, in e�ect,
to a global farewell tour. India’s general
election, in May, will almost certainly
mark the 81-year-old’s retirement. During
an election campaign, no politician would
dare to make any foreign compromise,
such as giving up a claim to territory. 

Such concerns are most evident in mat-
ters relating to India’s near abroad. Mr
Singh is hesitating over whether to attend a
Commonwealth summit in Sri Lanka next
month because of Tamil opposition in the
south. Similarly, his government, despite

promises to Bangladesh, will not present a
bill to parliament on swapping a chunk of
territory along a messy border with West
Bengal for fear of a local backlash there.

Such caution re�ects profound weak-
ness domestically. Yet any successor gov-
ernment could face similar constraints. On
October 18th Narendra Modi, India’s main
opposition leader, from the Bharatiya Ja-
nata Party, gave his �rst speech on foreign
policy. He sounded much tougher than Mr
Singh, for example when warning that In-
dia is making a mockery of itself with �its
limited and timid approach� to China. �We
remained weak where we needed to be
strong,� he said.

But even if Mr Modi were to win the
election next year, he would probably rely
on regional coalition allies to sustain him
in o�ce, such as those in Tamil Nadu and
West Bengal who could undercut his abili-
ty to set long-term policy, at least in the
near abroad. Ba�ingly, he used his speech
to promote the idea that Indian states
should be given more power to shape for-
eign policy. If he ever gets into o�ce, he
may regret that line. 7

India, China and the Maldives

Maldivided

THE political mess in the Maldives gets
worse. Given a free presidential elec-

tion today, it is almost certain that Mo-
hamed Nasheed, a moderniser pushed
out of the job in 2012, would win. He got
45% support on September 7th in a �rst
round hailed by observers as perfectly
fair. Were he allowed to contest a run-o�,
Mr Nasheed and his Maldivian Demo-
cratic Party (MDP) would be back.

For that reason, powerful opponents
block them. People associated with a
former dictator, Maumoon Abdul
Gayoom, control the current president,
Mohamed Waheed, a former UN bu-
reaucrat, as well as the courts and police.
Together, they have repeatedly post-
poned the election, most recently on
October 19th, just hours before it was due
to take place. 

The latest date for a rerun of the �rst
round is November 9th. Mr Nasheed
doubts it will happen, at least freely. Even
if it does, that leaves little time for transi-
tion. A second round, if needed, would
come after November 11th, when the
constitution says Mr Waheed must step
down. Possibilities for more legal rows
abound. 

The risk of wider trouble is obvious.
Frustration over politics has already
brought protesters onto the streets, along
with strikes and some violence. A long-

standing anxiety is Islamist extremism.
The country, by law, is Muslim, and one
longtime observer sees growing conser-
vatism among believers, especially those
who have lived in the Gulf or Pakistan.
Instability could encourage more, though
it is unclear what form it might take. 

Why don’t other democratic coun-
tries, most obviously India, do more to
insist on polls? India reckons the Mal-
dives is in its �area of strategic impor-
tance�, says a diplomat, pointing to near-
by shipping lanes as �very important
waters�. But India, widely seen as close
to Mr Nasheed, is also anxious not to be
locked out if democracy fails.

The reason for that is obvious on a
stroll around Male. India sees evidence
of the rising clout of its great rival, China.
The new Chinese embassy, ten storeys
high, is one of the largest buildings in the
city. It happens to be next door to the
o�ces of the Progressive Party of Mal-
dives (PPM, led by the half-brother of Mr
Gayoom). China’s economic heft is grow-
ing. A quarter of the nearly 1m tourists to
arrive last year were Chinese. 

India has been prodding China to
help push for elections to be held on
time. There is little chance of that. China
prefers to call for calm, saying it trusts the
current government and will not meddle
in other countries’ a�airs.

DELHI

Democracy in the Maldives looks ever more wobbly

MOUNT PAEKTU, a dormant volcano
which straddles today’s border be-

tween China and North Korea, has long
been considered a holy place. The moun-
tain, and the lake at its summit, are revered
by North and South Koreans as the birth-
place of Tangun, the mythical founder of
Korea. It still features in the opening verse
of South Korea’s national anthem. In
North Korea it is taught that, in the 1930s,
Kim Il Sung led an anti-Japanese guerrilla
movement under the cover of Mount
Paektu’s dense forests, and that his son,
Kim Jong Il, was born in a hut on its �anks.
The Chinese too, who call it Chang-
baishan, have long prized it. Hikers and pil-
grims visit, though the border has not been
without dispute. After the war that split
Korea in two in the 1950s, the North agreed
to a new border with China across the mid-
dle of the lake, a solution which still angers
many Koreans. 

As the nationalistic tussle rumbles on,
Mount Paektu has begun to make noises of
its own. A decade ago its �anks bulged as a
series of tiny earthquakes raised the alarm.
The North Korean authorities have be-
come su�ciently worried to extend a rare
invitation to a pair of British scientists,
who visited North Korea’s volcano obser-
vatories in 2011. They returned in August
this year to install six seismometers, which
are to record tremors for a year. Waves
from distant earthquakes will illuminate
the structure of 100km (62 miles) of earth
crust and mantle beneath the volcano. If
tests show a shallow body of molten rock
below, for instance, that could suggest
Mount Paektu is gearing up for another ex-
plosion (its last, around 940AD, covered a
swathe of North-East Asia in ash).

Geothermal geopolitics in Korea

Another rumbler

SEOUL

North Korea allows British scientists
onto its most sacred peak 
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There are other puzzles for the vulca-
nologists to investigate. Mount Paektu is far
from the edge of the Paci�c plate, a lively
tectonic boundary, which makes the pow-
er of its past eruptions a mystery. Clive Op-
penheimer, one of the British scientists
who made the trip, is analysing ash and
pumice that he collected there.

Their trip faced some challenges. Bring-
ing their gear into Pyongyang was tough,
says Mr Oppenheimer. Laptops were scru-
tinised against the terms of international
sanctions (a device that measures electro-
magnetic �elds did not make it through).
The North prohibits �ash memory sticks.
The British scientists could not e-mail col-
leagues in Pyongyang directly to plan �eld-
work. And data is allowed to be sent to Brit-
ain only once every two months. 

Across the border, China has been
monitoring the mountain since 1999. It
now has 11 seismometers stationed on its
side. But Xu Jiandong, a vulcanologist at
the China Earthquake Administration
(CEA) in Beijing, says the North Korean
portion of the volcano has been a �black
spot�. The North’s chunk�about a third of

the volcano�is usually barred to outside
scientists. Data-sharing, says Mr Xu, has
been non-existent. In 2011, after a tsunami
struck Japan, there was talk of North and
South Korea starting a collaborative moni-
toring programme, but that has since stall-
ed. The North refused China’s o�er of a
seismometer six years ago. Mr Xu suspects
that is because its nuclear test site is just
70km away. Though seismometers on the
Chinese side could detect underground ac-
tivity anyway, more stations would allow
for �ner readings of a nuclear test. 

For all that, Mr Xu deems the British
project a breakthrough. He calls it �our �rst
indirect collaboration with the North�. The
Chinese government has already rejected
two o�cial requests by the CEA for per-
mits to work there (though North Korea
granted Mr Xu a visa earlier this year). As
well as delivering data about the volcano,
Mr Oppenheimer hopes his project will
ease exchanges between his scienti�c col-
laborators in Pyongyang and their coun-
terparts in China, who are due to visit Brit-
ain later this year. A geothermal sort of
geopolitics, then, to help thaw relations. 7

THE Airbus A320 was ordered by Colo-
nel Muammar Qadda�, but somehow

ended up as the prized possession of Lao
Airlines. From a window seat �ying above
Laos a visitor gets a sense of the state’s
weaknesses. Deforestation stretches all the
way to the Chinese border. It is so recent
and so extreme that scientists from Swe-
den’s Lund university picked Laos as a test-
ing ground for a new method of monitor-

ing economic activity from space. By
combining night-time satellite images
with land-use data, they can estimate, with
surprising accuracy, changes in agricultur-
al and non-agricultural activity. For Laos, it
also means monitoring the impact of Chi-
nese and Vietnamese cash from space.

On the ground in the northern province
of Oudomxay, most jeeps roaming the de-
forested valley bear Chinese and Vietnam-

ese number plates. Four of the province’s
districts are among the fastest-growing ru-
ral economies in the country, according to
the researchers in Sweden. (Laos’s obscu-
rantist government publishes little infor-
mation about anything.) Investment is
�owing into agriculture, typically rubber
plantations, market gardening and other
cash crops, much of it destined for the huge
Chinese population to the north. The side-
e�ects include a loss of forests and biodi-
versity, serious soil erosion and growing
numbers of people in this multi-ethnic
province being pushed o� their land.

Chinese �rms have secured rubber con-
cessions in the province covering 30,000
hectares (74,000 acres). The idea is that
tens of thousands of Chinese workers will
eventually be needed to tap the rubber. In
the past decade the government has grant-
ed land concessions across the country for
up to 100 years, often at knock-down
prices, to Chinese, Vietnamese and, to a
lesser extent, Thai operators. More land is
now in the hands of foreigners than is used
to grow rice. The fear of one expert in Laos
is the emergence of a landless poor.

Not all Chinese in�uence is welcomed
by the government. Recently a deputy
prime minister, Somsavat Lengsavad, an-
nounced the closure of a Chinese-run casi-
no near the border that had attracted drugs
and prostitutes along with gamblers. Yet
Mr Lengsavad, ethnically Chinese himself,
has his own patronage network built on
granting concessions for Chinese-run spe-
cial economic zones. And he is the point
man for one of Asia’s most ambitious pro-
jects: a proposed 262-mile (421-km) passen-
ger and freight railway connecting Kun-
ming, in the south-western Chinese
province of Yunnan, with Vientiane, the
Laotian capital. The $7.2 billion price tag
(including interest) is nearly as big as Laos’s
entire formal economy. It will take 50,000
workers �ve years just to lay the tracks.
Two-thirds of the route will run through 76
planned tunnels or over bridges.

The future of Laos

A bleak landscape

OUDOMXAY AND VIENTIANE

A secretive ruling clique and murky land-grabs spell trouble for a poor country 
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Marine protected areas

Pitcairn’s bounty

ON LAND, nature reserves are ten a
penny. About one-sixth of the

earth’s land surface is protected in one
way or another. Reserves at sea are much
scarcer, covering, at most, 3%. But a pro-
posal to designate the Exclusive Eco-
nomic Zone around the Pitcairn islands
in the South Paci�c as a marine protected
area (MPA) may help redress the balance.

The British dependency of Pitcairn
(population, 65) is home to descendants
of the Bounty mutineers. The idea of a
reserve, promoted by the American-
based Pew Charitable Trusts, is to ban
�shing in 830,000 square km (320,000
square miles) of sea around Pitcairn. The
immediate cost to Pitcairn’s economy
would be trivial: some $30,000 in licence
fees for tuna �shing forgone each year. In
return the world’s smallest democracy
would not only enjoy the kudos of hav-
ing the world’s biggest MPA, but also
hope to draw tourists. The Great Barrier
Reef is reckoned to bring in about $4
billion for Australia each year.

Hopes are high that the British govern-
ment will endorse the idea. Pitcairn relies
on annual British subsidies equivalent to
£50,000 ($81,000) per inhabitant. And
the MPA plan is broadly welcomed by
islanders. Simon Young, Pitcairn’s depu-
ty mayor, says it has �always been a
seafaring nation, protective of its marine
environment�. If Britain enacted legisla-
tion for the reserve, it would not face

local opposition as it did when it desig-
nated a reserve around the Chagos archi-
pelago in the Indian Ocean in 2010. Lo-
cals had been forced out in the late 1960s
and early 1970s to make way for an Amer-
ican base; the reserve was seen as anoth-
er way to stop them ever returning.

The Pitcairn islands could scarcely be
more remote, with New Zealand
4,800km (3,000 miles) to the west and
Ecuador 6,000km to the east. Arguably,
this isolation prevents over�shing. The
worst over�shing takes place in what
Peter Jones, a geographer, calls �met-
ropolitan seas� near larger populations. It
is, he says, politically easier to designate
an MPA in a remote area than where
�sheries are heavily used. Britain’s strug-
gle to create signi�cant MPAs around its
own coast underlines the point.

The South Paci�c is about to get the world’s biggest national park

The collateral for such a huge project
lies in the mines of Laos. In other words,
the extraction of natural resources in this
undeveloped country is about to acceler-
ate. Economic rents already accrue to an
oligarchy, for which the railway, one way
or another, will prove a bonanza. Among
other things the question looms of how
wide the corridor accompanying the rail-
way will be. There is speculation about a
Chinese road running alongside the track,
eventually to the border with Thailand. A
man who has seen the blueprint for a
planned Chinatown east of Vientiane says
that the �nal stop for the proposed railway
is smack in the middle of new living space
for over 100,000 Chinese. 

At present, a bus is the only way to get
down from the mountains of Oudomxay.
Monsoon rains play havoc with the
200km stretch of road to Luang Prabang,
which served as the royal capital until the
Communists, after a long civil war, con-
solidated their power in 1975. (In Luang
Prabang the king’s favourite Citroën car
survives, unlike him and his family.) It can
then take another ten hours, over rugged
terrain, to get to Vientiane. 

The capital is on the mighty Mekong
river, which forms the border with Thai-
land. Though it still has a torpid air, Vien-
tiane is growing fast in the hands of a Com-
munist kleptocracy whose members
queue up on Saturdays in their big cars to

cross the Mekong for a dose of shopping
across the border. For many of the remain-
ing 6.6m Laotians, unease and sometimes
fear are the predominant emotions.

Last December a well-known demo-
cratic activist and advocate of sustainable
development, Sombath Somphone, disap-
peared. At the same time, the government
clamped down on foreign NGOs, especial-
ly those advocating land rights. Two
months ago the American embassy hung a
banner from its water tower calling for the
return of Mr Somphone. In September the
head of the American-based Asia Founda-
tion in Laos was told to pack her bags. 

Unlike Myanmar, Laos has never had a
Western-educated opposition leader to re-
mind outsiders of the nasty nature of the
regime. Indeed, Laos has not even the sem-
blance of an opposition�and certainly no
free press. It is a land of few books. Clergy-
men, artists, editors and schoolchildren
undergo ideological study sessions. The
trauma of its long civil war and of Ameri-
can carpet-bombing during the Vietnam
war is never far away. One-third of the
country is still contaminated by unexplod-
ed American ordnance. Hundreds of peo-
ple lose limbs every year to cluster bombs. 

In few countries do development agen-
cies have to operate in thinner air than in
Laos. In e-mails, foreign residents drop syl-
lables from the names of Politburo mem-
bers in attempts to outsmart new Chinese
surveillance technology. The regime is con-
stantly on guard against foreigners who
might be seeking to �change our country
through peaceful means�. 

It is true that cash from China and Viet-
nam has helped to double the size of the
economy in a decade. Dams have brought
electricity to four-�fths of the population.
Yet indicators of maternal health are
worse than in Cambodia (which attempts
a democratic façade), and levels of malnu-
trition are atrociously high. To make things
look not quite as bad, NGO types say, the
government deliberately went around
feeding children in villages monitored by
the UN for the Millennium Development
Goals�until it was found out. 

Despite all that, says one long-term resi-
dent who has worked with them, ��ve or
six� people in the government are open to
adopting a more balanced path. They hope
to reverse rising inequality, repression and
environmental degradation. 

A senior government spokesman says,
with a hint of regret, that Laos has given
concessions on 30% of its land to foreign-
ers. He says he loves his country and his
people, but, asked what will happen if
Laos continues on the current path, he
takes out a pen and writes �Lenin 1917 Rev-
olution�. Why such candour? �Imagine
you and me and our sons were in a boat
that sprang a leak,� he replies. �Would we
jump up and plug the leak? Or would we
watch the boat go under?� 7
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IF THE following pressing themes remind you of China, spare a
thought for Vietnam: a debate over the constitution; e�orts to

curb the privileges of state-owned enterprises; fury over o�cial
corruption; poorly compensated land-grabs; new restrictions on
online dissent; a recognition that further economic reform is not
just desirable but essential; and, in politics, evidence of �erce fac-
tional struggles among high leaders.

China and Vietnam have two of the few Communist Parties
still in power, so it is hardly surprising that they face many of the
same problems. What might alarm them most, however, is the
shortage of obvious solutions. Both parties scheduled meetings
of their central committees this autumn. Both plenums were
seen in advance as important in the evolution of national re-
forms. China’s plenum is due next month. Vietnam’s has come
and gone, producing few apparent signs of new thinking. The
Communist Party of Vietnam seems in more of a pickle.

High on the Vietnamese communists’ agenda were proposed
changes to the country’s constitution. The current version, adopt-
ed in 1992 and last tweaked in 2001, no longer re�ects the more
open economy and society that Vietnam has become. A revised
draft was distributed for public reaction early this year. The result
was startling: more than 26m comments were received. Many
were not ones the party wanted to hear.

Three clauses in particular attracted attention. Liberals hoped
the constitution might guarantee an independent judiciary. At
present it promises that the state �shall unceasingly strengthen
socialist legality�. Some had also hoped for a change to Article
Four, which enshrines the role of the Communist Party as �the
force leading the state and society� in a one-party system. And
third, many people argued that Article 19, which declares that
�the state economic sector shall play the leading role in the na-
tional economy�, is both obsolete and damaging. Vietnam is suf-
fering from the e�ects of a debt crisis brought on partly by the
pro�igacy of its state-owned enterprises. Economic growth of
around 5% a year is too slow to provide jobs for a young popula-
tion, and the economy is unlikely to do much better next year. 

Cleaning up the state sector, perhaps by privatising the pro�t-
able bits (brewers, for example) and trimming the loss-makers
(most of the rest), is a prerequisite for returning to faster growth. It

may also be essential if Vietnam succeeds in joining an Ameri-
can-led free-trade agreement, the Trans-Paci�c Partnership. But
dismantling the �state economic sector� is terrifying for many.
Not only are o�cials corrupt bene�ciaries of business links. The
system also helps to justify single-party rule.

After the plenum, committees will continue tinkering with
the constitution’s wording. But it seems clear that much will be
dodged. Vietnam will still be saddled with a charter that barely
recognises the profound transformation it underwent with doi

moi (�renovation�) in 1986, let alone the rapid changes since.
China’s example is not much help here, even though it too has

been debating its constitution. The crucial di�erence is that, in
China, the party’s critics want it simply to respect the present con-
stitution. That document promises equality, freedoms of speech,
assembly and religion, and an independent judiciary, all of
which the Communist Party ignores. Even the party’s leading
role is mentioned only in the preamble rather than in the body of
the document. So recent months have seen China’s o�cial press
rail against �constitutionalism��ie, the outrageous notion that
the constitution should be respected�as the latest way in which
the West is seeking to undermine the country by sneaking in dan-
gerously subversive liberal notions.

Article Four would be less of an issue in Vietnam if the party
were not held in such disrespect. Partly this is a consequence of
the economic mismanagement of recent years. Partly it re�ects
disgust with o�cial corruption, seen as pervasive, especially at
the very heart of government. This is one reason why, in a vote in
the spring in the National Assembly, which shows more gump-
tion than China’s equivalent parliament, nearly one-third of
members expressed low con�dence in the prime minister,
Nguyen Tan Dung. Anger at a corrupt government also explains
why Doan Van Vuon, a northern �sh farmer jailed for �ve years
in April, became a folk hero. His crime was to defend his land,
with homemade guns and explosives, when o�cials came to
con�scate it. Land-grabs are a common cause of protest in China,
too, and reforms to the land-ownership system that fosters the
abuses could (or, rather, should) be one of the big decisions an-
nounced at its party plenum. 

Take me to your leader
In China, too, those who stand up are often lionised through so-
cial media. In Vietnam, as in China, a crackdown has taken place
this year on vocal online dissent, with dozens locked up and new
limits to online discourse. In Vietnam only �personal informa-
tion�, and not news articles, may be exchanged online. This
seems to be a doomed attempt to reclaim the monopoly on
sources of mass information that the party enjoyed before the in-
ternet arrived. Even if the crackdown were enforceable, it would
be too late to extinguish the cynicism about party and govern-
ment that is smouldering in Vietnam, as in China.

That cynicism is fuelled by the perception that party leaders
are less interested in the national good than in protecting their
own power from attacks by envious rivals. In China the downfall
of Bo Xilai, an ambitious provincial leader, drew rare, public at-
tention to the bareknuckle �ghts in elite politics. In Vietnam Mr
Dung, the prime minister, seems the target of a campaign by more
conservative party leaders, such as President Truong Tan Sang.
The di�erence is that in China, factional struggle has produced a
clear winner in Xi Jinping, the party leader. Part of Vietnam’s pro-
blem is that nobody seems sure who is really in charge. 7

Across the party wall

Vietnam’s Communist Party is in a bit of a mess, but China’s may have little to teach it

Banyan

52 Asia The Economist October 26th 2013

 



October 26th 2013

S P E C I A L  R E P O R T

T H E  K O R E A S

Parallel worldsParallel worlds

 



 



ON A RESTLESS night in April 1970, Lee Jae-geun, one of 27 South Korean
�shermen aboard a trawler in the Yellow Sea, awoke from a nightmare.
He had dreamt that Korea was struck by three titanic waves, each stron-
ger than the last. The �nal wave swept aside mountains, deluged the

country and left the land divided.
It was, he thought, a bad omen.

And so it proved. A few
nights later a North Korean patrol
intercepted his trawler about 50
miles south of the Northern Limit
Line, a disputed maritime border
between the two Koreas. Armed
patrolmen boarded the trawler
and abducted its crew. Most of
them were repatriated later that
year, but the North Koreans had
grander designs for Mr Lee, hop-
ing to train him as a spy. It was
three decades before he escaped. 

The division between north
and south remains Korea’s endur-
ing tragedy. It was imposed in 1945
by the Allied powers that liberat-
ed the country from 35 years of
cruel Japanese rule. In 1950 it was

almost erased by a wave of North Korean troops that swept down the
peninsula under the command of Kim Il Sung, a Soviet-backed ruler who
outlasted the Soviet Union itself. Another wave of troops, mostly Ameri-
can but �ghting under the United Nations banner, then reversed the
North Korean tide. Eventually the UN forces succumbed to a third wave
of Chinese troops which drove them back to the 38th parallel, a latitudi-
nal reference line that still divides the two Koreas. Everybody ended up
roughly where they had started.

On land the dividing line is painstakingly demarcated and heavily
forti�ed. But at sea the border is both physically and legally indistinct,
dogged by disputes, incursions and abductions. The South Korean gov-
ernment knows of over 500 of its citizens abducted since 1955 who are
still missing.

Mr Lee is no longer one of them, but the country to which he es-
caped is not the one he left behind decades ago. Its economy, politics and
culture have all changed beyond recognition. As a teenager Mr Lee had
served as an errand boy for Seoul’s police and knew every nook and
cranny of the city. But in the vast metropolis he returned to 30 years later,
he �couldn’t tell left from right�, he says. 

When he was abducted, South Korea’s income per person was
about $2,000 a year (at purchasing-power parity), roughly equal to North
Korea’s at the time. As a �sherman, Mr Lee counted as comfortably mid-
dle-class. By the time he returned in 2000, South Korea’s income per per-
son had grown almost tenfold (see chart, next page). In 2010 the country
became one of only 15 in the world with a GDP of over $1 trillion. 

Two years after Mr Lee’s capture, Hyundai began work on a ship-
yard in Ulsan, Mr Lee’s southern home town. The yard is now the biggest
in the world. Its red Goliath cranes hoist walls of steel measuring 20m by
40m in nine dry docks, making vast container ships and sophisticated
drilling vessels for customers from 48 countries. Internationally compet-
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2 itive industries like these have helped make South Korea the
world’s seventh-biggest exporter of goods. .

And not only goods. Instead of the waves that haunted Mr
Lee’s dreams, a Korean wave of �lms, music and soap operas has
inundated Asia and begun to spread beyond. South Korea, so
long subject to foreign in�uence, is now in�uencing others. One
of its diplomats heads the United Nations. Lady Gaga wears its
fashions. The South Korean rapper Psy created the most-
watched YouTube clip ever. Even in Pyongyang, North Korea’s
capital, South Korean music and drama circulates widely, if fur-
tively, on memory sticks and DVDs. Youngsters are wearing their
hair styled like their Southern cousins. 

Back in 1970 South Korea was ruled by Park Chung-hee,
whose daughter, Park Geun-hye, now holds the presidency. But
in the intervening years the polity she heads has travelled almost
as far as the economy. Her father came to power in a coup in 1961,
then in 1972 dissolved the National Assembly and introduced a
newly authoritarian constitution. His daughter, by contrast, won
the presidency last December in a free and fair election, South
Korea’s sixth since 1987. She racked up the highest share of the
vote since her father’s victory in 1971.

Poignant reminder

If South Koreans want to remind themselves of the pro-
gress they have enjoyed, they need only look north, where men
on average measure up to 8cm less and die 12 years sooner. North
Korea’s Kim dynasty is now in its third generation, with power
passing in 2011 to Kim Jong Un, who may not yet be 30 (no one is
quite sure) but models his gestures and embraces on those of his
grandfather, Kim Il Sung. The country’s output of cereals, which
collapsed in the mid-1990s, has only just regained the level it
reached in 1982. A visiting NGO hoping to improve yields on a
collective farm had to dust o� agricultural techniques that had
not been used in the south for decades. To help its electrical
equipment cope with the north’s wild swings in current, it had to
order a voltage stabiliser not seen in the south since the 1980s.

In escaping to the south, Mr Lee achieved a personal reuni-
�cation that still eludes his country as a whole. But he did not
�nd it easy. In the north he had been a mechanic, making ships’
engines, but when he looked for similar work in the south he
found that it was now done by machines. Still, his predicament is
shared by many older South Koreans who have not managed to
keep up with a now much more sophisticated economy.

South Korea does not make best use of these older workers,
who constitute a growing proportion of the country’s popula-
tion. It forces many of them to retire prematurely instead of re-
training and re-educating them. By contrast, it overeducates its
young, who toil away in expensive crammers and devote years
to preparing for the university entrance exam. Families compete
with each other in an educational arms race that is almost as ru-
inous as the military competition with the north. Extra quali�ca-

tions are a ticket to the best jobs, and the best jobs are still concen-
trated in the government, the banks and the chaebol (the big
family-owned conglomerates).

South Korea’s working-age generation faces a triple burden.
It must take care of older people, who are growing in number,
younger people, who are expensive to educate, and perhaps
eventually North Koreans, who will have to be integrated into
the economy if the two Koreas are ever reuni�ed. Daunted by
these burdens, many South Korean women are delaying child-
birth and having fewer children. The country’s fertility rate has
fallen further and faster than in almost any other country. Its
population, which surpassed 50m last year, is projected to fall
below that number again by 2045.

Many young South Koreans are trying to forget their ties to
the north. Their grandfathers and great-grandfathers were preoc-
cupied with the communist enemy, their fear and loathing kept
alive by heavy propaganda during the years of dictatorship. The
generation born in the 1960s, known as the 386 generation in

homage to the Intel 386 microchip, was
equally focused on the north, arguing that
anti-communist fervour was making rec-
onciliation and reuni�cation impossible.
Today’s southern youngsters, by contrast,
feel little connection with the people on
the other side of the 38th parallel. They
are secretly relieved that for now reuni�-
cation seems only a distant possibility.
They do not burn with hatred for the
north, nor do they romanticise it, as some
older leftists used to do. They simply want
to ignore it. But the north does not allow
itself to be ignored. 7

Young
South
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UNDERNEATH THE �TOWER of the Korean War�, a monu-
ment in Seoul resembling a bronze sword, is a bunker man-

aged by the Ministry of Public Administration and Security. In-
side, visitors learn how to protect themselves from a North
Korean attack, chemical (seal the windows), biological (cover
your mouth and nostrils) or nuclear (�nd a bunker).

A squad of cadets, in the middle of their 21months of man-
datory military service, troop inside, don 3D glasses and watch a
stirring televised account of the bombardment of Yeonpyeong
island in November 2010 by North Korean artillery, which killed
two soldiers and two civilians in the �rst shelling of South Kore-
an territory since the end of the Korean war. The North Koreans,
some analysts assumed, were trying to bolster their new gen-
eral, Kim Jong Un, in preparation for his succession to the throne
of the Kim dynasty. 

After taking power on the death of his father, Kim Jong Il, in
December 2011, the young Mr Kim set o� another round of less
deadly but more unsettling provocations. Last December his re-
gime launched a satellite into space, beating the South Koreans
by a month in their race to join the space club. In February it test-
ed a nuclear device, North Korea’s third and most successful det-
onation. It promised to restart the plutonium reactor in Yong-
byon, and it prevented South Korean workers crossing the
border to their jobs at the Kaesong industrial complex, the only
surviving joint economic initiative between the two countries.
In March cyber-attacks, possibly from the north, debilitated the
computer networks of three South Korean banks and three tele-
vision stations. That was followed by histrionic threats to attack
Guam, Okinawa, Hawaii and the American mainland itself. But
even though Mr Kim comically overstates his strength, the rest of
the world should not underestimate it. The North Koreans have
�consistently outperformed the expecta-
tions of the outside world�, said Stephen
Bosworth, a former American special rep-
resentative for North Korea policy, at a
Senate hearing earlier this year. 

This outperformance was wit-
nessed at �rst hand by Siegfried Hecker, a
Stanford professor who once ran Ameri-
ca’s Los Alamos National Laboratory. In
November 2010 the North Koreans invit-
ed him to Yongbyon, the site of its pluto-
nium nuclear reactor. They showed him a
facility for enriching uranium which they
said would serve a civilian purpose. Dr
Hecker’s �rst look through the windows
was �stunning�, he wrote. �We saw a
modern, clean centrifuge plant of more
than a thousand centrifuges all neatly
aligned and plumbed below us.�

Another expert impressed by North
Korea’s nuclear advances was Abdul Qa-
deer Khan, the godfather of Pakistan’s nu-
clear programme. He heaps scorn on Lib-
ya’s e�orts but reserves praise for the

North Koreans. They showed him the �perfect nuclear weapon�,
he wrote, �technologically more advanced than ours�.

To develop a credible nuclear threat, a country has to ac-
complish four tasks: obtain the explosive or �ssile material; in-
corporate the explosives into a warhead small enough to �t on a
long-range missile; build a long-range missile; and secure a plat-
form to launch it from. How far has North Korea got? 

Take the tasks in reverse order. The launch platform would
ideally be a stealthy submarine that could dispatch a nuclear
missile even after North Korea itself had su�ered a nuclear at-
tack. North Korea’s submarines are not up to that task (although
it has recently paraded a launcher that can move on land), so its
launch facilities would probably not survive for long in an all-
out con�ict with America and South Korea. But that would give
North Korea an incentive to use its nuclear weapons early if it is
to use them at all.

What about its missiles? In December North Korea
launched a satellite using a three-stage rocket, the Unha-3, that
would be capable of hitting the continental United States. It was
a signi�cant breakthrough. However, missiles, unlike satellites,
have not only to go up but also to come down again. North Korea
has not yet tested a vehicle that can make a controlled re-entry
into the atmosphere and �nd a target.

To travel intercontinental distances, warheads must be
miniaturised. According to David Albright of the Institute for Sci-
ence and International Security (ISIS), it took Pakistan only ten
years to miniaturise a warhead for its Ghauri missile, which was
based on North Korea’s medium-range Nodong model. Since the
North Koreans started on the same task at least 20 years ago, they
have probably mastered it by now. The Nodong missile is capa-
ble of hitting Japan. Fitting a warhead to the longer-range Unha-3
is still several years o�, Mr Albright reckons.

The core of the matter

Nuclear warheads require �ssile material, either pluto-
nium or highly enriched uranium. One way of getting hold of
that is to import it. North Korea may, for example, have smuggled
plutonium out of the former Soviet Union. Alternatively the �s-
sile material can be made at home. One method is to burn natu-
ral uranium in a nuclear reactor to generate �ssile plutonium.
Another is to separate �ssile uranium from the inert sort in a gas 

Nuclear North Korea

Bad or mad?

Kim Jong Un is likely to realise his nuclear ambitions,

but the two sides already face military stalemate

Source: The Economist

2011 2012 2013

J F M A M J J A S O N DJ F M A M J J A S O N D J F M A M J J A SD

2010

J F M A M J J A S O N

Mar 26th: A North Korean
torpedo sinks the South
Korean corvette Cheonan

Nov 23rd: North
Korea shells the

South Korean island
of Yeonpyeong

Dec 17th: Kim Jong Il,
North Korea’s leader, dies.
Kim Jong Un, his youngest

son, succeeds him

Feb 29th: Leap Day Agreement.
North  Korea agrees to stop enriching 

uranium, testing missiles and nukes 

Apr 13th: North Korea fails to launch
a satellite using the Unha-3 rocket

Dec 12th: North
Korea successfully

launches a satellite
on the Unha-3

Feb 12th: North Korea
carries out a nuclear

test (its third)

Mar 7th: The UN Security Council
unanimously tightens sanctions

Apr 2nd: North Korea says it will
restart its nuclear reactor at Yongbyon

Apr 3rd: South Koreans denied entry to the
joint Kaesong Industrial Zone in the north

Sep 16th:
Kaesong

Industrial
Zone

reopens

Peninsula of provocation
Events and clashes between the two Koreas

The Economist October 26th 2013 5

 



6 The Economist October 26th 2013

THE KOREAS

SPECIAL REPORT

2

1

centrifuge. This highly enriched uranium can be used for making
bombs without the bother of having a nuclear reactor.

North Korea has long experience of the �rst method. Its
small Yongbyon reactor, which appears to have been restarted
after a long pause, can make about one bomb’s worth of pluto-
nium a year. From its past operations North Korea may also have
stockpiled enough plutonium for anything from six to 18 weap-
ons, according to a 2012 study by ISIS. 

Enriching uranium is more di�cult but more direct. Gas
centrifuges of the kind that dazzled Mr Hecker are easier to hide
than nuclear reactors, but they are tricky to build and operate.
The United Nations had hoped to stall North Korea’s progress by
preventing it from importing the necessary parts and materials,
but two American analysts, Joshua Pollack, a consultant to the
American government, and Scott Kemp, of the Massachusetts In-
stitute of Technology, recently concluded that North Korea could
now make much of the specialised equipment on its own. 

Can the rest of the world stop North Korea getting any fur-
ther? Probably not. America and South Korea have been trying to
disarm it for two decades, using a variety of approaches, but
with little success. 

After power passed to the opposition in South Korea’s 1997
elections, the new president, Kim Dae-jung, experimented with
a �sunshine� policy, hoping that promises of peace and reconcili-
ation, together with dollops of aid, would persuade the north to
shed its hostility. His successor, Roh Moo-hyun, continued that
policy. By contrast, Lee Myung-bak, who was president from
2008 to 2013, adopted a notably tough stance, in the belief that
the dictatorship was close to breakdown. 

Distrustpolitik

The current president, Park Geun-hye, intends to use both
carrots and sticks, rewarding the north for co-operating and pun-
ishing its provocations. She has called her approach �trustpoli-
tik�, although �distrustpolitik� might be more apt. The south
does not trust the north to keep its promises; the north does not
trust the south to follow through on its admonitions. 

The carrots could include a bit more aid, especially food aid
and medicines. The south has already helped the north reopen
the Kaesong industrial complex, a joint manufacturing hub near
the border where North Korean labour combines with South Ko-
rean capital to make footwear, watches, garments and other light
industrial products for export. For the north the complex is an
important source of foreign exchange; for the south it is a symbol
of inter-Korean co-operation. 

The sticks include a sterner response to provocations such
as the shelling of Yeonpyeong island. Although South Korea’s
howitzers returned �re, their response was inhibited by fears of
the �ghting getting out of hand. The south’s armed forces are
geared to defending itself or, if necessary, destroying the north.
They are less well prepared to respond to the north’s pinpricks.

In pursuing the broader goal of disarmament, the only stick
of substance remains sanctions. The United Nations embargo,
backed by all the members of the Security Council including
China, was tightened after the December satellite launch and
again after the February nuclear test. It aims to ban trade in items
the north might need for its weapons (such as gauges for wind
tunnels), luxury goods its rulers might want for themselves (such
as yachts, jewellery and racing cars) and also the foreign cash
they would need to buy them.

But the sanctions remain porous. North Koreans have evad-
ed �nancial curbs by couriering cash in bulk. When the UN

blacklists a company, it just changes its name. Ships are renamed
and re�agged. The North Koreans also convert civilian goods to
military use. They once bought six o�-road lorries for carrying

timber and turned them into mobile missile launchers. 
The trouble is that any sanctions weighty enough to stop

the North Koreans realising their nuclear ambitions are unlikely
to secure China’s support; conversely, any sanctions that China
will support will not be enough to stop the North Koreans. This
impasse re�ects China’s equivocal relationship with its trouble-
some neighbour and North Korea’s unequivocal commitment to
nuclear weapons. 

By tradition, China has viewed North Korea as an ideologi-
cal soulmate that can �stand sentry� against American forces sta-
tioned in South Korea, points out Ren Xiao of Fudan University.
These assumptions still shape China’s dealings with the north.
But some in China now say that far from providing a bu�er
against American in�uence, North Korea is a magnet for trouble,
drawing America into the region. They conclude that China
should abandon North Korea. Others suggest that China merely
treat North Korea like any other state, helping it only when it
shows respect for China’s own national interests. 

In carrying out its latest missile and nuclear tests, North Ko-
rea clearly disregarded those interests. The third nuclear test even
disrupted the Chinese New Year holidays, notes Mr Ren. The de-
�ance was probably calculated, argues John Delury of Yonsei
University in Seoul: North Korea’s new young leader had to
show the �feisty guerrilla spirit� expected of North Korean rul-
ers. But although his feistiness may have gone down well at
home, it seems to have stuck in the craw of Xi Jinping, China’s
leader. In June Mr Xi hosted a state visit from South Korea’s new
president, who speaks decent Chinese and was keen to mend
fences broken by her predecessor. The new warmth in their rela-
tionship was in palpable contrast to the frostiness in his dealings
with the north. 

China does not want a nuclear North Korea, not least be-
cause it might inspire South Korea and Japan to develop nuclear
weapons of their own. But North Korea is so determined to pur-
sue its nuclear ambitions that the Chinese would have to threat-
en the regime’s very existence before it abandoned them. China
has the means to do so: it accounts for 70% of North Korea’s trade,
runs many of its neighbour’s mines and hosts tens of thousands
of North Korean workers, whose remittances are a vital source of
foreign exchange. If the border were closed, the economic dis-
ruption would destabilise the regime. But that is precisely why
China will not close the border. The one thing it wants even less
than a nuclear north is an unstable one.
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2 So if the regime survives, it is likely to realise its ambition
for nuclear weapons. And its chances of survival seem to have
improved lately. Mr Lee, the former South Korean president,
pinned his expectations for North Korea’s collapse on economic
failure and a botched leadership transition. But the economy has
grown for the past two years, according to the south’s Bank of Ko-
rea, and exports have leapt by 90% over that period. Many North
Korean children remain ill-fed: 5% still su�er from acute hunger
and an appalling 32% from chronic undernutrition. But as Hazel
Smith of Britain’s Cran�eld University has pointed out, both
these �gures are much lower than in India and Indonesia, where
nobody sees them as regime-changers. 

Kim Jong Un also appears to have cemented his grip on
power. North Korea’s political system requires �a man at the top
to whom all issues are referred and from whom all wisdom

�ows,� said Glyn Davies, America’s special representative on
North Korean policy, in testimony earlier this year. North Korea,
Mr Delury points out, �is a survivor�. It is the oldest regime in
East Asia, predating the People’s Republic of China by a year.
Over its long life it has endured sanctions, famine and the col-
lapse of a planned economy without succumbing.

If Kim Jong Un were to get his �nger on a nuclear button, it
would represent a dramatic defeat for more than two decades of
international diplomacy. It would damage the credibility of
America’s e�orts to prevent other countries, such as Iran, arming
themselves with nuclear weapons, and it would make a mock-
ery of a string of solemn resolutions of the United Nations Secu-
rity Council.

But despite all this diplomatic anguish, a fully �edged
North Korean nuclear arsenal would not make much di�erence
to the national security of either North or South Korea. Mr Kim’s
dictatorship can already in�ict enough damage on Seoul to deter
any outside attempt to topple his regime. Likewise, South Korea,
with the help of its American ally, can already deter a North Ko-
rean invasion, even if North Korea develops a more �perfect� nu-
clear weapon. 

The damage that even a primitive weapon could in�ict on
South Korea does not bear thinking about, but some analysts are
paid to do just that. Bruce Bennett of the RAND Corporation, a
think-tank, has tried to quantify the horror of a ten-kiloton war-
head exploding in Seoul. Such a weapon is not hard to make; the
Americans built a bigger bomb 68 years ago. Yet it would still kill
125,000-235,000 people, Mr Bennett calculates. A similar num-
ber would su�er from radiation sickness, terrible burns and oth-
er injuries. 

Enough already

And North Korea’s nuclear weapons are not the only threat
it can muster. American generals trot out a grisly list of chemical
and biological weapons at the regime’s disposal, spanning much
of the alphabet: anthrax, botulism, cholera, haemorrhagic fever,
nerve agents, plague, smallpox, typhoid and yellow fever. �Even
a limited attack with these systems could cripple the�economy
and panic the populace,� noted General James Thurman, who
commands the combined American and South Korean forces, in
testimony to Congress in 2012. His forces in Seoul are trying to de-
fend one of the world’s great metropolises, a highly evolved,
tightly knit miracle of human endeavour, ingenuity and co-ordi-
nation. It would not take much to throw such an elaborate organ-
ism into chaos.

The forces arrayed against North Korea are even more for-
midable: 639,000 South Korean troops, 5,300 artillery pieces and
460 combat aircraft, buttressed by over 28,000 American troops
and a nuclear guarantee from the world’s only superpower.
Thanks to this concentration of arms, the Korean peninsula is al-
ready locked in a military stalemate that nuclear weapons
would only recon�rm. 

So North Korea’s regime looks likely to survive for the fore-
seeable future. That will inspire mixed emotions among many
South Koreans. To them, the demise of the North Korean regime
and the reuni�cation that might follow is an abstract hope mixed
with concrete fears. Only about 5% of South Korea’s population
has any memory of an undivided Korea, and a diminishing
number has relatives in the north. The latest survey of public at-
titudes by the Asan Institute, a think-tank �nanced by Hyundai,
shows that only 32% of all South Koreans, and only 18% of people
in their 20s, still see North Korea as �one of us�. South Koreans
would be glad to see the back of the Kim dynasty, but they are
not keen to shoulder the burdens it will leave behind. They have
plenty of problems of their own. 7

A widening threat Selected North Korean missiles
Maximum estimated range

Missiles
have not
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SITTING IN SEOUL’S Tapgol Park under the bronze statue
of a patriotic hero, an elderly gentleman reads his newspa-

per with the aid of a pocket magnifying glass. When asked, he
spells out his name (�Mr Jeon�) in the Chinese characters famil-
iar to Korea’s pre-war generation.

In his younger days Mr Jeon worked as a carpenter and
builder. Now 87, he is a regular member of the park’s greying
congregation: �There’s no other place to go for an old person like
me.� He and his companions spend their time complaining
about their ailments and corrupt politicians. �In the daytime this
spot is packed.�

South Korea is ageing faster than any other country in the
OECD. Last year almost 12% of the population were aged 65 or
over. By 2030 that proportion will double. The number of South
Koreans of working age will peak in just three years’ time, ac-
cording to the OECD’s Randall Jones and Satoshi Urasawa. By
2040 their number will drop by about a �fth.

Mr Jeon thinks today’s South Koreans are less respectful of
their elders than earlier generations were. But the �lial piety an-
chored in Confucian tradition is far from dead: on the Seoul met-
ro the young will not sit in seats reserved for the elderly, even on
a crowded train. In South Korean cities senior citizens clearly feel
welcome in public spaces. They can be seen swinging their legs
from side to side on the exercise machines installed along popu-
lar jogging routes.

Popular culture, too, features older people. A pair of elderly
couples star in the 2011 �lm �Late Blossom�. Another �lm, �Too
Young to Die�, made in 2002, included a seven-minute sex scene
between two people in their 70s. The elderly are also winning
the attention of South Korea’s retailers. The fashionable Lotte
Department Store says that a growing number of their biggest
customers now are over 60. It calls them �6070 BigHands� and
sells them cosmetics and golfwear for themselves and luxury
clothes for their grandchildren.

Despite South Korea’s rapid urbanisation, a quarter of peo-
ple over 70 still live with their children, according to a 2011survey
by the National Pension Research Institute. Mr Jeon is one of
them. But the proportion is going down. And although in the
countryside the old still expect the young to look after them, in
cities they also look to the government for help.

Increasingly the burden of caring for the elderly is being
spread across all taxpayers. Not long ago South Korea considered
itself too poor to a�ord a welfare state. Not too long from now it
will be too old to a�ord a generous one. The government intro-
duced a national public pension in 1988, but even now less than
a third of those aged 65 or more receive one. President Park
Geun-hye had promised to provide every elderly citizen with a
monthly payment of 200,000 won ($186), but last month she
scaled back that pledge. 

Caring for the elderly is a formidable long-term burden, but
South Korea’s ageing also poses some more immediate pro-
blems. For example, it is becoming harder to sta� the country’s
armed forces. Over the past �ve years the number of men aged 18
to 35 and thus eligible for mandatory military service has
dropped by over 120,000. 

Once South Korea’s workforce begins to shrink, it will be-
come even more important to get the most out of it. But for now
South Korea’s employers are not using older people well. They
are wasting one of the country’s biggest age cohorts, the 50-
something baby-boom generation born after the Korean war. Big
companies typically impose a mandatory retirement age of
56-58, and many workers are put out to pasture even earlier. Ac-
cording to a survey conducted by Samsung Economic Research
Institute, the average white-collar worker is eased out just before
his 54th birthday. 

Few people who reach their �rm’s o�cial retirement age
actually stop working. According to Statistics Korea, 67% of South
Koreans aged 55 to 64 are still in work, or looking for it, more than
the national average for all ages (62%). But only 61% of them are
doing a job related to their main career.

Why are they pushed out? In South Korean �rms pay and
position rise with seniority, but productivity does not, say em-
ployers. Over 57% of them cite �low adaptability to change� as a
reason for not keeping older workers, according to the Korea La-
bour Institute, a government-funded think-tank. South Korea’s
baby-boomers are not good with new technology, says Woo Jae-
ryong, who chose to leave Samsung Life Insurance at the age of
52 to set up a pensioners’ association. Most of his members once
held senior positions in big companies, but many of them are
unfamiliar with Microsoft Word, Gmail or Facebook. 

Deleted too soon

New technology stumps older workers everywhere, but in
South Korea the problem is compounded by the country’s com-
pressed development. Baby-boomers spent their formative
years in a less sophisticated economy and a less educated soci-
ety. When they were at school, no more than 30% of their class-
mates went on to higher education. Today the �gure is over 70%.
They grew up in an economy that was building its �rst shipyards
and steel mills. Since then the economy and technology have
moved so fast that many older workers cannot keep pace.

But getting rid of them is a big waste of their talents. Even if
their usefulness to the �rm does not match their rising pay, they
are still more productive inside the �rm than in an outside job
unconnected with their earlier career. .

There are two solutions to the mismatch between older
workers’ productivity and their remuneration. Their skills can be
updated to match their pay, or their pay can fall into line with
their lower productivity. Mr Woo is all for updating their skills.
The government wants to pursue both approaches. In April it
passed a landmark law phasing in a minimum retirement age. By
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2017 no worker under 60 will be obliged to retire. The govern-
ment will even subsidise �rms that embrace the new law ahead
of schedule. The quid pro quo is that pay may no longer rise
automatically with age. A �Tripartite Jobs Pact�, signed in May by
the government, the employers and the Federation of Korean
Trade Unions, encourages �rms to adopt a �wage-peak� system
under which employees draw their highest salaries during their
most productive years, whenever those may be, with remunera-
tion tapering o� as their productivity declines. 

The wage-peak system is controversial. When Standard
Chartered, a bank, tied pay to performance in its South Korean
subsidiary in 2011, it su�ered the longest strike in Korean banking
history. The system decouples age and seniority, allowing youn-
ger people to outrank and outearn their elders. Such an inversion
of Confucian hierarchies still causes some discomfort in South
Korea. In the past it was thought more honourable to eject senior
workers from the �rm than to elevate younger colleagues above
them. But in recent years older workers have learned to live with
younger bosses, Mr Woo says.

Internationally, there is little evidence to suggest that older
workers are less productive than younger ones, according to
Thomas Klassen of York University in Toronto. Their underper-
formance in South Korea, if real, may be a self-ful�lling prophe-
cy, he argues. It could be the prospect of premature retirement
that discourages older Koreans from investing in skills. 

The Tripartite Jobs Pact fretted that growing �intergenera-
tional con�icts are threatening social integration�. The new
minimum retirement age is unpopular among youngsters who
wrongly believe that jettisoning older workers will open up job
opportunities for them. Older workers who resist early retire-
ment are accused of stealing jobs from the young.

These accusations result from the old �lump of labour� fal-
lacy�the mistaken belief that there is only so much work to go
around. When the workforce expands, the economy will nor-
mally grow to accommodate it. In countries where many older
people are working, the OECDpoints out, generally lots of young
people are working too. And where the job market is weak,
young and old alike have trouble �nding jobs.

Bow to the inevitable

The minimum retirement age and the wage-peak system
should help prevent premature retirement, easing the burden of
a greying society. But is there anything South Korea can do to re-
verse the ageing of its population?

It could admit more immigrants. Until 2006 fewer people
arrived than left. Last year the number of foreigners registered
for a long-term stay was below 1m (about 2% of the population),
although some think the true �gure was about 1.4m. Those in-
comers include many women from China, Vietnam and else-
where in developing Asia who arrive as brides for South Korean
men in rural districts. Last year there were 20,600 marriages be-
tween South Korean men and foreign women, 6% of the total.

Reuni�cation, though a distant and daunting prospect,
would also rejuvenate the population a little: the median age of
North Koreans is four or �ve years below that of South Koreans.
Their fertility rate is higher, too.

But immigration and reuni�cation will make no more than
a marginal di�erence. Ultimately, South Korea’s ageing re�ects
two fundamental trends. First, South Koreans are living longer,
surely something to be welcomed. And second, they are having
fewer babies. South Korea’s fertility rate, at less than 1.3 children
per woman, is the lowest in the OECD. The government is anx-
ious to raise it, but to do that it needs to ensure that the burden of
childrearing weighs less heavily on South Korea’s increasingly
ambitious women. 7

WHEN MOTHERS SAW Park Chan-hee pushing his young
daughter’s pram in the park, they assumed he was unem-

ployed. At the playground on weekdays, he was the only man
amid the watchful women and laughing children. Mr Park spent
a year as a stay-at-home dad, which he found harder than doing
his military service. After his wife’s maternity leave expired, she
returned to her job at an agricultural co-operative and he left his
position as a museum curator. His male friends thought his deci-
sion odd. His parents did not even try to understand, nor did
they tell their friends. In their minds, he was reneging on his duty
to provide for his family. His wife’s parents, on the other hand,
thought their daughter was �blessed�.

Men like Mr Park are rare in South Korea, rare enough to
turn heads in parks. The idea of the dutiful mother retains cur-
rency. Whereas Yulgok, a prominent Confucian scholar, is cele-
brated on the back of the 5,000-won note, his mother appears
on the 50,000-won note, the highest denomination.

Mothers with young children spend nearly �ve times as
long looking after their family and home as fathers do, calculates
Jayoung Yoon of the Korea Labour Institute. But at least the ratio
is getting better. In 2009 men gave about half an hour a day more
of their time to domestic chores than they had done ten years
earlier, and women shaved o� roughly 20 minutes. In the Korean
sex wars, the front line moves slowly.

The burden of child-rearing poses a formidable obstacle to
women’s professional ambitions. Women in their 20s now have
higher labour-force participation rates than men, but many drop
out in their 30s. They typically return in their mid-40s, though of-
ten not to the kinds of corporate jobs they held down before
marriage. Instead they work for themselves or their families, of-
ten with lower pay and perks (see chart 1).

The faster a country develops, the greater the mismatch be-
tween men’s expectations of a wife and women’s career hopes,
argues Jisoo Hwang, a PhD candidate at Harvard University.
Men learn from their mothers what to expect from their wives. If
their mother had a paid job, they think it natural for their wife to 
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do the same. If their mother stayed at home to raise them, they
expect their wife to do likewise. 

Thanks to South Korea’s rapid development, pay and pros-
pects for today’s wives are far better than their mothers’ were at
a similar age. The opportunity cost of being a housewife is thus
far greater. Yet a newly married man’s expectations of his wife
will be heavily in�uenced by the housewifely duties his mother
performed. His attitudes are one generation behind. In South Ko-
rea that is an eternity. �There are not enough modern men for the
newly educated women to marry,� Ms Hwang concludes.

Besides, even modern men would have trouble �nding
enough time to spend with their children. South Koreans still
work some of the longest hours in the OECD, 18% above the aver-
age. And by tradition, they spend many evenings in boozy bond-
ing sessions with their bosses and colleagues. Adding paid and
unpaid work together, a father’s working day is only 25 minutes
shorter than a mother’s.

Firms oblige men to work punishing hours; men then heap
all the household duties they do not have time for on their wives.
The arrangement suits employers, who prefer a longer working 

KOREA IS A �di�cult country to write upon�,
discovered Isabella Bird Bishop, an Ameri-
can travel writer, after four visits to the
country in the 1890s. The position of Korean
women was especially hard to describe.
Under a centuries-old custom, upper-class
women were �rst secluded in their father’s
home, then shut away in their husband’s.
The peasant woman, on the other hand, was
�nothing but a drudge�At 30 she looks 50,
and at 40 is frequently toothless.�

North Korea remains a di�cult coun-
try to write upon. Thousands of foreigners
now visit as tourists, but most of what is
known about daily life in North Korea comes
from defectors, and most of these are wom-
en, who make up almost 70% of the 25,600
defectors living in South Korea. 

Kim Il Sung’s communist regime made
a good start in outlawing the traditions that
shocked Bird, passing a gender-equality law
two years before it enacted a constitution.
In 1965 almost 55% of the labour force were
women, thanks in part to the carnage of the
Korean war in the early 1950s. But Sonia
Ryang, an anthropologist at the University
of Iowa, points out that the formal commit-
ment to gender equality, transplanted from
the Soviets, did not take root. Kim was soon
urging women to carry the double burden of
production and reproduction, ful�lling their
output quotas and also raising �the succes-
sors to our revolutions and the reserves of
communist builders�. Visitors noted that at
home the typical North Korean male did not
lift a �nger to help.

The breakdown of North Korea’s
planned economy in the mid-1990s thrust
women into a new role. Men had to show up
at their assigned work units, but the state
turned a blind eye to women who did not
report for duty. This allowed women to build
the informal market economy that partially
replaced the collapsing planned economy.
Women became retailers, petty traders and
pedlars. In a survey of North Korean defec-
tors by Marcus Noland and Stephan Haggard

of the Peterson Institute for International
Economics, 76% of the women had been
involved in trading before they left, com-
pared with 63% of the men. Almost half the
women said they had got all their income
from the market.

Those who engage in these markets
still run risks. The government has crimi-
nalised a range of market activities. Those
convicted face up to two years in a so-called
�labour-training� facility, which are grim
but less harsh than the political prison
camps for which North Korea is famous. Of
the women who left after 2005, 95% report
paying bribes to stay out of trouble. 

Women’s lives have become less
regimented but no less arduous. They are
now often the breadwinners, and men are
doing more housework, says Hazel Smith of
Cran�eld University in her forthcoming
book on North Korea. But as the market
economy has grown, she �nds, the biggest
cut has gone to the Chinese trading net-

works that span the border, and to the
wholesalers with connections in North
Korea’s regime. Messrs Noland and Haggard
note that as the state has thrust women into
the market, �the increasingly male-domin-
ated state preys on the increasingly female-
dominated market.�

More than a century after Bird’s visit,
drudgery remains the lot of many of North
Korea’s women. But some things have
changed. In Bird’s day, girls were so hidden
away that �the brightness which girl life
contributes to social existence [was] un-
known in the country.� But since women
have abandoned their state posts in nursery
schools and child care in recent years,
children now live a less supervised life. Ms
Smith says that when she returned to Pyon-
gyang in 2011after a gap of eight years, the
most striking change was much less �regi-
mentation of children, hundreds of whom
could be observed playing and moving
freely�on the streets. 

A life of drudgery

In the north, as in the south, women hold up more than half the sky

Women’s work
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week to a higher headcount, argue Randall Jones and Satoshi
Urasawa of the OECD. It may also suit some men, who �nd the
o�ce more congenial than the nursery. And even if it does not,
most do not feel able to stand up to their employers’ unreason-
able demands. Instead, they make unreasonable demands on
their wives�who have responded by going on baby-strike.

The average South Korean woman now waits until after
her 29th birthday to marry and after her 30th to start a family.
Some women never do either. The chances of their never marry-
ing have risen from 9% in 2000 to 15% today. And South Korea’s
fertility rate, now at 1.3 children per woman, has remained stub-
bornly low. 

Many South Koreans say they would like more children.
According to a survey by the Hyundai Research Institute, 58% of
adults want two children and 13.5% want three. If parents had
their wish, South Korea’s fertility rate would be more like 1.8 than
1.3, but most of them could not a�ord that. 

The baby-strike has narrowed inequality between the
sexes, giving women more freedom to pursue their careers. But it
has set the stage for a di�erent kind of social injustice between
those with and without children. When the childless retire, they
will rely on the labour of the next generation to provide for them.
Even if they have saved for their own pension, most of what they
buy with their retirement funds will be produced by the working
generation of the day. But the childless will not have contributed
much to the cost of raising that generation. Parents, by raising the
next generation of workers, are helping to make everyone’s re-
tirement more comfortable. The South Korean government has
recognised this by promising more generous pensions to women
with more than one child. 

The government is exploring two other solutions to the
baby-strike. One is to make it easier for working parents to look
after their own children by extending parental leave and short-
ening the working week. The other is to o�er help with getting
someone else to look after the children. 

By law the longest that South Korean �rms can now ask
their employees to work is 40 hours a week plus 12 hours of over-
time. Violations are still rampant: a recent government inspec-
tion found that almost 87% of manufacturing workplaces failed
to stick to the overtime limit. But hours are falling, even among
the self-employed to whom the new restrictions do not apply, re-
port Messrs Jones and Urasawa. 

In your dreams

The government will also encourage men to take a �father’s
month� o� from work. But few men take even the leave to which
they are already entitled. Parents with young children can take
up to a year o� on reduced pay. Last year 62,000 women but
only 1,790 men took child-care leave. Most worry that their ab-
sence will damage their career and their relationships with col-
leagues. �It’s not fair to blame individuals,� says Mr Park. First the
culture has to change, then the policy can follow.

The government aims to provide public child care for 30%
of children by 2017. It is also doling out generous contributions to
private care. Since March this year it has paid allowances to
everyone with a child under six. Mr Park paid nothing for the
seven hours of daily care his daughter received last year. Parents
who do not use child care get a monthly �home-care� allowance. 

In some areas, such as Seoul, local
government is already reeling under the
cost of this policy. The city is issuing 200
billion won of municipal bonds to �ll the
hole in its budget. However, professional
child care helps the economy in two ways.
The �rst bene�t derives from comparative
advantage. The use of specialised child-
care services allows a mother to devote
her talents to whatever she does best. The
second stems from economies of scale. In
a crèche one adult can take care of four or
�ve toddlers; in a kindergarten, one per-
son can look after 15. This frees up their
parents to do something more productive.
The economy as a whole will gain. 

Mr Park notes that the South Korean
media have recently begun to highlight
the role of fathers in child-rearing, but he

feels they are missing the point. Magazines report that engaged
fathers help their children become more sociable and better
�leaders�. They are urging fathers to roll their sleeves up not so
much to ease their wives’ burden but to sharpen the child’s com-
petitive edge.

This competitive spirit may be the chief reason why fertil-
ity is so low. South Koreans feel they have to invest huge
amounts of time and money to help their child succeed. The cost
of education in particular is forbidding. The fundamental pro-
blem of child-rearing in South Korea is too few children, too
much rearing. 7

The fundamental problem of child-rearing in South
Korea is too few children, too much rearing

MIRIM HIGH SCHOOL for girls in Seoul is living proof that
South Koreans take education seriously. The students, aged

15 to 18, bow respectfully whenever a teacher passes. Many of
them board, and all attend extra-curricular classes from 6pm to
9pm. Do they work too hard? Chang Byong-gap, the headmaster,
laughs at the question.

South Korea’s passion for education has historical roots. In
the early years of the Choson dynasty, which lasted from 1392 to
1910, those who passed a civil-service exam could gain entry to
the privileged yangban class, a scholarly aristocracy. Those roots
were reinforced by more recent history, notes Michael Seth, au-
thor of �Education Fever�. Under Japanese colonial rule be-
tween 1910 and 1945, Koreans’ educational aspirations were frus-
trated, resulting in pent-up demand. In the carnage of the Korean
war of 1950-53, many of the old social hierarchies crumbled, con-
vincing people they could succeed by their own e�orts. Before
1971 children were taught in two shifts because school-building
could not keep up with the numbers. By 1980 almost every prim-
ary-school student was going on to middle school at age 11. In
1995 the government promised to usher in an �edutopia�, en-
couraging the entry of private universities.

In response, higher education boomed. The proportion of
high-school graduates going on to higher education rose from 

Education

The other arms race

South Korea’s education fever needs cooling
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2 40% in the early 1990s to almost 84% in 2008. But since then, re-
markably, the rate has declined (see chart 2). South Korea’s na-
tional obsession with ever higher levels of education appears to
have reached a ceiling.

Despite their top-notch schooling, none of the girls gradu-
ating from Mirim High School this year went straight on to a full-
time university degree. The school is one of 35 �Meister� schools
introduced by the previous president, Lee Myung-bak, in an ef-
fort to raise the prestige of vocational education and break the
grip of universities on the minds of South Korean parents, 93% of
whom expect their children to go to college. The schools, mod-
elled on Germany’s example, aim to produce masters of a trade
(known as Meister in German) rather than bookish swots. Mirim
High School concentrates on the programming and design of
apps that people download onto their smartphones and tablets.

In the past, parents pushed children to enter university
whatever their aptitude or inclination, says Seo Nam-soo, the
education minister. Some wanted their children to go on to high-
er education because they never had the chance themselves. But
a growing number now believe their children should do what
makes them happy, he says. 

Parents may also be deterred by the cost. Throughout their
children’s school years, they spend an extraordinary amount
preparing them for the brutally competitive day-long university
entrance exam, the suneung. All told, education accounted for
nearly 12% of consumer spending last year.

A big chunk of that went on extra English classes. Learning
the language has become a �collective neurosis�, according to
one professor. Some mothers move with their children to an
English-speaking country. A cheaper alternative is to spend a
summer at a mock-English village in South Korea, such as the
Gyeonggi English Village, a place with red telephone boxes
where only English is spoken.

The cost of education may be the main reason why South
Koreans are having so few babies. In surveys, they cite �nancial
burdens as the biggest obstacle and single out education as one
of the heaviest components. Thomas Anderson and Hans-Peter
Kohler of the University of Pennsylvania have shown that the
South Korean provinces with the lowest fertility rates are also
the places where families spend the most on education. 

This spending, however, no longer yields rich returns. Go-
ing to university racks up tuition fees and keeps young people
out of the job market for four years. After graduation it takes an
average of 11 months to �nd a �rst job. Once found, the jobs re-
main better paid and more secure than the positions available to
high-school graduates, but the gap is narrowing. The McKinsey
Global Institute reckons that the lifetime value of a college gradu-
ate’s improved earnings no longer justi�es the expense required
to obtain the degree. The typical Korean would be better o� at-
tending a public secondary school and diving straight into work. 

If the private costs are no longer worthwhile, the social
costs are even greater. Much of South Korea’s discretionary
spending on private tuition is socially wasteful. The better marks
it buys do not make the student more useful to the economy. If
one student spends more to improve his ranking, he may land a
better job, but only at the expense of someone else.

In the �rst decades of the South Korean republic the gov-
ernment tried to keep up with the education fever, building
schools and hiring teachers at a frantic pace. In more recent de-
cades it has tried to cool it down. In 1971 it abolished the entrance
exam for middle school, but that only heightened the competi-
tion for high-school places, so a few years later it replaced the
high-school entrance exam with a lottery. The result was the in-
sanely competitive university entrance exam. By easing compe-
tition at one stage of education, it only intensi�ed it at the next. 

In 1980 the government
outlawed private out-of-school
tutoring, which drove the in-
dustry underground. The ban
was declared unconstitutional
in 2000. Since then e�orts to
soothe the education fever
have been more modest. Seoul
imposes a 10pm curfew on
cramming schools, but pupils
can dodge the curfew by learn-
ing online after hours. The gov-
ernment will introduce test-
free semesters in all middle
schools by 2016 to give pupils
some relief from rote learning. 

South Korea’s education
arms race poses a puzzle. Stu-

dents spend vast amounts of time and money to move up in the
queue for good jobs. But queues are needed only for things that
are in short supply. Why should good jobs be rationed? The num-
ber of �good� employers should, in principle, expand in line
with the scale and skill of the available workforce. So perhaps
the preoccupation with educational quali�cations re�ects pro-
blems in the labour market. 

As South Koreans see it, good jobs are indeed rationed. The
university-educated aspire to work in the government and its al-
lied enterprises, the banks or the chaebol, South Korea’s family-
owned conglomerates. These employers provide the kind of se-
cure, well-paid and prestigious jobs with which the rest of the la-
bour market cannot compete. South Koreans refer to some of
them as �God’s place�. The very best are known as �the place
that even God does not know�.

Queuing for God’s place

The well-educated are prepared to �queue� for these jobs
by adding to their educational credentials and even by enduring
post-graduation unemployment until a job becomes available.
Of the 5.4m South Koreans aged 15-29 who are not economically
active, 11% are preparing for various kinds of professional exams
to enter God’s place. 

A similar division prevails among blue-collar workers. Hy-
undai Motor, which makes about 40% of the cars sold in South
Korea, has 59,800 regular workers as well as over 6,000 �tempo-
rary� workers, often hired by companies set up expressly for that
purpose. The two kinds of employees do identical amounts of
the same work on the same site, but the temporary sta� get paid
only 70% of the regulars’ wages, according to union leaders, or
85%, according to the management. 

The regular workers are represented by a union with 19 full-
time leaders, paid for by the company. In the stairwell of the un-
ion o�ces a cartoon strip depicts a huddle of �agellated men
turning on their whipmaster. Inside, union members are voting
on a settlement to end their latest strike, one of many in recent
years. They had drawn up a long list of demands, one of which
in particular caused public outrage. Hyundai Motor subsidises
the university education of its workers’ children. The union
wanted it also to subsidise the vocational education of children
who do not go to college. Moon Young-moon, a union leader
who has worked at Hyundai Motor for 27 years, says he is just
moving with the times. It is, after all, government policy to �re-
move the social pressure to go to university�. 

Not all chaebol jobs are good jobs, but as far as South Kore-
ans are concerned, most good jobs are still chaebol jobs. Will that
remain true? 7

2Rational response

Source: National statistics
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LOTTE WORLD IN the Songpa district of Seoul boasts the
world’s biggest indoor theme park. Trolleys shaped like

hot-air balloons hang from a rail circumnavigating the glass roof.
From this vantage point visitors can survey the ice rink, carousel,
rollercoaster and other attractions below. A young couple wear-
ing leopard-ear headbands have come from Yongin, where Sam-
sung has an amusement park of its own. Which is better? They
are both good, they say, but Samsung’s also has a zoo.

Samsung may be South Korea’s most successful chaebol but
Lotte is �probably the most ubiquitous�, says Daniel Tudor, a for-
mer correspondent of this newspaper, in his book �Korea: The
Impossible Country�. The group employs over 110,000 people in
its retail, tourism, petrochemicals, construction and �nance a�l-
iates. South Koreans, he writes, can buy Lotte chocolate bars, en-
joy a �lm at a Lotte cinema, shop at a Lotte Mart, pay with one of
the group’s credit cards and return home to a Lotte �at protected
by Lotte insurance. Even outside its amusement parks, South Ko-
reans can live in a Lotte world.

In South Korea it can be hard not to be a chaebol customer.
Two out of every three cars sold in the country are made by Hy-
undai, the country’s second-biggest chaebol, or its a�liate, Kia
Motors. And it is highly desirable to be a chaebol employee. But it
is tough to be one of their competitors or suppliers. Nor is it all
that rewarding to be a chaebol investor, unless you are one of a
narrow clique of insiders who often exercise disproportionate
control over the group.

The government is making some progress in addressing
these complaints, albeit slowly, says Shaun Cochran of CLSA, a
broker. President Park’s �genius has been to draw the distinction
between the chaebol as institutions and the families that control
them�, he explains. That �enables her to straddle left and right�.
She is not against the chaebol, but she is opposed to their control-
ling families enriching their children at the expense of the group. 

Giants can’t tiptoe

The problem of chaebol power is not just about family con-
trol, however. Even a professionally managed chaebol, run for
the bene�t of its minority shareholders, could wield undue mar-
ket power, overcharging customers, underpaying suppliers and
buying out entrepreneurial rivals for less than they are worth.
Reforms to corporate governance will improve the distribution
of the spoils. But is there any way to prevent the chaebol generat-
ing unfair spoils in the �rst place?

They build their empires both horizontally, spreading out-
wards from one industry and sector to the next, and vertically,
spreading up and down from one stage of production to another.
In some markets the chaebol’s dominance may allow them to sti-
�e competition. Last year the Fair Trade Commission (FTC) col-
lected record �nes for collusion and other abuses. The year be-
fore it detected price-�xing for a bewildering variety of products,
from soyabean milk to cheese, instant co�ee, oil, life insurance,
wallpaper and karaoke machines.

The chaebol’s customers are no longer as captive as they
were. Over the past nine years South Korea has concluded nine
free-trade agreements, bringing down tari�s, so consumers have

the choice of buying imported goods. The government has also
tried to strengthen suppliers by allowing small-business co-op-
eratives to negotiate disputes on their behalf.

Such e�orts are welcome, but a second initiative, to reserve
some sectors for small �rms, is less so. In 2010 nine representa-
tives of the conglomerates (including Lotte and Samsung Elec-
tronics) and nine small �rms formed a National Commission for
Corporate Partnership (NCCP) which earlier this year suggested
that big companies tread lightly in about 100 designated sectors,
including restaurants, car repair and bicycle sales. Some big
�rms with plans to invest in those sectors cancelled them, says
Yoo Jang-hee of the NCCP.

This is counterproductive. If the service sector remains
small-scale and ine�cient, it will not provide an attractive alter-
native outlet for the country’s capital and labour. The chaebol’s
size and reach can create the potential for abuse, but that is no
reason to forgo the gains from their economies of scale altogeth-
er. Indeed, if South Korea is to sustain productivity growth, its
chaebol may have to spread themselves even wider. As the coun-
try has grown richer, its manufacturers have accounted for a de-
clining share of employment. Between 1995 and 2010 their out-
put increased by an average of 7% a year but their employment
fell by 2% annually. 

More jobs will instead be created in services, especially
those that cannot be imported. But South Korea’s labour produc-
tivity in services averages only half its level in manufacturing,
according to the OECD. Services may be lagging because the
chaebol have not paid enough attention to them, argues Richard
Dobbs of the McKinsey Global Institute in Seoul. The chaebol

still attract the country’s best minds, managers and workers, so
the service sector misses out on these. 

Small �rms attract a lot of public sympathy. They bene�t
from over 1,100 support programmes run by 13 central-govern-
ment agencies and 16 local governments. They get this help be-
cause they generate most of the country’s employment. But that
is because services, where small �rms predominate, are intrinsi-
cally labour-intensive, not because the �rms that supply them
are small. If the chaebol were to move into services, they would
also hire a lot of people and boost output per job. �If you look at
the vibrant service companies around the world, most of them
are largish companies,� says Mr Dobbs.

As the South Korean economy has struggled this year, the
government’s energies have shifted from curbing the chaebol to
what it calls �the creative economy�. It hopes to draw on South
Korea’s twin strengths in technology and popular culture. The
South Koreans, once known as the Irish of Asia because of their 
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penchant for singing, carousing and romantic melancholia, have
spent the past �ve decades building a rather German industrial
miracle. Now their economic ambitions are turning to the lighter
side of their nature.

The government appears to think that some service indus-
tries are especially creative and therefore worthy of special help,
including �lm, tourism and computer games, but also health
care and conferences. This special pleading is arbitrary. Any in-
dustry can bene�t from creative twists on old products or pro-
cesses. Samsung’s phones often show more imagination than
South Korean pop songs (see box). 

The fortunes of the creative economy are not entirely di-

vorced from the ticklish chaebol question. According to Mr Coch-
ran, the chaebol sti�e innovation. They wait for an innovative
�rm to prove itself, then o�er to buy it for a measly sum. If the en-
trepreneur refuses, they threaten to drive him out of business. 

The changes in commercial law passed just before Ms Park
took o�ce have somewhat narrowed the scope for abuse. Chae-

bol often take small stakes in �rms that incubate a risky new tech-
nology. When the technology begins to mature, the chaebol in-
creases its stake. In the past it has done so at the expense of the
subsidiary’s other shareholders. Those shareholders can now
hold directors liable if they sell too cheaply. 

But some innovative �rms have learned to prosper along-

LONG BEFORE PSY made Korean music
famous in the West, much of Asia had fallen
under the sway of K-pop: tightly choreo-
graphed ditties performed by fresh-faced
boy and girl bands, exquisitely manufac-
tured from interchangeable parts. Even in
North Korea the latest dance routines are
eagerly imitated, according to Daily NK, a
news hub led by defectors. Dance teachers
can earn about 20 times the average work-
er’s salary, it reports.

If they are doing their job properly,
they will soon be teaching the �Straight-
Five Engine Dance�, as performed by a
�ve-member girl band, Crayon Pop, on their
surprise summer hit, Bar Bar Bar. The dance
was named by their fans, who thought the
moves recalled the pistons of an engine. It

has attracted spoofs and spin-o�s by fans
like the Gyungbuk women’s police depart-
ment. A Spanish dancer recreated the entire
song in instalments, performed in front of
stopped tra�c. 

Crayon Pop are not a typical K-pop
out�t. They look goofy rather than glamor-
ous, like kid sisters not dream dates, and
prefer plimsolls to stilettos. More impor-
tantly, they do not belong to one of the
triumvirate of management companies (SM

Entertainment, with a market capitalisation
of over 780 billion won; YG, a hip-hop-
orientated label worth over 515 billion won;
and JYP, worth over 120 billion won) that
dominate the K-pop empire. They are the
�rst and, so far, only act managed by
Chrome Entertainment, set up in 2011with

an initial investment of only 10m won by
Hwang Hyun-chang.

Mr Hwang, aged 34, was a commercial
photographer who �nanced his K-pop
adventure by selling his camera gear, plun-
dering his savings and running up debts.
His colleagues thought he was crazy. His
parents did not even know until they discov-
ered his company’s website six months
later. �If I had known how much it would
cost�, he says, �I would never have done it.�

He thought the band would do better
in Japan than South Korea, where it is
di�cult to be noticed amid the big three
management companies. Instead their
song, �Bar Bar Bar�, spread like a virus on
YouTube. Whereas most songs peak early in
the charts, then disappear, this one climbed
to number one in some rankings months
after its release. 

Could a band like Crayon Pop have
emerged from a big company? Never, says
Mr Hwang. In its own way, K-pop has be-
come quite traditional, he says. The basic
formula has not changed in a decade:
performers train for three years or more
before making their debut, then stick to a
plan mapped out by the executives. 

Chrome Entertainment did not have
the sta�, money or time to do likewise.
Instead it had to be scrappy and collab-
orative. There was little division of labour.
The band had to muck in with the market-
ing, carrying picket signs with their names
around subway stations. The performers
contributed ideas for dance routines along-
side their choreographer and manager.
Unlike the big �rms, Chrome could not
a�ord to perfect its product before launch-
ing it. Crayon Pop’s early performances
amounted to beta-tests of their ideas. But
that may be part of their charm. As Mr
Hwang says, �it could be fun to show the
public that they are getting better.�

Sing me a new song

What comes after K-pop?

Crayon’s kid sisters strike it big
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side the chaebol. A good example is Vinyl, a hip branding and
technology company with about 200 employees, most of them
under 40, some of whom wear shorts and decorate their desk
with Iron Man action �gures. Perhaps its greatest aspiration is
that one day people will stop asking why it is called Vinyl. Its sig-
nature product is �Translook�, a transparent liquid-crystal dis-
play that can serve both as a window for displaying products
and as a video screen for advertising them. Convenience stores
can install it on the doors of their drinks refrigerators. When a
customer approaches, the glass door swirls into life, showing
�zzy Coca-Cola being poured into a glass.

One of South Korea’s big electronics companies wanted to
buy Vinyl’s �Translook� brand but Vinyl refused, well aware that
the bidder’s mass-produced displays were not as good as their
own. For a big �rm it was not worth making high-quality dis-
plays in small quantities, whereas Vinyl could make small batch-
es of top-notch displays to serve a niche market. It concluded
that if it sold its �baby� the big �rm would ruin the brand, and if it
did not sell it could withstand the competition. �They bought our
machines several times,� says Gil Kim of Vinyl. �They will im-
prove their version. But we are not afraid. We keep moving.�

The creative use of technology is also proving more e�ec-
tive in democratising Korean capitalism than its politicians have
been. Thanks to the internet and mobile phones, small digital
companies can now bypass the chaebol’s distribution networks.
And when the chaebol take on software companies they do not
always win. South Korea’s most successful messaging service is
run by an independent �rm called KakaoTalk. Many chaebol
have released competing services, but none of them could keep
up with the scrappy newcomer.

Fail better

In South Korea the biggest obstacle to a more creative econ-
omy may be the fear of failure. Creativity in any �eld requires ex-
perimentation, and experimentation necessarily entails mis-
takes. Unfortunately South Korean society is intolerant of
failure, and South Korean �nance especially so. It is �impossible�
to come back from bankruptcy, says Mr Choi Bok-hee of the Ko-
rea Federation of Small and Medium Business. Banks typically
hold small businessmen personally responsible for their loans
and often require further guarantees as well. If the business fails,
the default can spread from the �rm to the owner, his family and
friends. Banks will not back them again and society will judge
them as �losers�, says Mr Choi. Jimmy Kim, the co-founder of
Sparklabs, which helps start-up companies, goes further: �You
are listed as a criminal if you do not pay back the loan.�

The government is trying to ease this fear of failure. Last
year it mostly stopped banks from asking for these guarantees.
Mr Kim is delighted: �We always thought the personal guaran-
tees would stay for ever.� But what is still lacking in South Korea,
he says, is early �take-o�� �nancing up to the $5m range. Banks
are not willing to take that kind of risk. But South Korea is now
blessed with a cohort of successful home-grown digital entrepre-
neurs who are willing to invest capital, know-how and connec-
tions in the next generation. Mr Kim attributes this to the South
Koreans’ notion of jeong, the strong sense of social obligation
that they feel towards members of their circle. 

Something similar has prompted the country’s banks to set
up a fund for start-ups known as Dream Bank, which will raise
500 billion won by 2015. The government has also urged them to
accept a wider range of collateral. Meanwhile it has cut red tape
for repeat entrepreneurs. Like South Korea’s K-pop bands, fam-
ous for their frequent �comebacks�, entrepreneurs should be
able to bounce back from business failure. That might encourage
South Koreans to entertain more varied dreams of success. 7

IN 2004 KIM GWANG-IL was caught crossing the Chinese
border with North Korea, a trip he had made over 30 times

in the previous three years to trade goods. He was sent to one of
the country’s notorious camps that still hold tens of thousands
of prisoners. In the detention centre he was forced to hold a
stress position, as if riding a motorcycle, until his sweat �lled the
glass in front of him. Inmates were divided into the strong and
the weak, depending on whether the guard could �t his �st be-
tween emaciated buttocks. The weak were spared heavy labour
but got a smaller ration of corn soup. Everyone raced to �nd
snakes to eat, Mr Kim says. The prison was so crowded people
slept on their sides, their feet touching another inmate’s head. 

After his release he waited until his mother died, then
crossed the border for the last time, escaping to South Korea in
February 2009 via China and Thailand. Compared with the hor-
rors he endured in North Korea, he thinks the south is a blessed
society. �Some [defectors] tend to be overambitious and expect
too much,� he notes, but he is content. Even Mr Kim, though,
�nds some parts of South Korean life �scary�. In particular,
��erce competition�, he says: �Everyone is your competitor.
That’s one thing that’s di�erent from North Korea.�

This is a common complaint among defectors from North
Korea. When Park Eun-a arrived in South Korea in 2006 at the age
of 19, she was debriefed by a member of South Korea’s National

Intelligence Service. �You think you can
come here and you can be rich,� he told
her. �But it’s really hard to get a job.� Now
enrolled at Yonsei University, she appre-
ciates the variety of South Korean life, but
nonetheless �nds it �really stressful�.
�When I was in North Korea, all I had to
think about was how to get food. It was
really simple,� she says.

It is not only defectors who �nd the
place stressful. Richard Dobbs, who has
spent six years at the McKinsey Global In-
stitute in Seoul, says it is the hardest-
working McKinsey o�ce in the world,

�by an order of magnitude�. Consulting to Koreans is di�cult, he
says, because they have such high standards. �But I’d much rath-
er consult to them than try and compete with them.�

South Korea is �ercely competitive partly because the
stakes are high: a well-paid, secure job at a chaebol is genuinely
better than a precarious position at one of their suppliers. An-
other reason is that people believe they can succeed through
their own e�orts�or at least they blame themselves if they fall
short. That determination to excel extends even to their physical
appearance. Many women, and a growing number of men, go
under the plastic surgeon’s knife, not so much out of personal
vanity but as a pragmatic response to social expectations. 

North Korea, as Mr Kim says with great understatement, is
di�erent. It is also highly strati�ed, but people cannot improve
their standing through their own e�orts. Mr Kim was irrevocably
condemned to the �hostile class� because his father had been 
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der to secure one of the top-tier
jobs for their o�spring, parents
engage in an arms race of educa-
tion spending. The cost of this
helps to explain why South Ko-
rea’s fertility rate is so low. That
in turn means the country will
age faster than any of its peers. 

The weight of South Ko-
rea’s demography is one reason
why South Koreans, especially
younger ones, are becoming in-
creasingly wary of the idea of
reuni�cation. Lee Hyo Ju, who
works at the Korean War Memo-
rial, teaching people about the
threat from North Korea, notes
that most of her visitors are old-
er people or foreigners. �Young
people are very self-absorbed,�
she says. �They don’t think it’s
necessary to remember.� 

Ms Lee is more concerned
about North Korea than most
because she used to live there,
working as a music teacher in
the north-eastern city of Chong-
jin. �I loved my job,� she says.
She had mastered the accordion
as a child, practising for long
hours, hoping to win a place at a
music college against the odds. But in North Korea such e�orts
are futile. At school concerts the audience would hear her play-
ing through the loudspeakers, but what they saw, miming on
stage, was the child of a Korean Workers’ Party o�cial. In 2011she
followed her husband to South Korea, swapping her higher so-
cial status in the north for a better standard of living in the south.
In her �rst week she even worked as a lowly waitress. But at least
South Korea gave her the chance to pursue a goal that is dear to

her: buying a piano for her kids. 
Just as some North Koreans defect to

the south for a better standard of living,
even if it means dropping a few places in
the social pecking order, so more South
Koreans should revisit their idea of what
constitutes a good life, pursuing less pres-
tigious but more satisfying careers. There
are signs that more of them are doing so.
Fewer high-school graduates feel the need
to go on to university, and fewer families
resort to extra private tuition for their chil-
dren. An impressive generation of home-
grown digital entrepreneurs is now set-
ting an example for the next generation.
South Korea’s fertility rate has stopped
falling and may even have ticked up a bit. 

Nothing sums up South Korea’s de�-
nition of success like the Gangnam neigh-
bourhood of Seoul, home to plastic sur-
geons, expensive �ats and stylish
restaurants. But nothing out of South Ko-
rea has quite succeeded like the parody of
that lifestyle by a pudgy rapper, dancing
around the Gangnam area atop a steed
that exists only in his imagination. 7
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studying in Japan at the time of Korea’s liberation and did not
make it home until 1958. Even Mr Kim’s marriage to a woman
with ties to the military did not help his cause. When he was
caught crossing into China, he was given a longer sentence and
sent to a harsher prison at the instigation of his wife’s family, he
says, because they had always resented the match.

Loosen up

South Korea’s success has been deep but not wide. Almost
half of its population lives, works and competes in Seoul. Its oc-
cupational structure is also narrow. The number of professions
in South Korea is only two-thirds of the number in Japan and
only 38% of that in America. This striking statistic is not lost on
the South Korean government (few are). It has appointed a task
force to foster 500 promising occupations, such as veterinary
nurse, chiropractor and private detective. 

Tyler Cowen, an economist at George Mason University,
once pointed out that America has more than 3,000 halls of
fame, honouring everyone from sportsmen to accountants. If
people cannot reach the top of one ladder, they climb a di�erent
one. In South Korea, by contrast, people share a common de�ni-
tion of success. Everyone is clambering up the same set of rungs,
aspiring to the same prizes and fearing similar failures. Those
who say they are trying for something else are not quite be-
lieved. �People would rather be the tail of a dragon than the head
of a snake,� as one journalist put it. 

South Korean parents will not even embark on having a
child until they are sure they have the resources to groom it for
success. As a result, South Korea su�ers from a shortage of happy
mediocrities, countercultural rebels, slackers, dropouts and ec-
centrics. These people, in e�ect, remain unborn.

This special report has argued that South Koreans’ narrow
notion of success has far-reaching consequences. It gives the
chaebol a disproportionate claim on the country’s talent which is
withheld from the many parts of the economy that are de facto
reserved for smaller businesses. Hence large swathes of South
Korea’s economy are surprisingly unproductive, operating on
too small a scale with too little managerial clout or know-how. 

Likewise, the labour market is divided into two tiers. In or-
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ON SEPTEMBER 26th a court sentenced
a17-year-old boy to ten years in prison

for his part in the gang rape of a woman in
a Beijing hotel. The sentence drew wide-
spread attention because the boy, Li Tianyi,
was the son of famous singers in the Chi-
nese army. Less noticed, though, were the
suspended sentence and release of two of
Mr Li’s juvenile accomplices, even though
they pleaded guilty. 

Although online attention, and the
boy’s famous parents, meant that the au-
thorities felt they had to make an example
of Mr Li, the other youths had two things
in their favour that highlight the gap that
has grown between rural and urban Chi-
na: they were urbanites, not migrants, and
they could a�ord to pay sizeable compen-
sation to the victim (almost $25,000 each
in this case). Chinese courts are more likely
to imprison rural and migrant youths than
their city peers.

The number of juvenile criminals sen-
tenced by courts each year in China more
than doubled from 2000 to 2008, to almost
89,000, at a time when the population of
young people was dropping. (The number
of o�enders has since decreased.) But viol-
ent crime appears to be rising substantially
as a proportion of juvenile o�ences. In a
2010 national survey, 16% of juvenile of-
fenders were arrested for rape, a 42% in-
crease from a decade before; and 12% were
arrested for aggravated assault, a 69% rise. 

National surveys and data from big cit-
ies point to two particularly serious social
issues behind those bald statistics. First,

for prison, though. Many courts will not
even grant probation to migrant juveniles
because they lack a local hukou. And for
those who are poor, the inability to pay
compensation is another reason why they
are denied release. Such payments, as in
the Beijing rape case, are usually a mitigat-
ing factor in sentencing.

Young people left behind by migrant
parents, meanwhile, are more vulnerable
to being incarcerated if they have no
guardian. Their rural home towns lack re-
sources to monitor children on probation,
so they end up in prison. They also appear
more susceptible to trouble in the �rst
place. The Centre for Child-Rights and Cor-
porate Social Responsibility, a Beijing
partner of Save the Children Sweden, con-
ducted a survey which found that 60% of
left-behind children felt their parents were
�not around� when they needed support. 

China’s record of urbanisation over the
past 30 years has been a successful one for
many migrants. Chinese cities have poor
districts, but they are nothing like the
worst slums of other developing coun-
tries. Now some urban governments have
started to address juvenile justice in ways
that should improve the lot of youngsters,
including migrants. From 2002 to 2009
Save the Children UK worked in the south-
western city of Kunming to divert youth
o�enders away from punishment and into
the care of �appropriate adults�, or social
workers. Beijing and Shanghai have adopt-
ed similar approaches. And revisions to
the national criminal code, in e�ect this
year, specify that juvenile o�enders
should be treated more leniently than
adults. O�cially the emphasis is on educa-
tion over punishment. Still, migrants tend
to bene�t less from these reforms than ur-
banites, and there is no sign that the under-
lying causes of inequality�especially the
hukou system�will be scrapped soon.
Without that, it will be di�cult to prevent
the gap widening even further. 7

more rural children are committing crimes,
whether as migrants in cities or among the
60m youngsters left behind by parents
who have migrated. Two-thirds of juvenile
o�enders in the 2010 national survey came
from rural areas, up from just over half a
decade earlier; and in many of China’s big-
ger cities, where rural migrants account for
a substantial portion of the young popula-
tion, they can account for as much as 90%
of juvenile o�enders.

This problem is compounded by the
second issue: migrant and left-behind ju-
veniles are far more likely to be incarcerat-
ed than their peers who were brought up
in the cities, even though surveys suggest
that urban young people commit propor-
tionately about the same number of viol-
ent crimes as migrant young. In Shanghai,
juveniles without local household regis-
tration were given suspended sentences
(or probation) in only 15% of cases in 2010;
locally registered young folk went free on
suspended sentences 63% of the time.

The reasons the migrant young are
more likely to be punished severely are
closely related to the reasons they get into
trouble in the �rst place: their migrant sta-
tus and their relative poverty. Without a
proper household registration, or hukou,
from their new city (impossible to obtain
for most), migrant teenagers are often
barred from attending urban secondary
schools, and left to their own devices.
Shanghai in 2010 had 570,000 migrant
children aged 15 to 19 who were ineligible
for the city’s high schools. They are eligible

China

Juvenile crime

Hard times
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How young criminals are treated says much about the urban-rural gap
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�SELF-RELIANCE� is a notion now
more closely associated with the

juche doctrine of North Korea than with
China. Indeed, the Chinese have pro�ted
handsomely from ditching such isolation-
ism. But a little-noticed comment by Xi
Jinping, China’s president, shows how,
amid all the change, old thinking dies hard.
Visiting farmers in Hubei province in July,
Mr Xi said, �We must rely on ourselves for
grain security.� 

In the early 1960s, even as tens of mil-
lions of Chinese starved in a brutal famine,
Mao Zedong was reluctant to import grain.
Now, though, China is deeply integrated
into global commodity markets. It is not
alone: Japan and South Korea both import
73% of the grain they consume. Saudi Ara-
bia imports 87%. Yet o�cial policy in China
still calls for 95% of China’s grain demand
to be met by domestic production. 

To many economists, the very idea is
nonsensical. Given global price disparities
and China’s comparative advantages, they
say, China should import more of its food
rather than dedicate limited land and wa-
ter resources to growing it all. Feng Lu of Pe-
king University says earning enough for-
eign exchange through exports to import
whatever grain you need could be de-
scribed as self-su�ciency. In 1961, he reck-
ons, China would have needed 25% of total
export revenues to meet domestic grain
shortfalls through imports. Today, that pro-
portion is at most 2%.

�Grain� is a term that also needs careful
de�nition, adds Mr Lu. China is meeting its
95% target, but only if soyabeans are not in-
cluded. It now buys vast amounts of soya-
beans, especially from Brazil and America.
Imports stood at 4.3m tonnes in 1999; by
2010 they had risen to 58m tonnes. In a re-
cent article in the China Economic Quarter-
ly, Huang Jikun of the Chinese Academy
of Sciences predicts that imports will reach
90m tonnes by 2030. Most of the increase,
he says, will be used for feed in the meat in-
dustry. Including soyabeans, says Mr
Huang, China last year met 88% of its de-
mand with domestic production.

The impulse to go it alone remains
strong enough that Mr Xi, still consolidat-
ing his position as party chief, felt the need
to pay it lip service. Many Chinese are
haunted by the history of famine, or re-
main loyal to Maoist ideas. Others are sim-
ply protectionists concerned with preserv-
ing market share. Security hawks warn
that, in wartime, an import-dependent

China could see food embargoes used as a
weapon against it. 

But there is plenty of liberal scorn for
such opinions, too. Mao Yushi, an econo-
mist, wrote in 2009 that if the entire world
were to impose a grain embargo on China,
�certainly it would be because we our-
selves had committed some huge and
dreadful crime against heaven. Even if
there were grain to eat, it would not be
good times for the Chinese people.� 7
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As China globalises, some still think it
should be self-su�cient in food

Popular pastimes

Dancing queens

ON OCTOBER 11th a story buried on
page 15 of a Beijing newspaper drew

national attention. A man in Changping,
on the edge of the capital, had allegedly
�red a shotgun into the air and set loose
three Tibetan masti�s to scare away a
group of women whose public dancing
annoyed him. The man was arrested, but
received much sympathy online. 

Groups of people, often older wom-
en, dancing in public, are an increasingly
common sight in Chinese cities. In the
early morning and evening they set up
loudspeakers in parks or squares to
exercise, gossip and show o� a little. 

They call it guangchangwu, or �square
dancing�, after the venues where they
meet. Syrupy songs, and Western styles,
are much in favour. The tunes of Phoenix
Legend, a duo from the song-and-dance
troupe of China’s strategic missile force,
are hugely popular among guang-
changwu a�cionados. 

Many people grumble about the
grannies and their throbbing music.
Altercations often break out. The mayor’s
hotline in Hefei, in the central province of
Anhui, has received more than 200 com-
plaints about guangchangwu so far this
year. But o�cials are usually reluctant to
intervene. As one local-government
website put it: dancing grannies are
preferable to those �wallowing in mah-
jong and other bad activities�. 

BEIJING

Grooving grannies encounter opposition 

Slow, slow, quick, quick, run for it

�PLEASE release him,� read the simple
headline in three large-type Chinese

characters on the front page of the October
23rd edition of New Express, a newspaper
in the southern city of Guangzhou. Even
with its polite phrasing, the front-page
plea�and a sarcastic accompanying edito-
rial�marked an unusually confrontational
tone for a Chinese newspaper. 

The object of the plea was Chen Yong-
zhou, a reporter who had written 15 articles
alleging �nancial irregularities by Zoom-

lion, a maker of construction equipment in
Changsha, the capital of Hunan province,
700km (435 miles) away. Mr Chen, said the
editorial, was detained in Guangzhou by
police from Changsha �on suspicion of da-
maging the commercial reputation� of
Zoomlion. The paper accused the Chang-
sha police of acting �outside their jurisdic-
tion� and described the company’s in�u-
ence with police as a �secret weapon�. It
said it stood by Mr Chen’s stories, adding:
�We have always believed that if we just go
out and responsibly do our reporting, there
won’t be any problem.� 

Alas, as the paper might have known
after 64 years of Communist Party rule,
things are not so simple in China, where all
media are ultimately controlled by the
state. Local papers answer �rst to local
leaders, who sometimes let them report
venal goings-on in other provinces, if not
on their own doorstep. Central authorities
also sometimes call on the press to act as a
watchdog against corruption, but then re-
act harshly when that call is answered.

Reporters are pushing the boundaries
every day. Mr Chen’s articles probably an-
noyed Hunan o�cials who took matters
into their own hands. The call for his re-
lease is more likely to be part of a local spat
than a harbinger of broader press freedom.
But liberals (and detained journalists) will
take what they can get. It is a sign of the
changing world of China’s media that any-
one dares to speak out at all. 7
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ABHIJIT SANYAL is sitting on a beach-
chair watching frothy waves roll in

from the Indian Ocean. He arrived in Tan-
zania a year ago after a career in his native
India with Unilever, an Anglo-Dutch con-
sumer-goods giant. ChemiCotex, an indus-
trial company in Dar es Salaam, hired him
as chief executive to oversee the expansion
of its �tooth-and-nail business�, which
dominates the Tanzanian market for den-
tal care and metal goods. 

�A lot of the challenges here are famil-
iar to someone like me from India,� he
says. �And so are the solutions.� Distribu-
tion is hampered by poor infrastructure, as
is the electricity supply. Ancient and mod-
ern manufacturing processes co-exist un-
easily. Most customers are middle- and up-
per-class; the rest are too poor.

What surprised Mr Sanyal when he ar-
rived was how often people in Tanzania
mistook him for a local. �On a new conti-
nent you expect residents to recognise you
instantly as an outsider�but not here.�
East and southern Africa host large popu-
lations of people from the subcontinent,
mainly India. Most distributors of Sam-
sung goods in Kenya are Indian. Many of
their ancestors came as railway-workers
and traders in the early 20th century. The
rupee was then east Africa’s main curren-
cy. Mahatma Gandhi spent two decades in
South Africa and Jawaharlal Nehru, inde-
pendent India’s �rst prime minister,
backed African nationalist movements in

the 1950s. Until 1999 India’s trade with Afri-
ca exceeded China’s. �It’s not called the In-
dian Ocean for nothing,� says Mr Sanyal.

The Chinese have arrived en masse
since the turn of this century and have
quickly come to be seen as dominant in-
vestors. But Indians are far from cowed. A
new wave is crossing the ocean, some com-
ing alone or as salarymen, working for or
with locals, even managing them. Cities
such as Dar have fast-growing Indian expa-
triate communities. The charge is led by In-
dian private-sector behemoths such as
Bharti Enterprises, Essar and Tata. Rather
than focusing on trading goods, they in-
creasingly invest in the continent. Bharti
Airtel bought an Africa-wide mobile
phone network in 2010 for $10.7 billion.

Private �rms are joined by India’s state
energy companies. Oil and Natural Gas
Corp, India’s biggest oil explorer, bought a
10% stake in a Mozambican o�shore gas-
�eld for $2.6 billion in August. The com-
pany said the �eld has the �potential to be-
come one of the world’s largest�. In June,
Indian �rms spent $2.5 billion on a share in
a Mozambican oil�eld. India is keen to en-
sure access to fuel supplies and raw materi-
als for its fast-growing economy.

Agriculture is another focus. Indians
have invested more than $1billion in farms
in Ethiopia. Karuturi Global from Banga-
lore, the world’s biggest producer of cut
�owers, employs 5,000 people at a rose
farm on the shores of Lake Naivasha in

Kenya. They send more than 1m stems a
day to Europe, which is easier to reach
from Africa, especially thanks to favour-
able EU trade arrangements. 

Nigeria is emerging as another popular
stamping-ground. Its population of 170m,
Africa’s biggest by far, has growing con-
sumer demand and sits in the same time
zone as Europe, which is useful for Indian
call centres. Indian energy �rms are bid-
ding for parts of Nigeria’s electricity grid
that are being privatised for billions of dol-
lars. Indian drug companies are the biggest
supplier of pharmaceuticals in Nigeria,
with revenues growing by 35% a year.

Most Indian �rms come to Africa under
their own steam, but they can increasingly
count on their government’s political and
diplomatic heft. India’s navy takes an in-
creasing part in international e�orts to
stamp out piracy in the Indian Ocean.
America is supportive, not least to counter
Chinese in�uence in Asian waters. 

In many ways Africa is a test of how In-
dia intends to behave as a rising power.
Unlike other continents, particularly Asia,
where India is expanding its presence, Afri-
ca is a relatively open space: a new power
has more freedom to chart its own course.
One question often asked in Beijing and
Washington, for di�erent reasons, is how
much additional legitimacy India enjoys
in Africa for being a democracy.

As it strives to do business there, will it
also seek to liberate politics? Tellingly, In-
dia is copying a Chinese model of invest-
ment: the provision of oodles of trade �-
nancing, the opening of lots of embassies,
frequent talks with African leaders, elabo-
rate regional summits and friendly rheto-
ric about the virtues of �south-south co-
operation�. The Indian government has of-
fered more than $10 billion in loan
programmes to �nance trade and invest-
ment by Indian companies, still far behind 

India and Africa

Elephants and tigers
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Chinese businessmen in Africa get the attention, but Indians are not far behind
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the �nancing on o�er from Chinese state
banks. But India’s cumbersome bureauc-
racy keeps tripping up its businesses. Indi-
an �nancing for the Katende hydroelectric
project in Congo took three years to come
through, whereas China provided funding
for a similar project in three months.

India has held two summits with Afri-
can governments, in 2008 and 2011, and
plans another next year. It is also negotiat-
ing a mechanism with South Africa for set-
tling much of the $14 billion-a-year trade
between the two countries in local curren-
cies. India’s commerce minister, Anand
Sharma, says he expects trade with Africa
as a whole to rise to $100 billion in 2015, up
from $70 billion today and less than $5 bil-
lion a decade ago. China’s African annual
trade with Africa is worth $200 billion. 

Competition between India and China
in Africa is played down by both sides. In-
dians like to point out that Chinese histori-
cal links to the continent are much weaker
than their own. Mao Zedong tried hard in
the 1960s, but his descendants �stick out
like a sore hand�, says a Mumbai native. 

The two Asian giants certainly compete

for the same energy resources and infra-
structure deals, with China a pip or more
ahead when it comes to the biggest con-
tracts. But that comes at a cost for the win-
ner. India bene�ts from being somewhat
less prominent. The Chinese are derided
by some Africans as new colonialists,
propping up brutal rulers and corrupting
democratic ones. Indian businesses have
encountered fewer suspicions, even
though they support many of the same
dictators, including those in Angola, Sudan
and Zimbabwe. 

Indian businesses have been better at
invading Chinese turf than vice versa.
When selling turbines or mining ore, the
Asian behemoths compete head on, yet in
running hospitals or telecoms the private
Indian operators have little to fear from
China’s �rms, which are still state-owned.
They thus prove wrong a doyen of Indo-
African relations, Mahatma Gandhi, who
observed in the early 20th century, �The
commerce between India and Africa will
be of ideas and services, not of manufac-
tured goods against raw materials after the
fashion of Western exploiters.� 7

Guinea’s election

Investors need reassurance

ON A thundery Saturday in late Sep-
tember, vehicles were banned from

the bustling boulevards of Guinea’s
capital, Conakry. Youngsters turned the
streets into improvised football pitches,
as adults queued patiently to vote in the
country’s �rst general election since
2002. It was a jovial and generally peace-
ful day. But it was followed by a nerve-
racking delay of nearly three weeks
before the electoral commission at last
released provisional results on October
18th. Accusations of fraud have been
�ying. Guinea’s politics is as turbulent as
ever, and mistrust is rife. Many now fear
that violence may erupt during and after
the presidential election due in 2015.

President Alpha Condé’s Rally of the
Guinean People (RPG) topped the poll
with 53 seats, just short of an absolute
majority. Its closest challenger, Cellou
Dalein Diallo’s Union of Democratic
Forces of Guinea, came second, with 37
seats. A party led by Sidya Touré, a for-
mer prime minister, which was part of
the previous ruling coalition, came a
distant third. The rest of the 114 seats went
to smaller parties. Mr Condé needs the
support of four more MPs to have a
working majority.

A broad range of foreign election
observers noted �breaches and irregular-
ities� deemed signi�cant enough to cast

doubt on the election’s legitimacy. Oppo-
sition parties, claiming fraud on a mas-
sive scale, have asked the Supreme Court
to annul the results. The ruling RPG, for
its part, has challenged the outcome in
some opposition strongholds.

The vote was at �rst set to take place
within months of Mr Condé’s presi-
dential victory in 2010, but was repeat-
edly delayed. Trust between the opposi-
tion parties and the government �zzled,
leading to lethal street protests. The row
over the provisional results has now
raised fears of renewed violence. An
opposition spokesman, Aboubacar Sylla,
says his party has little faith in the Su-
preme Court, whose judges are said by
some to be close to Mr Condé. The oppo-
sition has yet to decide what to do if the
court upholds the provisional results. 

Guinea is one of the world’s leading
producers of aluminium ore and has
large deposits of iron, gold and dia-
monds. But thanks to decades of dic-
tatorship and misgovernment, such
riches have done little for ordinary Guin-
eans, 60% of whom, according to UN

reports, live in dire poverty. The country
has been without an elected parliament
since a military coup in 2008. The ensu-
ing instability has made foreign investors
nervous. The latest election was meant to
allay their fears. Alas, it has yet to do so. 

CONAKRY

Last month’s general election has made people more nervous than ever

AT THE Spark primary school in Fern-
dale, a suburb of Johannesburg, Lesedi

and his classmates work quietly through a
computer programme that teaches arith-
metic. Lesedi’s screen poses a question:
�5+2 =?� When he enters the correct answer,
his screen �ashes like a slot machine pay-
ing the jackpot. In the next room a maths
lesson is led by Dee Moodley. The class
counts in unison to 200 in intervals of ten.
Answers even to maths questions must be
given in complete sentences. English is a
second language for most pupils, and ev-
ery chance is taken to brush up their skills. 

This model of �blended learning�, in
which classes given by teachers are mixed
with computer-based lessons, is new to
South Africa. Yet the Spark school, which
opened in January and charges 13,000 rand
($1,300) a year, already has a waiting list.
Spark is to open a second school next year
and plans a total of 64 in the next decade.
The speed with which such a new chain is
attracting customers re�ects a growing
preference among South African parents
for their children to be educated privately.

Just how fast demand is growing is not
clear. The education department reckons
the numbers enrolled in private schools
rose by 76% in the decade to 2010, a time
when many state schools closed. It puts the
number of such schools in 2012 at 1,571, 6%
of the total. The true �gure is almost cer-
tainly larger, says Ann Bernstein of the
Centre for Development and Enterprise 

Education in South Africa

Class action

JOHANNESBURG

Why poor parents increasingly send
their children to private schools 
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(CDE), a think-tank, which has just pub-
lished a report on low-fee private schools.
Umalusi, a regulator, said recently it had
3,500 such schools to watch. Many others
do not register to avoid the regulator’s fees. 

The reasons why private schools are
mushrooming are not in doubt. Although
South Africa is a middle-income country,
its education system is anything but mid-
dling. The Swiss-based World Economic
Forum ranks it 146th out of 148 countries�
and last in mathematics and science. This
is not for want of money. Education chews
up a �fth of the state’s budget. Teachers are
relatively well paid. But standards are low
and results dismal. Only four in ten pupils
that start school stick it out to pass the ma-
tric, the school-leavers’ exam, though the
pass mark is as low as 30%, says the CDE.
Just 12% achieve high enough marks to get
into university. And only 11% get a mark of
40% or above in maths. 

It is hard to call state schools to account
for this. Teachers’ unions have blocked the
use of school inspectors or performance
reviews. So more poor parents are willing
to pay to send their children to private
schools, the kind that run out of customers
and money if they perform badly. 

Marrying access for poor pupils and
high-quality teaching is hard. Set fees too
high, and only the rich can a�ord them; set
them too low, and there is too little money
to compete for good teachers. So schools
often look to boost their fee income. Vu-
leka, a chain of seven primary and nursery
schools in Johannesburg, charges fees of
14,000 rand a year. Its results in reading
and maths are well above average, but it
pays its teachers a bit less than the going
rate to keep fees down. �Teachers who
want to teach know they will be supported
here,� says Melanie Sharland, the execu-
tive head. Even then Vuleka must raise
2,400 rand per pupil to cover teaching
costs. A �fth of pupils get help with fees.
Many are orphans. So yet more money
from donors is needed. 

Vuleka also gets a subsidy of 25% of the
11,000 rand the state says it costs to educate
a child. Private schools that set their fees
low enough qualify for a subsidy of up to
60% of that �gure. Ms Bernstein says the
proportion should be at least 90%, as in
Pakistan and Chile. Yet many schools are
unwilling to rely on payments from the
state, which often arrive late or not at all. 

Spark eschews them. It runs on a strict
for-pro�t basis because its founders, Stacey
Brewer and Ryan Harrison, believe that a
model that relies on donations cannot
work on a national scale. Instead it looks to
blended learning and other innovations to
keep its running costs down.

The ruling African National Congress,
whose leaders once embraced Marxism, is
unlikely to celebrate the rise of private
schools for the poor. But nowadays it will
be loth to inveigh against them. 7

MORE than two years after Sudan’s
southerners voted for a country of

their own, some people in lands along the
new border with the old rump Sudan re-
main in limbo. Acuil Akol comes from
Abyei, a triangle of contested territory
whose residents are mostly Ngok-Dinka,
an o�shoot of South Sudan’s largest tribe.
He and his neighbours were meant to have
a vote in 2011 to decide whether to join the
south. But rows over who is entitled to vote
have delayed it. Tired of waiting, he is now
leading e�orts to stage an uno�cial refer-
endum to �tell the world what we want�.

Ngok-Dinka like him, most of them
crop-growers as well as cattle people, are
opposed by the Misseriya, a tribe of Arab
nomads who graze their cattle in Abyei for
only a few months a year and want it to
stay with the north. They will not take part
in the coming vote, due by the end of Octo-
ber. It will have no legal force and its out-
come will not be recognised by the govern-
ments of north or south.

Yet it could reignite �ghting between
former civil-war foes. The International
Crisis Group, a Brussels-based think-tank,
noted in 2007 that �what happens in Abyei
is likely to determine whether Sudan con-
solidates the peace or returns to war�.

Despite claims to the contrary, Abyei
does not have much oil. But the grazing is
good, even during the dry season, making
it valuable for pastoral people. Moreover,
some of South Sudan’s leaders come from
the area and are loth to give it up. 

In the north, too, Abyei’s status has
gained symbolic importance. Omar al-Ba-
shir, Sudan’s president, promised the Mis-
seriya that he would never cede their pas-

tures. He has de�ed repeated deadlines set
by foreign peacemakers to �nd a solution,
and has ignored a supposedly binding de-
cision in 2009 by the Permanent Court of
Arbitration in the Netherlands. When the
north has felt its control of the territory to
be challenged it has sent in its army or al-
lied militias to drive out tens of thousands
of the Ngok-Dinka.

The south and its backers sympathise
with their Dinka cousins, but were not pre-
pared to delay secession for their sake. In-
stead they have quietly built up their mili-
tary presence nearby, while they wait to
see if there will be a �ght.

Aly Verjee, a regional expert at the Rift
Valley Institute, a think-tank, likens Abyei
to Cyprus, a divided island state that long
soured relations between Greece and Tur-
key. With neither side in Sudan prepared to
admit past mistakes, says Mr Verjee, �there
is little the international community can
do�. For Abyei’s people, �rst promised a
vote on self-determination in 1972, a
home-made referendum may be the best
they can hope for. 7

The Sudans

Big �ght over a
small place

NAIROBI

A border dispute is as dangerous as ever

SPEED is not generally associated with
the hushed style of traditional Saudi di-

plomacy, yet the abruptness of the king-
dom’s �ip-�op on October 18th was stun-
ning by any standard. In the morning,
Saudi diplomats in New York were trum-
peting their country’s election to a coveted
two-year stint as a temporary member of
the UN Security Council: a cause for rejoic-
ing and a �de�ning moment� in the king-
dom’s history, enthused the Saudi ambas-
sador to the UN, Abdullah al-Mouallimi. 

Yet within hours, word came from the
Saudi capital, Riyadh, to cancel the celebra-
tion. In a step unprecedented since the
UN’s creation, the kingdom declared that it
would renounce the seat. The council had
failed to bring peace to the Middle East, it
said, noting in particular Palestine and the
civil war in Syria. So membership would
be refused until the council is reformed. 

It is hard to understand how Saudi Ara-
bia can advance a reformist agenda by
shunning engagement with the very insti-
tution it says it wants to change. It is also
hard to see how the decision squares with
the months of lobbying and preparation
the Saudis had put into their bid for the
seat. At least a dozen Saudi diplomats had
spent much of the past year training in
New York for the expected wider duties of 

Saudi diplomacy

Pique your
partners

Saudi rejection of a seat at the UN
Security Council is a snub to America

 



Saudi Arabia’s women drivers

Ovarian issue

WHEN a group of Saudi women �rst
took to the kingdom’s roads to �out

its ban on female drivers, they publicised
their protest by fax and videocassette.
The 47 participants su�ered �nes, travel
bans, social ostracism and, in some cases,
the loss of government jobs. The ban
itself, 23 years and many protests later,
remains. But much else has changed. 

The campaigners behind a drive-
along protest scheduled for Octo-
ber 26th have put it on Twitter,
Facebook and a slick website.
Their petition demanding
that the government
issue driving licences
to women has gath-
ered close to 17,000
signatures. A call for
women to upload videos
of themselves driving has
already gathered dozens of clips.
The footage of headscarved ladies
navigating suburban tra�c may
scarcely be thrilling, but some have
scored over 100,000 web viewings. 

For the �rst time, too, women have
allies in government. Earlier this year
King Abdullah named 30 female mem-
bers to the previously all-male Shura
Council, the royally-appointed proto-
parliament. Three of the new women in

it have voiced open support for an end to
the driving ban.

But the campaign’s opponents have
changed tactics, too. O�cial monitors
have blocked its website. Tweeters in
favour of the ban, derided by campaign-
ers in the kingdom as �eggs� for leaving
blank the oval space for their own por-

trait that the messaging service pro-
vides, are putting out reams of nega-

tive comment. Some have sought
to dampen support for women

wanting to drive by spread-
ing false rumours of an

imminent government
move to lift the ban. 

More traditional
foes of change have

also been active. On
October 23rd a group of

200-odd clerics gathered
outside the royal court to de-

nounce what they described as a
�conspiracy� to put women behind

the wheel. Last month Sheikh Salah
al-Luhaydan, a well-known cleric who
also practises psychology, claimed on a
popular Saudi website that it has been
scienti�cally proved that driving �a�ects
the ovaries� and leads to clinical dis-
orders in the children of women who are
foolish enough to drive.

CAIRO

Will Saudi women ever be allowed behind the wheel of a car?
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2 council membership. 
So the reasons for the sudden Saudi

move likely lie elsewhere, such as in Wash-
ington, DC. King Abdullah, now 89, is
known for his occasional bursts of frank
impatience with the kingdom’s oldest and
strongest ally. Back in 2001 he penned a fu-
rious letter to America’s then-president,
George Bush, over his perceived failure to
tackle the Israel-Palestine issue, though
this was swallowed in the turmoil follow-
ing the 9/11 terrorist attacks. In recent
months Saudi frustration with what it sees
as a dithering, unreliable ally has swiftly
mounted. 

The kingdom strongly backed the mili-
tary coup in Egypt in July that overthrew a
Muslim Brother-led government. But rath-
er than voicing the tacit support the Saudis
expected, Barack Obama’s administration
responded with wary prevarication and a
reduction in aid. A second shock came
with Mr Obama’s sudden moves towards
rapprochement with Iran, a country the
Saudis see as a hostile Shia power and a
bitter regional rival. Years of patient e�ort
to sustain and fortify an anti-Iranian front
may now be wasted, the Saudis fear. 

But the sharpest cause for kingly ire has
been America’s failure to punish President
Bashar Assad and his regime in Syria for
breaching Mr Obama’s own much-touted
�red line� against the use of chemical
weapons. Not only did the pro-rebel allies
lose a golden chance to trounce Mr Assad
and roll back the in�uence of his main ally,
Iran. The Americans’ perceived cowardice
has also, in Saudi eyes, boosted the narra-
tive of al-Qaeda-style radicals, who have
said all along that the West was not to be
trusted. Varied jihadists now threaten to
take over the core of the armed opposition
force, whose moderate wing the Saudis
have assiduously cultivated, including by
providing facilities on Saudi soil for Ameri-
can instructors to train Syrian �ghters. 

In Paris on October 21st and at a gather-
ing the next day in London of the �Friends
of Syria�, a group of 11 countries backing
the opposition to Mr Assad, delicate meet-
ings took place between Prince Saud, the
Saudi foreign minister, and John Kerry, the
American secretary of state, who sought to
reassure each other that help from the
West and from the Gulf goes to the less ex-
treme of the Syrian rebel factions. Mr Kerry

is said to have implored the Saudis to re-
think their rebu� to the Security Council. 

This will take more than sweet talk.
Prince Turki al-Faisal, a long-time former
head of Saudi intelligence, explained re-
cently in Washington that the Saudis feel
�a high level of disappointment in the US

government’s dealings,� noting pointedly
that �we never act impulsively.� 

Some suspect that the Saudis, by reject-
ing the UN council seat, intend not to revert
into shyness, but to adopt a more aggres-
sive regional role. By this reasoning, they
are not simply throwing up their hands in
despair but are acting in the expectation of
future clashes with the Security Council,
perhaps over Iran and Syria. In recent
months, commentators known to express
publicly what princes say in private have
hinted at a growing Saudi impatience for a
bolder foreign policy. This could include a
go-it-alone e�ort to topple Mr Assad. 

Yet despite its immense wealth, the mil-
itarily feeble kingdom still needs friends,
particularly in a world where oil prices
may well decline. This could be another
reason for its sudden reticence. Saudi Ara-
bia has always preferred closed-doors di-
plomacy to open forums. A seat in the
UN’s topmost council would have risked
exposing, repeatedly and in full public
view, a widening policy gap between the
kingdom and its closest ally. This would
not only represent a break with tradition,
but could be seen in Riyadh as a strategic
mistake that could be tricky to correct. 

As if the secretive Saudis needed re-
minding of the perils of greater scrutiny,
the UN’s Human Rights Council on Octo-
ber 21st castigated the kingdom for a slew
of violations. Two leading watchdogs, Hu-
man Rights Watch and Amnesty Interna-
tional, submitted excoriating reports, not-
ing the country’s failure to stop
persecuting dissidents and to end discrim-
ination against religious minorities and
women (see our article above). 7

King Abdullah, cross with Uncle Sam
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ONE day after the 631 members of Ger-
many’s new parliament took their

seats on October 22nd, the two largest of
the four parties now in the Bundestag be-
gan negotiating a governing partnership.
Together, they hold 80% of the seats. On
the centre-right are the Christian Demo-
cratic Union (CDU) of Angela Merkel, the
chancellor, and the CSU, its Bavarian sister
party. On the centre-left are the Social
Democrats (SPD). Most Germans say they
want such a �grand coalition� for stability.
But many are also starting to worry that
the resulting tiny opposition may be too
weak to keep German democracy vibrant.

Mrs Merkel’s camp fell just short of an
absolute majority of seats, so it needs a
partner. For the �rst time its natural allies,
the pro-business Free Democrats, did not
get into the Bundestag. The Left party, large-
ly descended from the Communist Party
of East Germany, is too radical. The centre-
left Greens, in upheaval after their poor
showing in the election, have said no to
any coalition. 

That leaves only the Social Democrats.
And even they are not certain to play ball.
The plan is for 12 teams, overseen by a
group of 75 party elders, to haggle out a co-
alition contract by late November. That
deal will then be put to a vote by the SPD’s
470,000 party members. Most of them tell
pollsters that they are against a grand co-
alition. If they reject the deal, Mrs Merkel
will have to approach the Greens again or

tive than their western counterparts. Econ-
omists are warning that this level is too
high and would cost jobs. Employers wor-
ry that politicians would compete before
every election to bid it up more. 

Other likely concessions to the SPD in-
clude easing the rules for children of immi-
grants to keep their dual citizenship, invest-
ing in roads and schools, and raising
pensions. But the CDU and CSU will balk
at SPD demands to raise taxes and fully
equalise gay marriages. 

Happily, this will leave negotiators
clean slates for the two biggest challenges
Germany faces. One is its ambitious transi-
tion from nuclear and fossil-fuel energy to
sun and wind, which risks making Ger-
man industry uncompetitive and burden-
ing households with much higher bills. A
grand coalition must reform subsidies for
renewable energy and �nd a way to main-
tain enough coal-�red plants as backup.

The second challenge is Europe, where
Mrs Merkel’s vision points towards giving
Brussels more power to discipline the bud-
getary and economic policies of euro-zone
countries. These are potentially big
changes, perhaps even needing amend-
ments to Germany’s constitution, which
would require a two-thirds vote in parlia-
ment. But a grand coalition with 80% can
do almost anything. 

The �rst grand coalition, in the 1960s,
had 90% of seats but was only a stopgap
solution lasting three years. The second, in
Mrs Merkel’s �rst term from 2005 to 2009,
had 73%, which still gave the opposition
more than the necessary 25% to audit the
government by, say, referring legislation to
the constitutional court. With only 20%
jointly, however, the Left and the Greens
would barely be able to speak in the de-
bates. One of the �rst things the new Bun-
destag must do is to change its own rules to
help smaller parties. 7

try to govern with a minority, perhaps trig-
gering a fresh election.

More probably, she will try to keep the
two least predictable actors in the talks in
check. In her camp, this is Horst Seehofer,
the boss of the CSU, which is nominally in-
dependent. Mr Seehofer may try to push a
few populist conservative policies, such as
a toll for foreigners driving on German mo-
torways. On the SPD side, the wild card is
Hannelore Kraft, the premier of North-
Rhine Westphalia. Apparently positioning
herself to run for chancellor in 2017, she has
poured most doubt on a grand coalition in
recent weeks. The i�est moment during
the exploratory talks occurred when one
CSU rabble-rouser provoked her into yell-
ing at him. The SPD’s chairman, Sigmar Ga-
briel, and Mrs Merkel had to call a break
and calm the combatants down. 

After that, everyone behaved. Mr See-
hofer let slip that he could imagine having
a statutory minimum wage of �8.50
($11.60), the main concession demanded
by the SPD. Germany is unusual among
rich countries in not having a minimum
wage. Its employers and unions bargain
collectively to set wages, which the gov-
ernment then applies to a whole industry.
From rubbish collection to construction, 15
sectors thus already have minimum
wages, some above �8.50 and some below. 

The Social Democrats want to set �8.50
for all sectors in all regions, even in eastern
Germany, where workers are less produc-
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IN JULY, when revelations by Edward
Snowden were just beginning to drip out

about the breathtaking extent of American
spying on its own citizens and allies along
with its enemies, Barack Obama, the
American president, was still hoping
everyone would simply calm down.
�Here’s one last thing,� he said at one press
conference. �I’m the end user of this kind
of intelligence. And if I want to know what
Chancellor Merkel is thinking, I will call
Chancellor Merkel.�

He was speaking about Angela Merkel,
one of the most pro-American leaders of a
country that has been one of America’s
closest allies. For her part, Mrs Merkel also
spent the summer trying to minimise the
scandal. She was in the throes of an elec-
tion campaign and her opponents were
trying to paint her as either naive or weak
in the face of American violations of Ger-
man privacy that were being compared to
the practices of the Stasi, East Germany’s
notorious secret police. 

Mrs Merkel was re-elected in Septem-
ber, but the scandal did not go away. Each
new revelation has caused fresh outrage
somewhere. The Americans allegedly
spied on the leaders of Brazil and Mexico
and o�ces of the European Union. On Oc-
tober 21st Laurent Fabius, the French for-
eign minister, summoned the American
ambassador in Paris after Le Monde, a
newspaper, reported the huge scale of al-
leged American spying on French citizens.
According to Le Monde, the National Secu-
rity Agency (NSA) recorded 70.3m items of
French telephone data between December
10th, 2012 and January 8th, 2013 and col-
lected tens of thousands of French phone
records. The NSA’s targets appeared to be
individuals suspected of links to terrorism,
but also people tied to French business or
politics. France’s president, François Hol-
lande, telephoned Mr Obama to demand
an explanation of these reports.

Then, only two days later, Mr Obama
got a call from Mrs Merkel. It may have
been the most awkward conversation he
has had on the topic yet. Mrs Merkel de-
manded to know whether the Americans
were tapping her mobile phone. A Ger-
man magazine, Der Spiegel, had asked Ger-
many’s intelligence agencies this, as a re-
sult of which Mrs Merkel discovered
reasons to suspect as much. 

Not now and not in future, Mr Obama
replied. This conspicuously left one tense
unaccounted for: the past. Germans must

assume that their chancellor has in fact
been bugged and are wondering what
they will discover next.

If there was such espionage, it amounts
to �a grave breach of trust� among friends,
said Mrs Merkel’s spokesman. Germany’s
foreign minister, Guido Westerwelle, fol-
lowed his French colleague by angrily
summoning the American ambassador in
Berlin. America’s image has been sinking
in Germany and Europe ever since the rev-
elations began. Many EU negotiators are
losing their zeal to discuss a free-trade
agreement with America without clarify-
ing their overall relationship.

On the same day that Mrs Merkel called
Mr Obama, the European Parliament vot-
ed to recommend that the EU suspend an
arrangement with America in which they
share a money-transfer database. As Euro-
pean leaders arrived in Brussels on Octo-
ber 24th for the latest EU summit, Ameri-
can spying was not o�cially on the
agenda. Many were itching to talk serious-
ly about it nonetheless. 7

Germany and America

Bugging Mrs
Merkel

BERLIN

Not even the German chancellor is safe
from American snoops

EACH time it looks as if things cannot get
much worse for François Hollande,

they do. Having su�ered a by-election hu-
miliation at the hands of the far-right Na-
tional Front, and seen one of his ministers
eliminated from the race for the Socialist
nominee to be mayor of Marseille, the
president was this week facing perhaps the
worst crisis of con�dence in his leadership
since he was elected 18 months ago.

It all began with Leonarda Dibrani, a 15-
year-old Roma from Kosovo. On October
9th she was stopped by the police while on
a school trip and expelled along with her
family, who had sought asylum in France.
Families illegally resident in the country,
who have exhausted their rights under the
law, are often sent home without creating a
fuss. But this case captured the imagina-
tion. It involved a Roma girl who, by at-
tending school, seemed to be a model of
the �integration� that Manuel Valls, the
tough-talking interior minister, recently
said provocatively was not what Roma
sought. Worse, she was taken o� a bus dur-
ing a school outing. 

The outcry from Mr Hollande’s own
camp was instant. Vincent Peillon, the edu-
cation minister, said that school should be
a �sanctuary� from such evictions. Claude
Bartolone, the Socialist parliamentary
speaker, said that the left was at risk of �los-
ing its soul�. Socialist deputies called the
expulsion �scandalous� and demanded
the return of the Dibrani family, as did ly-
cée students who took to the streets to prot-
est. Almost alone in government, Mr Valls
argued that the law had to be applied.

Mr Valls’s views were backed by an o�-
cial report, published on October 19th,
which found that the procedure for evic-
tion was �justi�ed by law�. Since the girl’s
father had illegally entered France in 2009,
the family’s case had gone before three tri-
bunals, including a court of appeal, each of
which rejected their asylum request. Al-
though the report said that the police
�lacked judgment� in stopping Ms Dibrani
during a school trip, it noted that the teen-
ager’s mother and �ve other children had
prepared their bags that morning for the
�ight out; that the authorities were trying
to keep the family together for the trip; and
that Ms Dibrani had been handed over to
the police calmly, out of sight of her class-
mates. Ms Dibrani, it also noted, had been
absent from school for 21 days since the 
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A mishandled
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François Hollande is under �re even
within his own camp

Leonarda calling her friends in France
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�THE next election campaign will be
brutal,� said Ferenc Gyurcsany, a for-

mer prime minister, in a recent interview
with Der Standard, an Austrian daily. Ac-
cording to Mr Gyurcsany, who leads the
Democratic Coalition, a small centre-left
party, the campaign is not about taxes,
health care or any other public policy. It is
about one simple question: �With him or
without him?�

The man in question is Viktor Orban,
Hungary’s prime minister, who has
dominated politics more than anybody
since Janos Kadar, who led the country for
32 years before the collapse of commu-
nism. After eight years of left-wing govern-
ment, Mr Orban won a landslide victory in
2010 that gave him a two-thirds majority in
parliament. He has since reformed the
country with missionary zeal, and has
written a controversial new constitution
that came into force in January 2012. Many
of Mr Orban’s changes had a dual purpose:
expunging the communist past and con-
solidating power for his right-wing Fidesz
party economically as well as politically.

Does the left have a realistic chance of
regaining power from Mr Orban, who was
recently overwhelmingly re-elected as Fi-
desz’s leader? Fidesz now leads with a mar-
gin of up to 8%, concedes Gordon Bajnai,
who served as a technocratic prime minis-
ter between 2009 and 2010, and entered
politics last October as head of Together
2014 (E14), an umbrella organisation that
aims to draw support from the centre. The
�fear factor� is strong, he says. A teacher in
a small town will send her parents to E14

meetings rather than attend herself, for 

Hungarian politics

Bitter battle ahead

BUDAPEST

Can the left win next year’s elections?

Bajnai has enough of Orbanland

start of September.
In response, however, Mr Hollande de-

cided neither to uphold the law fully, nor to
o�er the family asylum, but to opt for a bi-
zarre third way. In a formal televised ad-
dress of the sort usually reserved for mat-
ters of state, he said that Ms Dibrani could
return to France and continue her school-
ing�but without her family. This
prompted only more indignation. Harlem
Désir, the leader of Mr Hollande’s own
party, openly de�ed him by calling for all
the Dibrani children and their mother to
be allowed to return to France. Jean-Vin-
cent Placé, a Green senator, whose party

sits in government, urged lycée students to
hold fresh demos.

The upshot is that an enfeebled presi-
dent �nds his authority at risk in his own
camp. Libération, a left-leaning newspaper,
called the a�air �devastating� for him, as it
showed the limits of compromise. Mr Hol-
lande does not want to undermine Mr
Valls, his only popular minister, whose
stance on the Dibrani case was backed by
public opinion. Yet nor is he ready to take
on the rebellious left of his party, the
Greens or even Mr Désir. The result was a
messy fudge that looks more like confu-
sion than consensus-seeking. 7

THE car bomb that Inés del Río’s unit of
ETA, a Basque separatist group, planted

in Madrid’s República Dominicana square
killed ten people and maimed many more.
They were not her unit’s only victims. The
list includes 13 others, targets or passers-by.
One was an American executive, Eugene
Brown, visiting Madrid on business.

Like all Spanish murderers found guilty
at trial, Ms Del Río was sent to jail. There is
no life term or death sentence in Spain. Her
sentences totalled 3,828 years, but ran con-
currently, with the law specifying a maxi-
mum sentence of 30 years. Her release, in-
cluding further reductions for good
behaviour, was due after 21 years, in 2008.
But a new interpretation of the law, �rst in-
troduced for ETA members, took away the
years for good behaviour, postponing her
release until 2017. On October 21st the Euro-
pean Court of Human Rights (ECHR) in
Strasbourg declared this interpretation ille-
gal. Ms Del Río was freed the following day.

That is not the end of the matter. Fifty-
three other ETA members, responsible for
dozens of killings, must be released too. So
must other terrorists, including one from a
state-backed dirty-war group that attacked
ETA targets in the 1980s. A dozen rapists
and murderers will also go free. In all, more
than 70 of Spain’s most violent prisoners
should be released as the country’s courts
uphold their appeals.

Mariano Rajoy’s conservative Popular
Party (PP) government has fought the
ECHR all the way. It takes an unbendingly
tough line on ETA, and has accused previ-
ous left-leaning governments of being soft
on terrorism. Now Mr Rajoy is in a bind. He
has previously marched alongside in�uen-
tial victims’ groups that are loudly and an-
grily backed by the right-wing press. They

are calling on him to refuse to obey the
ECHR ruling. Since Britain has ignored an
ECHR order in 2005 to give voting rights to
prisoners, the argument goes, Spain can
also ignore the Strasbourg court.

Mr Rajoy has remained silent, leaving
ministers to explain that there is little
choice but to allow courts to release the
prisoners. But on October 23rd he met vic-
tims’ groups, who are planning a protest, to
reassure them that there would be no sud-
den mass release. 

In fact ETA’s ageing prisoners are less of
a danger than the rapists and murderers
who will also go free. A weakened ETA de-
clared a unilateral and permanent cease-
�re in October 2011. As was not the case
with previous cease�res, it has stuck to this
one. The group has yet to hand over its
arms. The release of prisoners should
smooth the path towards such an event.

Many in the Basque area, including the
regional government of the moderate
Basque National Party leader, Iñigo Ur-
kullu, believe it is time to �nish the peace
process. �The government has a chance to
do what it has failed to do in two years�be-
come an active agent for peace,� says Fer-
nando Barrena of Sortu, an increasingly
powerful separatist movement. They
would like to see a softer approach to ETA’s
600 remaining prisoners, many of whom
are kept in prisons hundreds of miles from
their families.

But Mr Rajoy has done nothing beyond
promising that the security forces’ full
might will fall on ETA if it returns to arms.
ETA negotiators were ejected from Nor-
way when disarmament failed to happen
earlier this year. With victims’ groups now
stirring, Mr Rajoy is unlikely to budge
soon. ETA, once more, must act alone. 7
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ABDUL MEJID I, the Ottoman’s 31st sul-
tan, had a dream. Reigning between

1839 and 1861, the determinedly Western-
leaning sultan envisaged the construction
of a submerged tunnel under the Bospho-
rus Straits connecting Asia to Europe. A
French architect duly came up with a blue-
print. But a dearth of technology and cash
stood in the way. 

The sultan’s dream is now coming true,
150 years later. The world’s �rst sea tunnel
linking two continents will be inaugurated
on October 29th, marking the 90th anni-
versary of the founding of Ataturk’s Re-
public. Stretching over 76km (47 miles),
and with 1.4km of it laid at the bottom of
the sea, the $3 billion �Marmaray� rail sys-
tem will �eventually link London to Beij-
ing, creating unimagined global connec-
tions� boasts Mustafa Kara, mayor of
Istanbul’s Uskudar district, where the tun-
nel comes out.

Turkey’s prime minister, Recep Tayyip
Erdogan, initiated the scheme in 2004 in
his Justice and Development (AK) party’s
�rst term in power. By 2025 over a million
commuters are expected to use what even
AK’s critics concede is an engineering mar-
vel, thinning the nightmarish tra�c that
plagues this city of 14m people. 

AK’s projects, which have included
hundreds of hospitals and roads, have
earned it the unwavering support of mil-
lions of rural Anatolians, long ignored by
the country’s secular elites. But Mr Erdo-
gan’s grandiose projects, being pushed
through with little if any public debate, in-
cluding building Turkey’s biggest-ever
mosque, on Istanbul’s Asian side, are in-
creasingly seen as a sign of hubris.

Mr Erdogan, who was once mayor of Is-
tanbul, has been governing Turkey in an
ever more imperious style. Concern about

this lay at the heart of the Gezi Park prot-
ests in June, which were prompted by his
plan to chop down hundreds of trees to
build a shopping complex in Istanbul’s
Taksim Square. Fresh protests erupted this
week when more trees were uprooted in
Ankara to make way for a road. 

Unfazed by green howls, the govern-
ment is erecting a third Bosphorus bridge
close to the Black Sea, felling thousands
more trees and disrupting a critical migra-
tion route for birds, including storks and
eagles. Umit Yardim, an ornithologist,
warns that, drawn by the headlights of cars
on the bridge, the birds could trigger chain
accidents. Turkey’s Alevi minority is infuri-
ated that the bridge will be named after Se-
lim �the Grim�, a sultan who slaughtered
thousands of their forebears. The govern-
ment is also going ahead with a new six-
runway airport north-west of Istanbul that
will be among the world’s biggest. 

Most controversially, Mr Erdogan still
plans to dig what he himself once called
the �crazy canal�. This 50km long canal,
linking the sea of Marmara to the Black
Sea, is meant to divert tanker tra�c away
from the Bosphorus and thereby diminish
pollution and the risk of collisions in the
sinuous waterway. But greens say it could
destroy entire ecosystems in the Black and
Marmara Seas.

AK o�cials privately concede that the
country’s strained �nances make it unlike-
ly that the canal will be built. Yet they dis-
miss reports that the government is having
trouble �nancing the new airport as black
propaganda by the same �global forces�
that are bent on unseating Mr Erdogan.

The AK often resorts to such tactics it-
self. At the height of the Gezi Park unrest,
Mr Erdogan suggested that inebriated de-
monstrators had urinated and copulated
in an Ottoman mosque. When the muezzin

refused to corroborate this, he was exiled
to another mosque, prompting an outcry
among anti-capitalist Muslims who decry
what they see as AK’s lurch towards luxury
and greed. In an ironic twist, the mosque
where the alleged sinful acts occurred was
built by Abdul Mejid’s mother Bezmialem,
a former Christian slave girl, whose real
name was �Suzi�. 7

Turkey’s infrastructure

The sultan’s dream

ISTANBUL

Next week marks the opening of a
grand new tunnel under the Bosphorus

fear of losing her job if it becomes known
that she supports the opposition. 

Mr Bajnai thinks Mr Orban has wasted
a huge opportunity. �Orban was the sym-
bol for regime change, but now he is the
symbol of the regime we need to change,�
he says. Four trends worry him in particu-
lar: investment in the economy is too low;
young and talented Hungarians are leav-
ing in droves; Fidesz may be permanently
damaging relations with the European Un-
ion with its polemical anti-EU campaign;
and corruption is so vast that Transpa-
rency International, a watchdog, calls it
�state capture�. 

Mr Bajnai’s E14 has formed an alliance
with the Socialist Party (MSZP), Mr Gyurc-
sany’s old out�t, now led by Attila Mester-
hazy. Both would like to be prime minister,
so they have compromised by dividing up
electoral districts, with 75 going to MSZP

and 31 to E14, and by agreeing that a single
candidate will run for the �rst (local) votes.
MSZP and E14 will compete for the second
vote, and whichever party gets the most
votes will then nominate its candidate for
prime minister. 

Mr Mesterhazy argues that the alliance
is a good �t: his party can communicate
with average people and the poor, where-
as Mr Bajnai does better with intellectuals
and city types. E14 is weak in the country-
side, but MSZP has local structures and ac-
tivists who will campaign for the parties’
common platform. And he agrees that the
fear factor matters. �People will vote for us,
but they don’t want to talk about it,� is his
optimistic spin on voters’ intentions.

As many as 40% of voters are undecid-
ed, according to an IPSOS poll. Mr Mester-
hazy wants to focus his campaigning on
Hungary’s poorest regions in the east. He
hopes to win back those who voted in 2010
for Jobbik, a xenophobic far-right party, be-
cause they felt left out and worried, partic-
ularly about the Roma, who comprise an
estimated 10% of the population.

Could MSZP and E14 add Mr Gyurc-
sany’s newish party to their alliance? In Mr
Mesterhazy’s view, Mr Gyurcsany could
be a liability. �He is a very divisive �gure,
even on the left,� he says. A portion of the
electorate has never forgiven Mr Gyurc-
sany for admitting after the 2006 election
that the MSZP told lies �morning, noon
and night� to remain in power.

The next election could take place in
late May, on the same day as the European
polls, because this would save money. But
Mr Orban is said to want to bring it for-
ward to April to shorten the campaign time
for his newly reconstituted opposition.
The two opposition leaders must get their
message across fast, despite hostile media
and against opponents with deep pockets.
They recently rehired Ron Werber, an Israe-
li PR supremo, who helped the left to elec-
toral success in 2002. This time, Mr Werber
has an even bigger task. 7

 



TO ITS critics the European Union was born in sin: a project de-
vised by and for the elites, lacking democratic legitimacy. All

attempts to make good the �democratic de�cit�, a term coined in
the 1970s, have failed. Direct elections to the European Parliament
(EP)? Turnout has fallen ever since they were instituted in 1979.
Give the assembly real power? The parliament has never had
more clout, yet trust in the EU is at an all-time low.

Europe’s economic crisis is making this chronic problem
acute. One reason is that, particularly in the euro zone, Brussels is
intruding ever deeper into national life, meddling in everything
from budgets to pensions and wage-setting. Another reason is the
expected backlash from voters in next May’s election to the EP.
There will be big gains for anti-EU and anti-immigrant parties of
all colours�from the sharp-tongued nativists of the UK Indepen-
dence Party to the thuggish neo-Nazis of Golden Dawn in Greece.
Eurosceptic parties could top the polls in France, Britain and the
Netherlands; they will do well in Finland and Italy; and in milder
guise they could win seats for the �rst time in Germany.

The sense of alarm is palpable. François Hollande, the French
president, says the rise of nationalists and Eurosceptics would
bring �regression and paralysis�. Enrico Letta, Italy’s prime minis-
ter, reckons Eurosceptics could win up to a third of the seats. Rad-
icals and populists are a disparate bunch, preferring to give
speeches than in�uence policy, so centrists should still be able to
get parliamentary business done. Perhaps the bigger in�uence
will be the poisoning of domestic politics, which would hamper
decision-making by governments.

How to respond? Mr Letta is among those who want to galva-
nise pro-European forces by turning the European election into a
contest for the next president of the European Commission. The
main European political �families�, the broad coalitions of na-
tional parties that dominate parliament, say they will each cam-
paign behind a �presidential� candidate. The Socialists seem like-
ly to choose Martin Schulz, the feisty German president of the EP.
The greens plan an open primary. The conservatives, likely to re-
main the biggest grouping, still seem to be in a quandary.

Advocates hope to inject excitement, strengthen the commis-
sion’s democratic mandate, focus the contest on European issues,
and raise the stakes to avoid the ballot turning into a protest

against unpopular national governments. Unless there is some
blood-and-guts politics, they say, citizens will turn to populists.

And yet the EU is not a country, and the commission is not a
government. It has the near-exclusive right to propose new legis-
lation, to be approved by both the Council of Ministers (repre-
senting governments) and the EP. But it is also a civil service, po-
liceman of the single market and competition watchdog. In a
new publication, the Centre for European Reform (CER), a British
think-tank, argues that the commission �needs to act as referee in
the political game, not as captain of one of the teams�. 

National leaders have always appointed the president and the
27 other commissioners, and will not want to be dictated to by
the EP, which most regard as a nuisance. The Lisbon treaty mis-
chievously muddied the process: it says leaders should propose a
president �taking into account� the election result; then the can-
didate �shall be elected� by the EP. The dispute over who
chooses, and controls, the commission president may cause
more gridlock in Brussels than rowdy Eurosceptics ever could.

A more partisan commission risks losing credibility in its
semi-judicial functions such as ruling on state-aid cases (eg, bank
bail-outs) and enforcing antitrust rules. The commission has ac-
quired greater powers to scrutinise national budgets and eco-
nomic policies, and recommend sanctions. It is proposing to be
the ultimate authority in winding up banks. Do prime ministers
and presidents want to hand loaded guns to an avowedly party-
political commission president?

The EU needs better commissioners, but an election of the
president would narrow the �eld. Sitting prime ministers would
not risk their national jobs for a European contest; the choice
would come down to jobless politicos or Brussels insiders. And
voters are bound to be disappointed. The commission president
does not decide issues they most care about. Voting against aus-
terity in the EP would not change the fact that creditors set the
conditions for bail-outs.

The unresolvable conundrum
The EU is a hybrid, part international organisation and part feder-
ation. There are no neat solutions to the democratic conundrum.
A semi-elected president could o�er the worst combination: too
partisan to retain the trust of national leaders; too powerless to
win the loyalty of citizens who may think they are electing the
president of Europe but would get only a weak secretary-general.

A direct election makes sense should the commission ever be
granted federal authority, including tax-raising powers. Even so,
it may need to give up some of its regulatory and technocratic
functions. For now treasuries remain strictly national. Yet the
problem of legitimacy is pressing. One response is for national
parliaments to do a better job of holding ministers to account for
decisions they make in Brussels. The CER proposes a �forum� of
national parliamentarians to scrutinise EU actions where the EP

has no say, for instance in devising bail-out packages.
European politicians can never trump national ones in terms

of legitimacy and public interest. So it is for national leaders to
lead the �ght against Eurosceptics: stop blaming the EU for all ills,
defend the bene�ts of integration, �x its �aws and, in the euro
zone, explain the reforms needed to stay in the single currency. It
would be a great mistake to let Eurosceptics claim the national
�ags for themselves; the EU’s circle of gold stars is no substitute. 7

A democratic nightmare

Seeking to confront the rise of Eurosceptics and �ll the democratic de�cit
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MARY, a Zimbabwean woman, �rst
came to Britain in 2003. She �ew in

on a South African passport and immedi-
ately claimed asylum. Her claim was re-
jected, as the Home O�ce believed she
really was South African. But, like many
asylum seekers, she did not leave. Several
years�and appeals�later, she was almost
deported, but avoided it by cutting herself
with a blade she found in her cell. She has
no right to be in Britain, let alone to work or
claim bene�ts. But nor is she likely to be de-
ported. �I don’t really know what happens
now,� she says.

Her options will narrow further as the
result of a new immigration bill, which
passed its second reading in the House of
Commons on October 22nd. This will ob-
lige landlords and doctors to check the im-
migration status of their tenants and pa-
tients, make it harder for illegal immigrants
to obtain bank accounts and driving li-
cences and crack down harder on sham
marriages. Appeals against immigration
and asylum decisions will be granted only
on fundamental human-rights grounds,
not procedural ones.

The bill is the latest in a series of gov-
ernment e�orts to reduce immigration. It
follows curbs on student and work visas
and changes designed to prevent the poor
from importing spouses. Immigration is
broadly unpopular in Britain, the illegal
kind particularly so. The opposition La-
bour Party not only backed the new bill in
the Commons but has pledged to amend it

failed asylum seekers drift from town to
town, staying at the homes of established
refugees, says Jude Hawes, an adviser at
the Citizens Advice Bureau, a charity.

Britain’s large, lightly regulated labour
market is a big draw for some. Those who
work tend to be paid low wages in cash, al-
though some will borrow or rent national
insurance numbers. Bangladeshis can �nd
jobs in curry houses; Australian backpack-
ers sometimes work in pubs and hotels; Ni-
gerians often clean o�ces. Illegal migrants
from eastern Europe in particular �nd
work with out�ts that employ lots of legal
migrants, such as Poles, informally. Out-
side a hardware store in Cricklewood, a
group of mostly Romanian men�not yet
allowed to work�idles, smoking cigarettes
and waiting for construction jobs. 

Shadow boxing
For such people, renting formally from let-
ting agents is already almost impossible�
few have the references and income re-
quired�so the government’s new rules are
unlikely to have much e�ect. Indeed, even
legal immigrants tend not to use normal
letting agents, preferring to use the infor-
mal sector. Flats are often let legally and
then sublet to migrants through online ex-
changes (to which English speakers get no
reply). Stricter controls will, however, in-
convenience legitimate landlords. The Res-
idential Landlords Association grumbles
that members will need to learn to recog-
nise up to 404 di�erent European identity
documents.

The same may prove true of doctors.
Unlike many European countries, Britain
has no formal identity-card system, so
checking the residency rights of patients
will be di�cult, not to mention unpalat-
able. But few illegal immigrants use public
services much, says Myriam Cherti of
IPPR, a think-tank. They tend to avoid reg-
istering with doctors or visiting hospital

by introducing even tougher measures.
Among other things, it would ban employ-
ers from running foreigner-only shifts.

Nobody knows quite how many peo-
ple live in Britain illegally. A plausible esti-
mate by the London School of Economics
in 2009 put the number at 618,000, around
70% of whom live in London. That study
relied on census data from 2001, and had a
margin of error of 200,000.

Politicians �xate on human tra�cking,
which is particularly o�ensive, both to law
and order and to the people tra�cked.
Charity workers tell harrowing stories of
children working as �gardeners� in Viet-
namese cannabis factories and teenage
stowaways abandoned at service stations
on the M6 motorway.

But tra�cked and smuggled entrants
are rare�they probably make up less than
a tenth of the total. And there are fewer to-
day than a decade ago, when border con-
trols were looser. The vast majority of ille-
gal immigrants arrived in Britain legally
and then lost their right to stay. These di-
vide roughly into two camps: people who
overstay their visas and failed asylum
seekers such as Mary. 

Though a few will have driving licences
and bank accounts acquired legally, illegal
immigrants of all sorts tend to live outside
formal society, which makes it di�cult for
the government to reach them through
tough laws. Mary lives with friends in an
east London suburb and is supported
partly by a British ex-boyfriend. Other
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Perhaps half a million people live illegally in Britain. The government’s draconian
new immigration bill will not change that much

1

64 The Economist October 26th 2013

 

http://Economist.com/britain


The Economist October 26th 2013 Britain 65

2 when they fall ill, for fear of being asked
awkward questions. The government
claims that illegal immigrants cost the NHS

£330m ($535m) a year, though it admits that
the �gure is highly speculative. 

Reducing the right to appeal will proba-
bly do the most to make life more di�cult
for illegal migrants. Home O�ce decision-
making is notoriously sloppy: in the year
ending in June, fully a quarter of asylum
decisions were overturned. Around a third
of family visitor visa appeals were success-
ful until the right to appeal was abolished.
Yet immigrants may try to respond by
claiming that their human rights have
been violated, or turn to costly judicial re-
views, says Joanna Hunt, an immigration
lawyer. Indeed, one perverse e�ect of few-
er appeals could be an increase in the num-
ber of people living in Britain illegally.

That number is probably already fall-
ing, says Franck Düvell, an academic at Ox-
ford University. The economic downturn
may have deterred illegal migrants just as it

has deterred legal ones. Tighter rules on
family and student visas mean that fewer
people are arriving who may then over-
stay. The number of new asylum claims
has fallen by 73% since 2000. The backlog
is gradually being worn down. Some ille-
gal migrants marry European citizens; oth-
ers �nally win asylum. Some create family
ties strong enough to stay under human-
rights laws. And some push o�. Last year
30,000 left Britain voluntarily, having
breached immigration laws; another
15,000 were deported.

Of those who remain, most stay in Brit-
ain because it is still better than returning
to their home country. Little is likely to in-
duce Mary to return to Zimbabwe. After
ten years in Britain, she now has a child,
cared for by its British father. No one is like-
ly to try to deport her again. Instead, she
will wait for as long as it takes to acquire le-
gal status. Her travails, the government
hopes, will deter others like her from com-
ing to Britain in the �rst place. 7

ON THURSDAY evenings, after four
days of legislating in Westminster,

Scottish MPs used to take the night train
home. As it rattled through sleeping Eng-
lish towns they would gossip and connive
in the bar car, disembarking in Edinburgh
or points north as the sun rose. This, other
MPs muttered, gave them an unfair oppor-
tunity for boozy scheming. The �tartan ma-
�a� looked after its own. 

Budget airlines have killed caucusing
on the Caledonian Sleeper. Yet still there is
something of the Cosa Nostra about Scot-

land’s representatives in Westminster. De-
volution to Edinburgh over the past de-
cade and a half has been kind to them.

In 2011 the pro-independence Scottish
National Party won a majority in the Par-
liament at Holyrood. As a result, Scots will
vote next September on leaving the United
Kingdom. The risk that they will decide to
push o�, which terri�es both Labour (de-
pendent on Scottish seats) and the Conser-
vatives (sentimental about the union),
gives Scottish MPs a mighty lever with
which to secure pork-barrel goodies for

their constituents.
Of ten towns chosen for a fuel-duty re-

bate scheme, seven are in the Scottish
Highlands, including two in the constitu-
ency of Danny Alexander, the Liberal
Democrat chief secretary to the Treasury.
Mr Alexander has also cut taxes on �small
cable-based transport systems��conve-
niently, for the ski resorts in his and other
mountainous Scottish seats. Ministers
rarely challenge the �Barnett Formula�, the
convention by which Scotland receives a
disproportionate share of public spending:
£1,600 ($2,590) more per person than in
England and £350 more than in Wales.

Devolution also means Scottish MPs
have a lighter workload. Education, health
and crime are now the responsibility of
the Scottish Parliament. Thanks to gener-
ous electoral boundaries, the average Scot-
tish constituency has 9,000 fewer voters
than the average English one. For the same
amount of money and with the same re-
sources, Scottish MPs represent fewer vot-
ers on fewer issues.

They react in diverse ways. Some idle.
Scots are over-represented among the 50
least active parliamentarians, according to
the Public Whip, a monthly e-letter that
monitors MPs. Others pursue a prominent
role in Westminster�though admittedly,
this also re�ects Scotland’s uncanny abili-
ty to spawn political talent. They hold
more than their fair share of select commit-
tee chairs and are unusually likely to hold
front-bench positions too.

It will not last. If Scots vote to remain in
the union (as polls suggest they will) West-
minster will have to make good on prom-
ises of further devolution issued during
the referendum campaign. Each of the
three main unionist parties is drawing up a
package of new powers for Edinburgh.
These will probably include welfare, EU

policy and some taxes. 
This will have two consequences. First,

says the Constitution Society, a think-tank,
it will lead to a new push to reduce the
number of Scottish seats. Second, it will re-
sult in louder calls for English-only votes in
Westminster. Many Tories are already furi-
ous that Scottish MPs can vote on educa-
tion bills, which a�ect only the English.
Ending that would reduce them to second-
class status, making it much harder to pur-
sue pork-barrel politics or even national
careers. It is hard to imagine a senior minis-
ter or prominent select-committee chair-
man whose constituents are una�ected by
the political issues in question, or who is
unable to vote in big debates. 

Scottish MPs are a constitutional curios-
ity. They enjoy both the privileges of Brit-
ain’s old, centralised order and the lighter
parliamentary responsibilities of its in-
creasingly federal replacement. The gap
between the two will eventually become
untenable. The days of the tartan ma�osi
are numbered. 7
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LIKE most intriguing British politicians of recent times, Tristram
Hunt, Labour’s 39-year-old education spokesman, is hard to

pigeonhole. His recent appointment to the shadow cabinet, it is
true, invoked jaundiced muttering about his private school-
ing�at an institute loosely associated with Eton, no less�and
comfortable north London upbringing as the son of an academic
and Labour peer. It made him sound like a cross between David
Cameron, the Old Etonian Tory prime minister, and Labour’s Ed
Miliband, another son of a lefty scholar�both of whom struggle
to escape being associated with their narrow, privileged back-
grounds. Yet the MP for Stoke-on-Trent is not so reducible.

That is partly because, unlike the party leaders, he had a life
before politics. Before entering Parliament in 2010 Mr Hunt was a
promising historian; thanks to his good looks and easy manner,
he was also good on television. Yet the main reason is that he is
conspicuously learned. To sit down with Mr Hunt, in his rather
cramped o�ce, is to be impressed by his authority. He is sharp
and amusing, left-ish of centre, but hard-wired to detect the ab-
surdities of both left and right. He decries what he calls the �Na-
poleonic� centralising habits of his Tory opponent, Michael
Gove, and the �every school an island vision� of his signature
�free schools� reform, which grants state schools the same free-
doms over hiring and the curriculum as private ones have.

Such cleverness is uncommon in Westminster. Nor would
many Labour MPs have the con�dence to display, as Mr Hunt
does, a new biography of Edmund Burke, the founder of modern
conservatism, on their desks; or, indeed, to speculate that he gets
up the noses of the Tories because, �they think I should be a Tory
and are discombobulated by that.� Well, is he? �Certainly not!�
Mr Hunt shoots back, and later points to a portrait of his own po-
litical hero, Joseph Chamberlain, a Victorian radical. He has writ-
ten a �ne book on him and other 19th-century civic thinkers.

If Mr Hunt can bring some of this nimbleness and substance
to his new job, he may be the formidable opponent Mr Gove re-
quires. The education secretary’s reforms are ambitious, trum-
peted by the Tories and incoming apace. So far 290 free schools
have been established and 2,500 existing ones given a similar
�academy� status. Reform of A-levels, to put them under the con-
trol of universities, is also on the agenda. Teachers (whose repre-

sentatives Mr Gove loves to �ght) are to get performance-related
pay. These are promising, but largely untested ideas, screaming
for scrutiny. Yet Labour has failed to provide it.

Blame that on the spasm of ideological confusion that fol-
lowed the demise of New Labour. The free schools reform was a
Labour idea; albeit introduced in a more modest guise. But under
Mr Miliband, who appears sympathetic to the leftist education
establishment that hates Mr Gove’s reforms (�the blob�, the edu-
cation secretary calls it), Labour disowned the principle of school
autonomy without quite denigrating the practice. Mr Miliband
pronounced himself �against� free schools, but not for abolish-
ing them. In Stephen Twigg, Mr Hunt’s immediate predecessor,
he appointed an education spokesman who was in favour of
them. Mr Gove had him on toast, portraying poor Mr Twigg as a
defender of unions over pupils and inconsistent to boot. All the
more dismal for being self-in�icted, this failure has done Labour
wider damage. It hints at the servitude to special interests and in-
ability to reform the state cheaply that are its historic failings.

Sent to salvage a policy from the wreckage, Mr Hunt has be-
gun well. He has taken back an earlier insult against free schools
and declared himself a fan. This is consistent with his imagina-
tive advocacy of public-service reform in other areas. �It is per-
haps time,� he has written, �to think more imaginatively about
precisely which equities are sacrosanct and which diversities
worthy of encouragement.� Free schools are an answer to that.

To reduce the embarrassment of what is almost a U-turn, he
has recast the conditions on free schools that Mr Twigg argued for
as a means to block them: including that their teachers must be
quali�ed and no free school allowed where there are enough
school places. Mr Hunt presents these as sensible amendments
to a broadly admirable policy. The crucial di�erence, in the Hun-
tian articulation, is that where Mr Gove wants free schools to
open Britain’s sub-par state education to choice and competition,
Labour sees them as a cheap way of adding school places. That
could seem prudent. Yet there are big holes in Labour’s policy.

What would pushful Joseph do?
What if parents in an area with bad schools want to set up a bet-
ter school for their children? And why shouldn’t state-school pu-
pils bene�t from the brilliant but unquali�ed teachers private
schools commonly employ? Mr Hunt’s formal answer is in both
cases unsatisfactory. He is evasive on the former and on the latter
comes close to arguing that, although unquali�ed teachers may
be all right for small classes of well-mannered private-school
kids, they are no good for large and unruly state-school classes.
That would be so foolish that Mr Hunt cannot possibly think it. It
is but one of myriad examples to suggest Labour’s education
policy needs a lot more than a tonal change. It needs clarity on
several of Mr Gove’s proposals, including A-level reform, and de-
tails on its own. Asked how he would raise the status of teach-
ers�the Labour riposte to Mr Gove’s attack on them�Mr Hunt
concedes, �We’ve yet to work that out, to be honest.�

That would make many politicians sound feeble; it makes Mr
Hunt sound admirably candid. It is early days, but he has a gift for
inspiring con�dence and does seem to be fashioning a useful cri-
tique of the Govian whirlwind. Mr Miliband must leave him to
get on with that, even for his own sake. Most voters do not know
what they think about �ddly school reform. But they dislike poli-
ticians playing games over their children’s future, and there has
been too much of that in Westminster of late. 7

Duelling with Michael Gove

Tristram Hunt, Labour’s new education spokesman, makes a good start on a crucial task
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SOME unlikely things combined to
change Gabriel Otieno Anoche’s life. A

satellite passing over east Africa took pic-
tures of his roof. Some keen-eyed people in
the Philippines, monitoring the satellite
data remotely, spotted the roof’s lack of lu-
minosity, showing that Mr Anoche lived
under thatch (not tin). In western Kenya,
that is an indicator of poverty. Then Goo-
gle and Facebook contributed money to
Give Directly, a charity which hands out
no-strings-attached cash to the poorest
people it can �nd. 

The 25-year-old carpenter knew noth-
ing of this until he came home one day to
�nd that strangers had given his wife a mo-
bile phone linked to a bank account. Next
came a $1,000 windfall, which they were
free to spend on whatever they liked. 

The idea sounds as extraordinary as
throwing money out of helicopters. But
this programme, and others like it, are part
of a shift in thinking about how best to use
aid to help the poorest. For decades, it was
thought that the poor needed almost
everything done for them and that experts
knew best what this was. Few people
would trust anyone to spend $1,000 re-
sponsibly. Instead, governments, charities
and development banks built schools and

hospitals, roads and ports, irrigation pipes
and electric cables. And they set up big bu-
reaucracies to run it all. 

From around 2000, a di�erent idea
started to catch on: governments gave poor
households small stipends to spend as
they wished�on condition that their chil-
dren went to school or visited a doctor reg-
ularly. These so-called �conditional cash
transfers� (CCTs) appeared �rst in Latin
America and then spread around the
world. They did not replace traditional aid,
but had distinctive priorities, such as sup-
porting individual household budgets and
helping women (most payments went to
mothers). They were also cheap to run. 

Projects such as Give Directly in Kenya
are the latest elaboration of these ideas.
Their designers saw that CCTs had boost-
ed household incomes, and asked wheth-
er extra conditions, such as mandatory
school attendance, were necessary. They
also argued that, if CCTs were cheap to
run, unconditional cash transfers (UCTs)
would be cheaper still. 

Now enough of these programmes are
up and running to make a �rst assessment.
Early results are encouraging: giving mon-
ey away pulls people out of poverty, with
or without conditions. Recipients of un-

conditional cash do not blow it on booze
and brothels, as some feared. Households
can absorb a surprising amount of cash
and put it to good use. But conditional cash
transfers still seem to work better when
the poor face an array of problems beyond
just a shortage of capital.

When Give Directly’s founder, Michael
Faye, went to traditional aid donors with
his free-money idea, he remembers, �They
thought I was smoking crack.� Silicon Val-
ley, though, liked the proposal�perhaps
because Give Directly is a bit like a techno-
logy start-up challenging traditional ways
of doing things (in this case, aid). Google
contributed $2.4m; Facebook, $600,000.

The charity relies heavily on techno-
logy. It crunches census data to identify
Kenya’s poorest districts, including Mr
Anoche’s home village of Koga, near Lake
Victoria. It outsources the time-consuming
job of distinguishing tin roofs from thatch
to a web service called �Mechanical Turk�,
which breaks big jobs into small parts and
assigns them to jobbing freelances around
the world. Field workers visit the villages
with GPS devices to register bene�ciaries
and distribute the cash via M-Pesa, Kenya’s
mobile money-transfer system. 

Mr Anoche’s �rst move on getting his
windfall was to buy a new roof. Not only is
thatch leaky, but it also needs to be re-
placed twice a year, at $40 a time. He spent
half the money on his home, and half on
timber and chickens. Those two business-
es now turn a monthly pro�t of nearly $90.
�If you’ve got the money and the mind-
set,� he says, �you can change your life.�

Of course, not all the money has gone
on things that make development econo-
mists happy. Sitting on a rough bench in his
moonshine bar in a banana grove, a tipsy
Bernard Okumo says his wife used her
windfall to bail him out of jail, where he
was facing a murder charge. But the �rst in-
dependent study of Give Directly’s meth-
ods, by the Massachusetts Institute of
Technology’s Johannes Haushofer and Je-
remy Shapiro (who is a former board mem-
ber of Give Directly), suggests this sort of
spending is unusual. In randomly selected
poor households in 63 villages that have
received the windfalls, they say, the num-
ber of children going without food for a
day has fallen by over a third and livestock
holdings have risen by half. A year after the
scheme began, incomes have gone up by a
quarter and recipients seem less stressed,
according to tests of their cortisol levels. 

The story is incomplete. In the nearby
market town of Randago, which is now
surrounded by communities �ush with
cash from Give Directly, the locals are be-
mused. Some think the money comes
from Barack Obama: the American presi-
dent’s father was a member of the same
Luo tribe. The Kenyan scheme is unusual
(donations are huge by local standards)
and only three years old. Over a one-year 

Cash to the poor

Pennies from heaven
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Giving money directly to poor people works surprisingly well. But it cannot deal
with the deeper causes of poverty 
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2 period, income gains are hardly surprising.
Still, this is not the only cash giveaway.

A trial in Vietnam in 2006 gave one-o�
handouts to 550 households; two years lat-
er, local poverty rates had fallen by 20 per-
centage points. The scheme was dubbed
�cash for co�ns� after elderly recipients
spent the money on their funeral arrange-
ments to save their children the expense.

A di�erent scheme has been running in
northern Uganda for four years. The gov-
ernment gives lump sums of around
$10,000 to groups of 20 or so young people
who club together to apply. Chris Blattman
of Columbia University, New York, who
has studied the programme, calls it �wildly
successful�. Recipients spent a third of the
money learning a trade (such as metal-
working or tailoring) and much of the rest
on tools and stock. They set up enterprises
and work longer hours in their new trades.
Average earnings rose by almost 50% in
four years.

This scheme has a condition: appli-
cants must submit a business plan. But it
highlights the virtues of no-strings grants
(UCTs). They work when lack of money is
the main problem. The people who do best
are those with the least to start with (in
Uganda, that especially means poor wom-
en). In such conditions, the schemes pro-
vide better returns than job-training pro-
grammes that mainstream aid agencies
favour. Remarkably, they even do better
than secondary education, which pushes
up wages in poor countries by 10-15% for
each extra year of schooling. This may be
because recipients know what they need
better than donors do�a core advantage of
no-strings schemes. They also outscore
conditional transfers, because some fam-
ilies eligible for these fail to meet the condi-
tions through no fault of their own (if they
live too far from a school, for instance). 

Does this mean that governments are
wasting time and money by monitoring
and enforcing conditions, when handing
over cash would be just as good? Not so
fast. Perhaps because cash is all-important
to unconditional schemes, they tend to be
more generous and expensive than CCTs.
The grants of the Kenyan programmes, for
example, are the equivalent of two years’
local income. In contrast, the stipend of the
world’s biggest conditional scheme, Bra-
zil’s Bolsa Família, is worth 3% of average
Brazilian incomes. For $1,000, therefore,
you could help one poor Kenyan a lot, or
three poor Brazilians a bit�even though
Brazil is a far more expensive country.
Which is better? The answer depends
more on the recipients than on the pro-
grammes: whom do you want to help and
what problems do they face? 

Moreover, CCTs can focus on some-
thing which UCTs leave to chance: helping
the next generation. Healthier, better edu-
cated children earn more throughout their
lifetimes, so the requirement to attend

school or clinics should cut future poverty.
UCTs aim to reduce poverty now. So condi-
tional and unconditional schemes are not
always comparable. That said, a lot of ef-
fort has gone into making comparisons,
and the results are now emerging. CCTs
have their drawbacks but�at least where
governments are concerned, and if you
take a broad de�nition of poverty reduc-
tion to include health and education�they
usually do a better job.

The biggest conditional transfers, Bolsa
Família and Mexico’s Oportunidades, are
credited with cutting poverty and boost-
ing literacy in Latin America’s largest coun-
tries. They have helped tens of millions,
not tens of thousands: a vast weight of evi-
dence supporting CCTs’ e�ectiveness. 

A smaller programme in Ghana o�ers a
contrast to the Ugandan scheme that
boosted training and enterprise growth.
The Ghanaian programme gave small
sums ($120) to a random selection of busi-
ness owners, some unconditionally, some
requiring the owner to buy something for
his or her �rm. The conditional bene�ts
proved more useful: pro�ts at �rms that got
such payments were twice as high after
three years as at �rms that got cash with no
strings attached. In contrast to the Ugan-
dan experience, the women who started
with the least (whose �rms had the lowest
pro�ts) did worst. The big bene�ciaries
were women whose pro�ts were high at
�rst. In Ghana, just handing over money
was not the best way to help �rms.

Sarah Baird of the University of Otago
and three of her colleagues tried to look be-
yond individual cases to see if there were
broader lessons. They studied 26 CCTs,
�ve UCTs and four programmes that ran
conditional and unconditional bene�ts in
parallel (as in Ghana). They concluded that

CCTs do more to raise educational out-
comes than UCTs, and the stricter the con-
ditions the better. School enrolment
among families that got conditional grants
rose by 41% on average in the various pro-
grammes; the increase among those that
got unconditional grants was only 23%. If
conditions were implicit or soft (eg, if re-
cipients were simply encouraged to take
children to school), enrolment merely rose
by 25%. The big di�erence came when con-
ditions were tough (eg, if school atten-
dance was mandatory): that boosted en-
rolment by 60%, a big bang for the
relatively few bucks involved.

Imposing conditions does have a cost.
A programme in Malawi ran conditional
and unconditional grants in tandem. Girls
who got unrestricted cash were less likely
to get pregnant and more likely to marry
later than girls who got money for staying
in school. But in terms of education, the
contest was not close: conditional grants
were more cost-e�ective and their bene�ts
persisted after the payments stopped. 

The string attached can hoist you up
Berk Ozler, an economist who has looked
at cash transfers for the World Bank, con-
cludes that CCTs work better when the
problems go beyond mere shortage of
cash: if families do not appreciate the real
value of education, for instance, or if part
of the bene�t of doing something comes
when everyone does it (vaccination is a
case in point). In these circumstances, peo-
ple left to themselves may not spend
enough on education or health. CCTs help
to overcome that.

They also have two political advan-
tages over UCTs. One is that by requiring
parents to send children to school, they
also create pressure to improve education-
al standards; conditionality changes the
behaviour of donors as well as recipients.
And CCTs are almost certainly more e�ec-
tive than UCTs at mobilising support
among the people who provide the mon-
ey: attaching strings reassures middle-class
taxpayers that the poor are not getting
something for nothing. This may not mat-
ter if the donors are Google or Facebook; it
does if the money comes from public cof-
fers. For charities, though, the calculation
may be di�erent. The cost of monitoring
conditions and administering aid pro-
grammes may outweigh the bene�ts that
come from a sharper focus.

In short, UCTs work better than almost
anyone would have expected. They dent
the stereotype of poor people as inherent-
ly feckless and ignorant. But CCTs are usu-
ally better still, especially when dealing
with the root causes of poverty and, rather
than just alleviating it, helping families es-
cape it altogether. 7

...............................................................
The studies are listed with the online version of this
article, at www.economist.com/cashstrings.
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�ELECTRONICS are like drugs. You can
buy them for $1 and sell them for

$40,� says Jordi Muñoz, a 27-year-old Mex-
ican entrepreneur. People in Tijuana,
where he makes small, insectlike drones
(pilotless aircraft) for civilian use, would
probably prefer he used a di�erent meta-
phor: the city is trying to put its narcotic
reputation behind it. But Mr Muñoz feels
free to say what he likes, because he has
found the holy grail for exporters in north-
ern Mexico. He has brought inventive �air,
not just deft �ngerwork, to the process of
making things (see box, next page).

Mr Muñoz’s drone-producing plant is a
maquiladora, a factory that enjoys special
tax breaks. When Mexico set up the �rst
maquiladoras half a century ago, they
were sweatshops that simply bolted or
stitched together imported parts, then ex-
ported the assembled product north
across the border to the United States.
America got cheap goods; Mexico got jobs
and export revenues. Now, with competi-
tion growing from other low-cost loca-
tions, and with the government cutting
some of their tax breaks, the maquiladoras
are having to step up their e�orts to be-
come innovative. 

On October 18th the lower house of
Mexico’s Congress approved President En-
rique Peña Nieto’s proposal to sweep away
a range of deductions and allowances that
the maquiladoras enjoy. In general, Mexico
collects less tax than other middle-income
countries, and the government is striving
to raise more revenues to improve its la-
mentable public services. But the maqui-

ladoras already face sti� competition from
other countries o�ering juicy tax breaks to
manufacturers: KPMG, an accounting �rm,
last year rated Mexico worse than �ve of its
main rivals in terms of tax competitive-
ness. Accountants at another �rm, De-
loitte, reckon the reforms, if passed by the
upper house in the coming days, will raise
the maquiladoras’ e�ective income-tax
rate from 17.5% to at least 30%. 

Over the years the maquiladoras have
already lost much basic work, such as
stitching together fabrics, to cheaper places
in Asia, like Bangladesh (see page 75). But
more recently, rising pay in Chinese fac-
tories has made Mexico look an attractive
location once more. According to the ma-
quiladoras’ industry association, their ex-
ports and foreign investment each grew by
more than 50% between 2009 and 2012, to
$196 billion and $7.4 billion respectively.
Employment, having fallen sharply in the
wake of the global �nancial crisis, re-
bounded by 25% to just over 2m, slightly
above the average for 2007-08. Carmakers,
in particular, have been investing heavily
in Mexico in response to a recovery in sales
across the border in the United States.

The lure of cheaper shores
However, the tax rise risks prompting a
fresh wave of departures to cheaper
shores: even impoverished Haiti is now
touting itself as a hub for low-cost assem-
bly. So the maquiladoras are having to up
their game, moving into more sophisticat-
ed types of manufacturing and doing
more product design. On the �rst score,

there has been some progress: much of the
stitching done in Tijuana these days is not
of T-shirts but of �nicky medical devices
such as stents, made of �ne pig tissue. The
aim of Mr Muñoz’s company and others
like it is to go a step further and to get in-
volved in design and development. 

If they succeed, they stand to gain some
of the investment that American manufac-
turers are expected to make, as they shift
work closer to home in reaction to rising
costs in China. Otherwise, those �rms may
instead be tempted to put their new plants
in American states such as Nevada and
New Mexico. These may not be able to
match Mexican labour costs, but they have
a better-educated workforce and are o�er-
ing attractive tax rates and utility costs. 

Aerospace and defence companies are
among those thought likely to �nearshore�
some of the manufacturing currently sent
to China. The maquiladora zone near Ti-
juana already has more than 50 �rms in
these industries, and it is here that the ef-
forts to become more innovative are most
visible. The Tijuana plant of Zodiac Aero-
space, a French company, makes aircraft
interiors. Downstairs, nimble-�ngered
women glue window-frames onto interior
panels, and technicians operate machines
that cut, stamp and weld metal parts. But
upstairs, young engineers are hunched
over computers. One is designing from
scratch a netting system for planes’ over-
head lockers, to stop luggage shifting dur-
ing �ights. He has proudly attached a note
saying �Made in Mexico� on his screen.

His boss, Raúl Pérez, says that product
design is the next logical step for his �rm�
and for Mexican manufacturing in general.
�It hasn’t been easy,� he admits. Mexican
universities and colleges tend to produce
engineers expert in industrial process rath-
er than products; they are good at making
production lines more e�cient, but not at
inventing what goes on them. So Zodiac,
which used to train recruits in-house, now
sends its sta� into universities to teach, 

Mexico’s maquiladoras
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and helps design courses that will produce
engineers suitable for his industry.

Even more than other industries, aero-
space needs skilled and versatile workers.
Honeywell, one of the biggest aerospace
�rms in the region, employs 350 people in
the design, engineering and testing of air-
craft components in Mexicali, the capital
of Tijuana’s home state of Baja California.
But on a recent visit, its boss, David Cote,
told reporters the talent pool lagged other
potential aerospace hubs such as eastern
Europe. He said Mexico needed more
multi-skilled engineers able to work in me-
chanics, electronics and software.

Another drawback for the maquilado-
ras is that they have not developed local
suppliers: less than 5% of their inputs are

sourced within Mexico. Aerospace is a par-
ticularly demanding �eld because safety
standards require a high degree of certi�ca-
tion for all the parts that go into an aircraft;
and suppliers making components for de-
fence equipment are subject to strict secu-
rity requirements. 

To become a plausible aerospace �clus-
ter�, and attract more investment from the
world’s top manufacturers, the maquilad-
oras around Tijuana need to bolster the lo-
cal supply chain, as well as produce more
engineers capable of product design. For
decades, low costs have made the maqui-
ladoras one of the two main pillars of Mex-
ico’s exports, second only to oil. From now
on, creativity will be a better way of beat-
ing the competition than cost. 7

A Mexican start-up

Border buzz

FEW companies embody the spirit of
Mexican-American co-operation as

much as 3DRobotics, founded by a Mex-
ican, Jordi Muñoz, and an American,
Chris Anderson (a former editor of Wired

magazine and once a journalist at The

Economist). The factory in Tijuana where
they make their small drones is so close
to the border that they could, if they were
allowed, �y across to San Diego. That is
where the �rm’s bo�ns engineer them. 

Mr Muñoz, born a few hours south of
Tijuana, grew up dreaming of building
robotic �ying machines, but only man-
aged to do so after moving to California.
He says he could not have succeeded
without the United States’ technological
prowess and entrepreneurial culture. Yet
chicanadas�the knack Mexicans reckon
they have for using whatever is at hand
to solve a problem�were also crucial.

He began to make progress in 2006,
when the imminent launch of Apple’s
iPhone triggered a plunge in the cost of
the motion sensors he needed to build
his dream. He found that in America he
got plenty of encouragement. Unlike

Mexico, it has a culture that lets you
believe you can be the best in the world,
he says. It is easy to buy supplies on
eBay�and, again in contrast to Mexico,
the postal system delivers them quickly
and reliably. Mexican bureaucracy makes
it hard to get started: even a tiny garage
start-up requires an industrial permit. 

Mr Muñoz says most Americans
�don’t trust Mexicans very much�; but he
credits Mr Anderson’s untypical back-
ground (he was born in Britain) for help-
ing him to see beyond the racial stereo-
type and write a $500 cheque for Mr
Muñoz the �rst time he met him: �The
best $500 he’s ever spent.� 

As for chicanadas, he says his �rst
plastics were moulded in a toaster. Before
the �rm had its own premises, Mr Muñoz
got some friends to assemble the drones
in their kitchen. From such humble be-
ginnings, 3DRobotics hopes its pilotless
craft will be used for anything from
monitoring crops to lifeguard duties on
beaches. �It’s neither a San Diego �rm
nor a Tijuana �rm,� says Mr Muñoz. �It
will always be both.�

TIJUANA

A small dronemaker is a �ne example of cross-border co-operation

HAS China arrived at its Rockefeller
Centre moment? In the late 1980s as

Japan’s miracle economy was soaring, the
Mitsubishi Estate Company bought the
Rockefeller Centre in Manhattan, a land-
mark complex built by the eponymous oil
and banking clan. Alas, Mitsubishi had to
sell, at a big loss, after Japan’s asset bubble
popped. Now it is Chinese �rms that are
seeking such trophies in New York. 

Fosun International, a Chinese con-
glomerate, has just agreed to pay $725m for
1 Chase Manhattan Plaza, a skyscraper
near Wall Street, commissioned by David
Rockefeller and completed in 1961. This fol-
lows a recent investment by Greenland, a
Chinese state-owned �rm, in Atlantic
Yards, a big development in Brooklyn. Ear-
lier this year a consortium involving Zhang
Xin, a founder of Soho China, a private
property giant, bought a stake in the Gen-
eral Motors Building in Manhattan.

It does not necessarily follow that this
assault on New York will also end in tears.
Whereas Mitsubishi overpaid, the Chinese
investors seem to be negotiating reason-
able deals. Michael Cohen of Colliers In-
ternational, a property-services �rm, says
that although Fosun must modernise the
ageing Chase tower, �The price per square
foot appears to be a bargain.� 

A shift is under way in China’s overseas
direct investment (ODI), which is growing
fast but is still dwarfed by foreign invest-
ment into China (see chart, next page). The
�rst wave largely involved state-owned
�rms, and was directed at acquiring ener-
gy, minerals and land in poor countries. Re-
source insecurity lingers�witness the 20%
stake taken this week by Chinese state
�rms in Libra, a giant Brazilian o�shore oil-
�eld�but it is no longer the driving force.
New motives propel the second wave. 

China’s government is keen to boost
the miserable yields it gets on its overseas
investments, argues Thilo Hanemann of
Rhodium Group, a consultant. So it is now
encouraging state �rms to invest in proper-
ty in prime locations, and in infrastructure
and other assets in mature markets. In Brit-
ain, they have invested in Thames Water
and Heathrow airport. This week the Brit-
ish government said a consortium involv-
ing Chinese state �rms could build a nuc-
lear-power station in the west of England. 

Private �rms seeking brands and tech-
nology are also playing a big role in this
second wave. Geely, a Chinese carmaker,
bought Volvo of Sweden. Dongfeng, an-

China’s outward investment

The second wave

SHANGHAI

What to make of Chinese �rms’ latest
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other Chinese �rm, is said to be consider-
ing buying a stake in Peugeot-Citroën, an
ailing French carmaker. On October 22nd
Alibaba, a Chinese e-commerce giant, said
it would open a new division in America
to invest exclusively in internet start-ups.
And Lenovo, a computer-maker, is prepar-
ing a bid for Canada’s BlackBerry.

As a result, the share of Chinese ODI go-
ing to rich countries has shot up from just a
tenth in 2002 to two-thirds last year. Like
Japan before it, China could yet experience
a crash. But the shift in investment from
free-spending state �rms seeking resources
to frugal private ones chasing markets and
innovation is a positive sign. 7

Incomings and outgoings

Sources: Rhodium Group; SAFE
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Outward Inward

POPULAR romance and detective nov-
els are nowhere in sight. Instead, the

new-arrivals shelves at the Cambridge
University Press (CUP) bookshop exhibit
copies of tomes few readers have heard of,
such as �Memory in Vergil’s Aeneid� and
�The Social Life of Greylag Geese�. Pub-
lishing works on such arcane subjects
might seem like a death wish, but CUP has
been doing this successfully since 1584. Pe-
ter Phillips, its boss, proudly calls it �the
world’s oldest media business�.

CUP and the many other university
presses around the world are not typical
businesses, however. They are not-for-pro-
�t arms of their universities whose job is to
publish works of scholarly importance.
This forces them to balance intellectual im-
pact with commercial interest. 

Most get subsidies from their universi-
ty, although some, like CUP and its larger ri-
val, Oxford University Press, whose turn-
over exceeds £750m ($1.2 billion), generate
big surpluses thanks to other businesses,

such as journals, English-language training
texts and exams. These two giants return
tens of millions of pounds a year to their
universities. In comparison, most universi-
ty presses are minnows. But each has an
important role in promoting the parent in-
stitution’s brand, much like a football team
raises a city’s pro�le, says Carey Newman
of Baylor University Press in Texas.

University presses are thriving in some
places, such as China, which has around
110 of them. But elsewhere they are at a mo-
ment of transition. They face the same dif-
�culties as commercial publishers, such as
digitisation and the decline of bookstores,
as well as some of their own. There has
been a decades-long shrinkage in demand
for their titles, as the rising price of scientif-
ic journals has left libraries less money to
spare for buying new books. Academic
monographs are considered a splash today
if they sell just 800 copies in their �rst year.
Public and private universities, under �-
nancial pressure, are scrutinising the subsi-
dies they give their presses. Some have
talked of shutting them. 

Most will survive thanks to the machi-
nations of the university system. To win
tenure, academics need to publish their re-
search, and university presses are hungry
outlets. However, no press wants to be mis-
taken for a vanity publisher, so most of
them try to publish academics from other
institutions. (Some Chinese university
presses, which give preference to their
own faculty, are exceptions.) University
presses are more frugal than commercial
ones, eschewing big advances to authors
and often getting the writers to compile the
index and market the book. Before publica-
tion, manuscripts go through peer review,
in which experts in the �eld are enlisted
(for a pittance) to comment on the work. 

Those in the business argue that it is un-
fair to judge their success by pro�tability.
�No one asks the chemistry department to
be pro�table,� says Peter Berkery of the As-
sociation of American University Presses.
When the University of Missouri tried to
close its press last year, the administration
backed o� after an outcry. �If the universi-
ty presses weren’t there, a lot of very im-
portant books would not be published,�
says Andrew Wylie, a literary agent.
Princeton University Press �rst published
Albert Einstein’s �The Meaning of Relativ-
ity�, and more recently Robert Shiller’s �Ir-
rational Exuberance�. 

Besides, by not chasing pro�ts, the uni-
versity imprints are spared the risks that
commercial publishers run, says Peter
Dougherty, the boss of Princeton Universi-
ty Press: �For publishers that are trying to
grow by publishing popular books, you
can lose as big as you win,� he notes. Per-
haps he has been reading �Will You Be
Alive 10 Years from Now? And Numerous
Other Curious Questions in Probability�,
which Princeton publishes next month. 7

University presses

Homes for tomes

CAMBRIDGE

An often ignored part of the publishing
industry faces unique challenges

NOKIA is going out with a �ourish. In
Abu Dhabi on October 22nd, at its last

launch party before the sale of its mobile-
phone division to Microsoft, the Finnish
company showed o� its �rst tablet. Like
Nokia’s smartphones, the Lumia 2520 uses
a version of the American �rm’s Windows
operating system. New models of Micro-
soft’s own Surface tablets, announced last
month, went on sale the same day.

Microsoft and Nokia are aiming at the
dearer end of the tablet market, which is
dominated by Apple’s iPad. Microsoft has
already had a false start. In July it wrote o�
$900m to re�ect poor sales of the Surface
RT. As if to remind Microsoft of what it is
up against, a few hours after Nokia’s
launch Apple unveiled the iPad Air, which
is thinner and lighter than its predecessors,
and an upgraded iPad mini.

Just as remarkable as the iPad’s success,
however, is the proliferation of cheaper
imitators. A mere three-and-a-half years
after the �rst iPad was sold, the market for
tablets already has a premium and a bud-
get end, like that for cars. The cheap mod-
els, most of which have seven- or eight-
inch screens against the standard iPad’s
ten, use Google’s Android operating sys-
tem (which is free) and are sold for as little
as $100 or less. The least expensive iPad Air
and the Lumia 2520 will be sold for $499
and Microsoft’s Surface 2 for $449.

In the second quarter of this year, ac-
cording to IHS, a research �rm, 43.6m tab-
lets were shipped (see chart). Of those,
14.6m were iPads, which use Apple’s oper-
ating system for mobile devices, iOS. Only
1.7m ran Windows. Almost all the others 

Tablet computers

Overdose

The market for tablets has already split
into two
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were Android machines. Some bear well-
known brands. South Korea’s Samsung
had the biggest single share. Amazon, a
giant online retailer whose tablets use a
customised version of Android, Taiwan’s
Acer and ASUS, and China’s Lenovo also
had fair slices. But 13.9m out of the 27.2m
Android tablets shipped were made by
dozens upon dozens of others.

Entry at the bottom is as easy as it is
hard at the top, with margins that re�ect
perfect competition rather than near-mo-
nopoly. Rhoda Alexander of IHS reckons
that smaller manufacturers will �feel really
�ush� if they scrape a margin of $4 a unit.

Some sellers of cheap Androids in any
case expect to make their money in other
ways. Amazon makes little if anything
from its tablets. Its aim is to sell stu� online.
The same will surely apply to Tesco, Brit-
ain’s largest supermarket chain, which re-
cently started selling its own tablet, the
Hudl, for £119 ($193)�or less if you use loyal-
ty points. The Hudl is preloaded with
Tesco’s shopping apps and with blinkbox,
its pay-as-you-go �lm-and-TV service.

Ben Wood of CCS Insight, another re-
search �rm, reckons that North America al-
ready has two tablets for every �ve people.
Cheap devices, he thinks, are often bought
for children who covet a parent’s iPad. The
two-car family took decades to arrive. The
two-tablet family has taken three years. 7

DISPOSABLE nappies take up much of
the shelf space at the ABC Supermar-

ket in Kliptown, a district of Soweto, an ur-
ban sprawl west of Johannesburg. �Klip-
town is a baby town,� says Mossa, the
ABC’s owner. His store carries a wide
range of nappies, from global brands such
as Huggies and Pampers to less familiar
lines from Egypt and Turkey. 

Outside its doors a team of locals is pro-
moting Huggies to passing mums. Like
Pampers they are sold singly so parents
can buy one for when a reliable nappy is
critical (a long trip in a cramped minibus,
say). However, says the team leader, Sipho,
Huggies also come in a bag that will safely
store a used nappy until it can be binned.

Sipho’s team works for The Creative
Counsel (TCC), a �rm that specialises in
marketing to the poorest consumers at the
�bottom of the pyramid�, a term popular-
ised by the late C.K. Prahalad, a manage-
ment guru. TCC was established in 2001as
a two-person advertising agency by Ran

Neu-Ner and Gil Oved. It has grown into
one of South Africa’s largest. As well as
Kimberley-Clark, the maker of Huggies, its
clients include Unilever, Danone and Vo-
dacom, part of Vodafone. TCC wins busi-
ness because, as well as crafting a sales
message, it can deploy a small army of
people like Sipho to deliver it. 

In the past international �rms often
took a simplistic view that African con-
sumers aspired to a Western lifestyle, says
Mr Oved. But billboard and newspaper
campaigns based on that premise lacked
impact. Imported television ads dubbed in
local vernacular were scorned. Building
brand loyalty among low-income shop-
pers is a job best done by folk who speak
the language and know the lives of people
they are selling to. That is why in places
like Soweto TCC employs locals to work as
cheerleaders for brands. 

Its promoters can be found in strip
malls and taxi ranks, and at funerals and
weddings. Red-shirted Vodacom promot-
ers dispense advice on phones and call
plans. Envoys for Unilever in Soweto make
up to 100 house calls a day hawking Lipton
teas, Knorr seasonings and other products
from the �rm’s range. On a busy weekend
TCC might have 10,000 promoters at work.
To manage this army requires hundreds of
o�ce sta� and no little technology. The
�rm thus employs an unusual mix of logis-
tic and artistic people. On-the-ground in-
telligence about how a new campaign is
faring is fed back to headquarters, so it can
be tweaked if need be.

Marketing types the world over know
that word-of-mouth recommendations
carry more punch than advertisements.
This is especially true in Africa, where the
mass media are fragmented and brands
less familiar. Shoppers on tight budgets
can ill a�ord to make bad choices. They
value advice from peers and a chance to
sample before they buy. And they repay
such engagement with loyalty. A survey

last year by McKinsey, a consultancy,
found that 59% of African grocery shop-
pers stuck with their favoured brands,
compared with 38% that chose the cheap-
est deal on o�er. 

Yet creating loyalty is only half of the
battle. Brands must �rst be on the shelf be-
fore they can �y o� it. Around three-quar-
ters of the money spent in Soweto is cap-
tured by informal traders, who sell from
spazas (kiosks) and makeshift stalls, says
G.G. Alcock, the boss of Minanawe, an
agency that has built a big database of such
outlets. TCC bought a stake in Minanawe
in 2011. It realised it had to devise market-
ing campaigns for informal traders in par-
allel with the promotions that it was aim-
ing at consumers. 

Even the biggest branded-goods �rms
see value in building links with the spazas.
Minanawe advised Parmalat on such a
campaign. The Italian dairy giant supplied
branded menu boards and aprons to So-
weto’s informal food kiosks to promote
the sale of its cheese slices in �kotas�, quar-
ter-loaves of bread stu�ed with chips and a
variety of meats. The market is bigger than
it might seem. Marks, the owner of a mod-
est-looking fast-food spaza in Soweto, says
he sells 2,400 kotas a day and spends
20,000 rand ($2,000) each morning on in-
gredients at his wholesalers. He may not
look it, but he is quite the big cheese. 7

Building brands in Africa

Pyramid scheme

SOWETO

To reach Africa’s poorest consumers,
face-to-face contact works best 

The personal touch

BRIGHT green billboards around the Al-
gerian capital urge consumers to get

ready for 3G internet from Mobilis, one of
three mobile-phone networks. But most
Algerians respond with a shrug and a cyni-
cal smile. The government has been pro-
mising to roll out third-generation mobile
telecoms in this relatively wealthy country
of 38m people since 2004. Only on Octo-
ber 15th did the telecoms regulator award
licences, to all three bidders. 

Some Algerians think the government
took so long to keep its promise because it
is afraid of letting its predominantly youth-
ful citizens have easier access to the inter-
net. But Ihsane el-Kadi, a local economist,
reckons the real reasons are a more com-
plex mix of Kremlinesque local politics,
clashing business interests and a lack of
know-how for upgrading the system. One
obstacle may have been that state-owned
Algérie Télécom, the sole provider of �xed-
line internet (and owner of Mobilis), want-
ed to increase its number of subscribers 

Telecoms in Algeria

A lost generation 

ALGIERS

A saga over telecoms licences shows the
di�culties of doing business in Algeria
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2 before letting competition into the market.
In 2011, by which time all of Algeria’s

north African neighbours were cheerfully
sur�ng the mobile net, locals’ hopes for 3G

were raised and dashed again. This time
the o�cial reason was concern about for-
eign involvement: a Russian �rm, Vimpel-
Com, had recently taken control of Djezzy,
another local mobile operator. The govern-
ment said it would not launch 3G until it
fully controlled Djezzy. The state never
bought it outright, but now owns 51%.

Now it has at last awarded the 3G li-
cences, the government has gone about it
in an odd way: all three mobile operators
(Nedjma, owned by Ooredoo of Qatar, is
the third) will compete in Algiers and in
three provinces, but in each of the other 45
provinces one of the three will have a local
3G monopoly. Algerians mutter that far
from getting improved mobile access they
will now have to buy three SIM cards for
when they travel. 

With near-100% penetration and good
revenues, telecoms is a pro�table business

in Algeria. Somewhat ambitiously, the gov-
ernment wants to raise its contribution to
GDP to 8% next year, from about 4% last
year, as part of a plan to be less dependent
on oil and gas. But the state itself is the
main obstacle to developing new ventures
of all sorts. A big private-equity investor in
Africa says that as a well-o� country with
a big, urbanised population it would get a
lot more start-ups but for the government’s
prickliness towards outsiders. 

This, and the bureaucracy’s slothful-
ness, help explain Algeria’s lowly position
as 152nd of 185 countries in the World
Bank’s league for the ease of doing busi-
ness. The country imports almost every-
thing, and in some towns unemployment
is up to 40%. If they were made more wel-
come, foreign investors might be pouring
in perhaps $5 billion a year, rather than the
current $300m-400m, reckons Mr El-Kadi.
And as Algerians look forward, �nally, to
getting their 3G service in December, other
countries in the region�even Iraq and Ethi-
opia�are already moving on to 4G. 7

AFTER the Rana Plaza clothing factory
near Dhaka collapsed in April, killing

at least 1,100 people, the big Western cloth-
ing companies that have their garments
run up in Bangladesh came under pressure
to intervene more forcefully to improve
safety and working conditions in the
workshops they buy from. Two groups of
retailers and fashion brands, one mainly
North American and one mainly Euro-
pean, have begun implementing new
monitoring schemes. On October 24th Pri-
mark, a big British retailer, said it would ex-
tend for another three months the aid it is
giving to families a�ected by the disaster,
while it works on a long-term compensa-
tion scheme. 

Meanwhile, the tragedies continue: ear-
lier this month ten people died when an-
other factory in the Bangladeshi capital,
used by big foreign clothes retailers, went
up in �ames. Nevertheless, it has become
clearer since Rana Plaza that the clothing
�rms have little option but to continue
sending work to Bangladesh. It will remain
Asia’s primary production base outside
China for cheap clobber, with exports on
track to rise by a �fth, to $24 billion, in the
current �scal year. 

The country’s clothing industry has the
advantage of scale: it has 5,000 factories,
compared with 2,500 in Indonesia and

2,000 in Vietnam. Its labour costs less than
any of its Asian rivals’: even a near tripling
in the minimum wage, to $100 a month, as
garment workers are demanding from the
government, would not change this. And
unlike clothes put together in China, India
and Sri Lanka, those stitched in Bangla-
desh enjoy duty-free access to the Euro-
pean Union. 

Such is the growth in demand for cheap
wear that Bangladesh’s clothing industry
is forecast to quadruple in size over the

next 20 years. It already employs 4m, most-
ly women, in a country with 31m house-
holds. Unless productivity rises sharply,
millions more women will be drawn from
their homes into the workplace, a drastic
change in a conservative society. 

Although output is booming, pro�tabil-
ity has slumped. In the past �ve years the
price of the average garment has fallen by
12% in local-currency terms. In that period
the factory owners’ return on investment
has plunged from an average of 50% to
20%, estimates Forrest Cookson, an Ameri-
can economist and expert on the Bangla-
deshi economy. That still sounds good but
capital is costly. To get money from domes-
tic banks, palms have to be greased, so tex-
tile �rms in e�ect borrow at around 18%. 

So, despite the prospect of years of fur-
ther growth to come, some local factory
owners are talking of selling up. A recent
surge in Bangladeshis buying homes
abroad is perhaps a sign that some of the
families that control the clothing business
are preparing an exit. Others are getting
money out by underinvoicing foreign
sales and keeping the di�erence abroad. 

If the government forces the factory
owners to increase pay (an election is com-
ing, so it may well do so), they will be even
less willing and able to invest in making
their premises less hazardous. The most
promising way to make the country’s
clothing industry both safer and more
pro�table is to boost productivity and out-
put at the larger and generally better-run
factories, and drive the smaller, dodgier
ones out of business. 

This, broadly, is the objective of Tau In-
vestment Management, a New York�
based �rm which seeks �capitalist sol-
utions to capitalism’s failures�. It wants to
inject up to $50m in each of a number of
big factories, to sort out their safety, envi-
ronmental, labour and e�ciency pro-
blems. It hopes foreign clothes �rms will
�ock to these high-quality suppliers, leav-
ing the rest to wither away. A commend-
able idea, but a risky and expensive one. 7
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As workers continue to die in unsafe factories, the industry keeps booming
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THE billionaire’s dilemma: spend $250m on buying the vener-
able Washington Post, or splash the cash on a start-up news

network to be headed by a controversial investigative journalist
with no experience of running anything? It is entirely in character
that Pierre Omidyar chose the second option, bankrolling the
new journalism venture of Glenn Greenwald, best known for his
reporting on the National Security Agency. Mr Omidyar did not
become a billionaire at the age of 31by �xing an established insti-
tution, but by building eBay from scratch into a worldwide on-
line marketplace. And fostering innovative start-ups with an am-
bition to improve the world has been the focus of his philan-
thropy since he gave up his executive role at eBay while still in his
30s. Mr Omidyar, who is now 46, has already deployed $1billion
of his fortune to this end, which puts his $250m media invest-
ment into perspective: a big bet, but not that big.

His wealth�still around $8.5 billion�is not the only reason
why any venture by Mr Omidyar should be taken seriously. Both
at eBay and in his charitable schemes he has demonstrated an
ability to turn a promising but vague idea into something con-
crete and substantial. And the evolution of his philanthropy is a
case study with lessons for other entrepreneurs seeking to be-
come benefactors.

In his �rst few years as a big giver, Mr Omidyar went from em-
bracing the conventional wisdom to challenging it. From the
days of Carnegie and Rockefeller a century ago to Bill Gates to-
day, the American tradition has been for the rich to give a large
chunk of their fortune to a foundation, usually carrying their
name, which then doles out chunks of money to charities it likes.
Mr Omidyar started out doing that, but quickly concluded that
handing out grants was not the most e�ective use of his money. 

His experience at eBay led him to conclude that in the right cir-
cumstances a business can be at least as powerful a force for good
as a charity. By creating a readily accessible global marketplace,
eBay had given hundreds of thousands of people the chance to
improve their lives by becoming online entrepreneurs. So in
2004 Mr Omidyar replaced his foundation with a new organisa-
tion, Omidyar Network, which sees itself as an active investor,
not a passive donor, and is free to put money equally into for-pro-
�t and non-pro�t ventures. Almost half of the 300 or so out�ts it

has backed aimed to make money�though Mr Omidyar has said
that any pro�ts will be recycled, with none going back to him.

The network’s early years were a mess, with the sort of fre-
quent strategy changes and sta� turnover that are common
among foundations. Things have got better since 2007, when Mr
Omidyar brought in Matt Bannick, a former head of eBay’s inter-
national operations, to run the network. He has focused it on �ve
main themes: �nancial inclusion, consumer internet and mobile
telecoms, education, property rights and open government.

With the non-pro�ts it backs, ranging from Kiva, a micro�-
nance website, to the Sunlight Foundation, which promotes
open government, Omidyar Network practises �venture philan-
thropy��developing a non-pro�t start-up in the same way as a
new business venture, except for not expecting it to make money
one day. Typically, foundations have given funds for a speci�c
project rather than to build the capabilities of the charity itself,
which makes it hard for the charity to hire and retain talented
people. In contrast, the network not only provides money for its
charities’ general budget, it has a human-resources department
that helps them �nd good sta�. This service seems to be univer-
sally appreciated by the charities Mr Omidyar backs, some of
which say it is more valuable than the money they get. Although
there are several other successful venture-philanthropy organisa-
tions, such as New Pro�t Inc (which helped develop the Teach for
America charity), none comes close to the scale of Omidyar Net-
work, which makes it the crucial test case for the idea.

The moneymaking counterpart to venture philanthropy is
�impact investing�: aiming to turn a pro�t while doing some so-
cial or environmental good. But Mr Omidyar thinks most so-
called impact investors are being too risk-averse. He has concen-
trated on trying to build viable businesses that sell to the very
poorest consumers, where costs must be pared to the bone. Some
of these already look promising. D.light, a provider of cheap
lamps that absorb solar energy during the day and dispense light
at night, in place of dangerous and toxic kerosene lamps, is now
shipping 500,000 units a month, in India and Africa. Bridge Inter-
national Academies now has 200 schools providing poor chil-
dren in Kenya with a decent education for $5 a month. MicroEn-
sure, a �rm that gets mobile-phone companies to provide free
life-assurance as an incentive for loyal subscribers, now serves
over 4.5m people in Africa and Asia, up from 600,000 in 2010.

Big enough to make a di�erence
To be judged a success, Omidyar Network will need some of
these promising start-ups to grow far bigger. To encourage this, it
is seeking ways to co-ordinate its investments in for-pro�ts and
non-pro�ts so as to accelerate the growth of an entire sector. So
far it has succeeded only, to some extent, in micro�nance, where
it has invested in for-pro�t lenders and in non-pro�ts that provide
the �ecosystem� for the market, such as credit bureaus and con-
sumer-information services, for which there was no viable com-
mercial model. Can Mr Omidyar do the same in education? Or
health? Or indeed journalism? His media venture is in a similar
spirit to his other projects, seeking a new business model for the
investigative journalism that he sees as a crucial underpinning of
democracy. Years more of work will be needed before it is clear
whether his mix of impact investing and venture philanthropy
can deliver social change on the scale Mr Omidyar dreams of. 7

The Omidyar way of giving

The founder of eBay aims to be a more entrepreneurial philanthropist than his predecessors
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THE European Central Bank (ECB) an-
nounced this week how it will under-

take a root-and-branch examination of
banking assets before it takes charge of su-
pervision in the euro area late next year
(see next story). One aim of the exercise is
to identify the bad debts that are fouling up
euro-zone banks and preventing the �ow
of new credit. This is important because
parts of the single-currency area are crip-
pled not just by public borrowing but by
private debt, most of which is sitting on
banking books.

Throughout the euro crisis, tough aus-
terity programmes have been aimed at
tackling sovereign debt. That German-in-
spired focus is badly misplaced. High priv-
ate debt is more detrimental to growth
than high public debt, according to recent
research by the IMF. Indeed the IMF study
�nds that excessive sovereign debt reduces
growth only when household and cor-
porate sectors are heavily indebted too. 

The malign e�ect of high private debt
becomes apparent in the busts that follow
credit-driven booms. Households that
have borrowed too much in relation to
their income trim their spending, the main
component of GDP. Overleveraged �rms
avoid investing and concentrate on shrink-
ing their balance-sheets by paying o�
loans. As bad debts erode their capital,
banks become more reluctant to lend.
These adverse trends reinforce each other,
increasing the overall drag on growth.

Figuring out the point at which debt be-

A more realistic trigger for concern
might be 200% of GDP. On this basis, eight
countries of the 17 that share a common
currency look vulnerable (see chart).

Of the eight, Belgium and Luxembourg
are less worrying than they might appear
because their corporate debt is swollen by
the presence of multinationals and in-
cludes a big chunk of inter-company lend-
ing. But that does not apply to the Nether-
lands, where private debt is over 220% of
GDP mainly because households owe so
much. In tiny Malta it is nearly 220%. Priv-
ate debt is also high in four countries that
have had to be bailed out: in Cyprus and
Ireland it is over 300% of GDP; in Portugal it
is 255%; and in Spain 215%.

In all but one of the eight countries a
majority of the private debt is corporate.
This preponderance of company borrow-
ing is most extreme in Luxembourg, but
also notable in Ireland whose debt is also
a�ected by the presence of multinational
�rms; even so, Ireland’s household debt
alone is over 100% of GDP. The Nether-
lands is the only country where the major-
ity of debt is personal: its household debt
is 128% of GDP (though Cyprus’s is even
higher, at 136% of GDP).

Although Italy has the second-highest
sovereign debt in the euro area, it does not
feature among the countries with exces-
sive private debt. Its �rms owe somewhat
less than the euro-zone average and Italian
household debt is especially low. But mon-
itoring the ratio of debt to GDP is not the
only measure of vulnerability. For non-�-
nancial companies, an important indica-
tor of fragility is a high ratio of debt to equ-
ity; and on this measure Italian �rms,
especially the small and medium-sized
ones, are particularly stressed. 

Other balance-sheet indicators also
suggest that Italian business is in a bad
way. For example, 30% of corporate debt is
owed by �rms whose pre-tax earnings are 

comes excessive is not an exact science.
The European Commission, which now
has the job of monitoring any emerging
macroeconomic imbalances, uses a �gure
of 160% of GDP for private debt�what
households and non-�nancial companies
owe in the form of loans and debt securi-
ties such as corporate bonds. That looks
conservative: it happens to be the prevail-
ing level in both America and the euro area
as a whole.

The euro crisis

Debtors’ prison

Finance and economics

The euro zone is blighted by private debt even more than by government debt

Heavy lifting

Sources: Eurostat; OECD; IMF *Non-consolidated
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less than the interest payments they have
to make. That share of frail companies is
even higher in Spain and Portugal (40%
and nearly 50% respectively). But Italy’s
plight is in stark contrast to the situation in
France and Germany, where little more
than 10% of corporate debt is owed by such
weak performers. Italian �rms have been
hurt by the erosion of their competitive-
ness within the euro zone. 

Little progress has been made to lighten
the private-debt burden since the crisis be-
gan. Though it eased in Spain from 227% of
GDP in 2009 to 215% in 2012, it rose over the
same period in Cyprus, Ireland and Portu-
gal. In Britain, by contrast, private debt fell
from 207% of GDP in 2009 to 190% in 2012
thanks to improvements by both house-
holds and �rms.

Getting debt down has proved intracta-
ble because the economic climate has
been so unforgiving. Debt burdens (ie, debt
as a share of GDP) automatically become
lighter as money incomes rise. But that has
not been the case in economies hit by a
double-dip recession and hurt by prices
that are close to de�ationary levels. There
is an inherent contradiction between the
need for debtor countries in the euro zone
to regain competitiveness through lower
prices and at the same time to ease exces-
sive debt with a dose of in�ation.

Even in a better economic climate,
though, southern Europe would be bad at
writing down debt. Corporate insolven-
cies have increased sharply but from low
levels. Social attitudes frown on debtors,
who are usually pursued through the
courts in a long and costly process. 

Insolvency laws have recently been re-
formed in several countries. The Portu-
guese government, for example, has made
it easier for debt to be restructured outside
the courts. But the reforms often fail to
work. The Spanish law is intended to pro-
mote restructuring of viable �rms but in
practice most insolvencies end in liquida-
tion after lengthy court proceedings. The
cultural stigma of a bankruptcy remains:
potential entrepreneurs in countries like It-
aly and Spain worry more about failure
than they do in Britain and America. 

Dutch discouraged
High household debt helps explain why
the Netherlands, along with Italy and
Spain, remained in recession in the second
quarter of 2013 even as the euro area in
general embarked on recovery. Dutch GDP

this year will be 2% lower than in 2011 and
more than 3% below its previous peak, in
2008. Though this loss of output is dwarf-
ed by that su�ered in southern Europe, it il-
lustrates the malign e�ect of high debt
when house prices fall�recent declines
have been close to those in Spain. That has
pushed a quarter of Dutch homeowners
into �negative equity�: their houses are
worth less than their mortgages. 

Elsewhere in the euro area high cor-
porate debt has been doing most damage.
Firms that have overborrowed are reluc-
tant to embark on new ventures, and
banks are in any case reluctant to lend be-
cause their balance-sheets are peppered
with bad debts. This unhappy state of af-
fairs prevails throughout southern Europe
though its precise causes vary. In Spain the
bad debts have arisen mainly from the
property bubble and have been tackled
over the past year by recognising the losses
and transferring the written-down loans to
Sareb, an asset-management company. In

Portugal they stem from the attrition of
more than a decade of stagnation. 

The ECB’s banking probe will cause
some of this debt to be written down as
banks are forced to recognise some of their
bad loans. But the clean-up could be limit-
ed because of the fear among the Euro-
pean countries with solid �nances that
bad banking debts will be dumped into a
common rescue fund. If the quality of
these assets is not properly addressed this
time, it will cast a long shadow over the
euro zone’s chances of making a sustained
economic recovery. 7

CONSTRUCTION cranes tower over the
angular glass facets of the new head-

quarters being built in Frankfurt for the
European Central Bank (ECB). Yet by the
time the building is �nished its acres of of-
�ce space (twice as much as in its present
downtown digs) will be too small to ac-
commodate the expanding remit of the
ECB. This week it lifted its shovels to begin
the new task of cleaning euro-zone banks’
balance-sheets of their bad loans. 

Its �rst step will be to try to get a mea-
sure of just how much bad debt there is
through a close examination of the assets.
On October 23rd it gave some details of
how it will do this in an �asset-quality re-
view� and what standards it will expect
banks to meet. These revealed something
of the �erce arguments that have taken
place recently within the ECB and the com-
promises it has had to swallow. The ECB

needs to be tough on banks to restore con�-
dence�yet not too tough. If it reveals capi-
tal shortfalls so large that �lling them
would destroy the public �nances of strug-
gling countries then it may undermine
con�dence rather than restore it.

Its response has been to set reasonably
hard standards, while giving banks time to
comply and itself some �exibility on fu-
ture hard decisions. The main yardstick im-
posed is a core-capital ratio of 8%, which is
higher than in current regulations. Yet it
will give banks an unspeci�ed time in
which to get there. The ECB also dodged
some unresolved issues such as the actual
riskiness of banks’ holdings of govern-
ment debt and the divergence in banks’
own calculations of the riskiness of specif-
ic assets. 

The biggest contribution to con�dence
would be the imposition of some com-
mon rules across the region for non-per-

forming loans (NPLs). There is wide diver-
sity at the moment, less in the de�nitions
than in how regulators deal with �forbear-
ance��that is, banks easing terms for strug-
gling borrowers to avoid recording loans as
non-performing. Forbearance discourages
banks from selling or restructuring bad
debts for fear of crystallising losses and
eating into their own capital. Standardised
rules across the euro zone would probably
reduce NPLs in Italy and raise them in Ger-
many and Portugal (see chart).

Estimates vary on how much addition-
al capital banks will have to raise to meet
these new standards and to set aside in
bad-debt provisions; some analysts pred-
ict about �50 billion ($69 billion). Yet this
would be just to �ll existing balance-sheet
holes. A planned stress-test of banks could
indicate signi�cantly larger capital short-
falls. It is due to take place next year and
will probably examine banks’ ability to
weather an economic downturn. It may
also consider the impact of a shock to the
price of various countries’ sovereign debt.
Back-of-the-envelope calculations suggest 

Fixing Europe’s banks

Cleaning the Augean stables

The ECB starts the Herculean task of repairing Europe’s banks

Performance enhancing

Source: European Central Bank
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IT MIGHT seem like a marriage made in
heaven. Infrastructure projects take a

long time to build but then deliver cash-
�ows over an extended period. Pension
funds have liabilities that stretch over sev-
eral decades. Why not get the latter to �-
nance the former?

But the couple have barely survived
the �rst date, let alone made it to the altar.
A new report* from the OECD, a think-
tank, estimates that global pension funds
have just 0.9% of their portfolios in pure
infrastructure plays. 

In part, that is due to the OECD’s deci-
sion to de�ne infrastructure assets as un-
listed debt and equity; pension funds
have signi�cant exposure to the listed
shares and bonds of power companies
and the like. From the point of view of
public policy, however, the OECD’s de�-
nition is the correct one. The utility shares
owned by pension funds are those of
companies that were privatised in the
1980s and 1990s; the infrastructure they
operate was the result of government
spending in previous decades.

At the moment, public �nances are
very tight. Although governments would
like to see more infrastructure get built
(thanks, not least to the Keynesian stimu-
lus that might result), they would rather
not bear the whole burden. The di�cult
bit about infrastructure projects, apart
from the original decision to commission
them, is the cost of construction. That is
where governments would like pension
funds, and the rest of the private sector, to
open their wallets.

What’s stopping them? Risk is clearly
an important factor. Pension funds want
reliable cash�ows that can be used to pay
retirees, not the uncertainties that are as-
sociated with green�eld projects. As the
OECD report points out, there is a �lack of
objective high-quality data on infrastruc-

ture investments.� This makes it di�cult
for funds to calculate how infrastructure
would �t into their portfolios: for example,
whether its returns would be closely corre-
lated with other assets, such as equities.
Another problem is that small pension
funds may lack the expertise to get directly
involved in such large projects; they have
to invest via an infrastructure fund, and
pay a management fee for the privilege. 

The biggest infrastructure investors so
far have been the giant Australian and Ca-
nadian pension funds, which can bene�t
from economies of scale. Britain is trying
to achieve the same e�ect by setting up a
Pensions Investment Platform which will
pool infrastructure investments; the hope
is for a £20 billion ($32 billion) fund within
ten years. However, the scheme has been
slow to get going�one person involved de-
scribed it as like �herding cats��and even
if it is successful it will not be su�cient to
fund Britain’s highest-pro�le project, a pro-
posed high-speed rail line from London to
Manchester. 

A new report** from Llewellyn Con-
sulting and the Pensions Insurance Corpo-
ration points to other problems for pen-

sion funds, including the lack of political
certainty. Capital spending is often the
�rst item to be cut when governments run
into budget di�culties and tough deci-
sions are put o� to suit electoral cycles
(expansion of airport capacity near Lon-
don is a notable example).

The report suggests one possible sol-
ution: that the government should bor-
row a separate sum to �nance infrastruc-
ture spending with the stated intention of
selling assets to the likes of pension funds
after a number of years. Such debt could
be recorded separately in the national ac-
counts, an idea that was suggested to the
British government by one of the report’s
sponsors back in 2009. 

An alternative option would be a na-
tional investment bank, along the lines of
the European Investment Bank. It would
borrow from the market and use its capi-
tal to guarantee the equity portion of in-
frastructure projects. That would allow
pension funds to buy the more secure
debt elements of the project’s funding.

The Olympics showed that Britain can
build projects on time when the country
puts its mind to it. A similar e�ort is re-
quired now. The need is clear. More than
half of companies surveyed by the Con-
federation of British Industry compared
Britain unfavourably with other EU coun-
tries on this issue. Among the G7 coun-
tries, only Italy is regarded as having
worse infrastructure. And there is no
shortage of potential funding�Britain’s
pension assets are equal to 112% of GDP.
Surely someone can put the two together.

If you build it, they will fundButtonwood

Pension funds can and should invest more in infrastructure

..............................................................
* �Annual survey of large pension funds and public
pension reserve funds: Report on pension funds’
long-term investments�, OECD, October 2013 
** �UK infrastructure: The challenges for investors and
policymakers�, Llewellyn Consulting, 2013
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that this could easily double the capital
shortfall if sluggish economies keep add-
ing to the heap of bad loans and the slump
in banks’ earnings.

One unanswered question is how
these capital holes will be �lled. Private-
equity markets may shoulder some of the
burden, but badly busted banks may need
help from governments. Before they can
get this they may be forced to �bail in� their
bondholders under stringent new rules
agreed upon by the European Union. In
principle this makes perfect sense, since
taxpayers should be called on only as a last
resort. Yet the new rules have prompted an

unusually public row between Brussels
and the ECB’s president, Mario Draghi,
who frets that private-debt markets will be
spooked if regulators impose losses on
bondholders just because higher capital
standards are introduced. 

An alternative source of capital, which
Mr Draghi would prefer to use as a back-
stop, is Europe’s bail-out fund, the Euro-
pean Stability Mechanism (ESM). But Ger-
many insists that governments should be
responsible for their own banks and that
they may turn to the ESM only if their �-
nances are insu�cient. Germany’s stance,
if it prevails, risks perpetuating the link be-

tween weak banks and governments,
which Europe had hoped to sever through
a banking union.

Despite the many uncertainties that re-
main, the ECB’s plan seems likely to help
restore con�dence in peripheral banks and
lower their borrowing costs. The hope is
that it will encourage banks to face reality
and sell or restructure bad loans. This in
turn would free them to lend to growing
businesses while helping to reduce the
debt burden faced by zombie �rms�those
that are pro�table but weighed down by
borrowings. If it achieves both, Mr Draghi
will be able to relax in his new tower. 7
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Athletic investment

Skin in the game

FEW lines of work are more precarious
than the American footballer’s�his

average professional career is limited to
just 3.2 years. However, for the handful of
stars who stay healthy, football can o�er
a decent living: Peyton Manning, the
Denver Broncos’ quarterback, has pulled
in over $200m.

Given this uncertainty, football play-
ers have a strong incentive to lock in a
base level of compensation. Other celeb-
rities, most famously the singer David
Bowie, have used their income streams to
secure debt. But salaries in the National
Football League (NFL) are so mercurial
they could never be used as collateral.
The only way for athletes to share their
risk fully is to sell an equity interest in
their earnings.

Golfers have long set up small spon-
sorship deals privately, and in 2008
Randy Newsom, a minor-league baseball
player, tried to sell stock in his future
income but ran afoul of America’s Securi-
ties and Exchange Commission (SEC).

Now shares in athletes may be com-
ing to the masses. On October 17th Fan-
tex, a start-up in San Francisco, registered
with the SEC a �convertible tracking

stock� whose value would be tied to the
brand of Arian Foster, an NFL running
back. The company has agreed to pay Mr
Foster $10m up front in exchange for 20%
of total future earnings related to his
brand, including endorsements and
broadcasting or coaching jobs. Of that
cut, 95% will go into a �tracking stock� for
investors, who would pro�t only after
Fantex’s expenses and other liabilities are
paid. Buyers would apparently be taking
a bet as much on the fortunes of Fantex
as on Mr Foster’s career. Buck French, the
head of Fantex, says he hopes that own-
ers of the stock will play ball by promot-
ing Mr Foster on social media.

The deal will go through only if the
$10m can be raised. That will depend on
investors’ awareness of the stock, and the
price. In the prospectus, the company
projects that Mr Foster will receive a
salary close to his current $6.4m for
seven more years, plus o�-�eld earnings.
Since the o�er values this income stream
at $50m, he would have to beat that
forecast signi�cantly for investors to
make much of a return. That he left a
game on October 20th with a hamstring
injury is an inauspicious start.

An American footballer will o�er fans a slice of his career

Out on a limb

JOHN MAYNARD KEYNES once equated
stockmarkets to the �activities of a casi-
no�. But back in 1936 even he may not

have foreseen the evolution of �nancial
spread betting�which involves gambling
on the price movements of shares and oth-
er assets. 

Invented by a Chicago bookmaker to
gamble on sports scores in the 1940s,
spread betting found a niche in 1970s Brit-
ain as a way to speculate on �nancial mar-
kets without paying capital-gains tax. At
�rst only serious speculators used it to
gamble on gold prices. But over the past de-
cade new technology and clever advertis-
ing has made it a mass market, with an esti-
mated 1m Britons opening spread-betting
accounts by 2011. New internet platforms
and mobile apps have made it more acces-
sible to non-specialists: over half of spread
betting is now done on phone apps, ac-
cording to London-based IG Group, the
world’s leading spread-betting out�t. 

In addition to gold, �rms now accept
spread bets on all sorts of stocks, commod-
ities and currencies. Wagers are even being
accepted on shares in not-yet �oated com-
panies such as Twitter.

Some �rms now promote spread bet-
ting as an alternative form of investment
to a public disenchanted with meagre
stockmarket returns. But even the experts
cannot agree on whether �investment� is
quite the right word. Stuart Wheeler, a pio-
neer of �nancial spread betting in the
1970s, asserted in a recent article that �all
spread-betting �rms are bookies, whatever
gravitas they may attempt to assume� as
respectable �nancial institutions. The rep-
utation of spread betting has also been
dented by the di�culty of making money
from it. Only 20% of spread betters make a
pro�t, according to research at the Cass
Business School in London. 

Regulators confronted by spread bet-
ting around the world are proceeding with
caution. Britain gives it the same tax break
as gambling yet regulates it through its Fi-
nancial Conduct Authority (FCA). In most
other European countries the reverse is
true: spread-betting gains are taxed as �-
nancial income but the activity is regulat-
ed like gambling. To add to the mess, Amer-
ica banned it as a form of online gambling
in 2006 yet since 2010 has allowed the re-
tailing of some forms of �nancial deriva-
tives that replicate spread bets. 

In Britain, FCA regulation has increased
capital and compliance costs for spread-

betting �rms. Moreover, they are losing
some of their best customers, traders at tra-
ditional �nancial �rms, because of per-
ceived con�icts of interest. UBS, a big Swiss
bank, has banned spread betting by em-
ployees since 2011. Firms largely depen-
dent on the British market have su�ered:
London Capital Group, for example, lost
money over the past year. Worldspreads,
an Irish �rm, went bust in March 2012.

Bigger �rms are adapting their plat-
forms to make money in countries where
spread betting is outlawed, such as Austra-
lia, Japan and America, by o�ering retail
derivatives and simple stockbroking ser-
vices. IG Group, for example, now makes
almost half its revenues outside Britain,
and has seen its pro�ts rise despite the sat-
uration of the home market. When one
door closes, another opens. 7

Spread betting

Going global

A punt by any other name
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Payback time for subprime

Sources: Department of Justice;
Federal Reserve; FINRA; OCC; SEC;
court filings; press reports
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JPMorgan Chase, America’s largest bank,
has provisionally agreed to pay $13 billion
to regulators to resolve investigations
into its mortgage activities. It is the latest
in a string of hefty settlements. 

Last year, in the National Mortgage
Settlement, �ve American banks agreed to
pay $32 billion to provide mortgage relief
to homeowners; Bank of America agreed
to pay $12.4 billion.

Since 2008 �nancial �rms have agreed
to over $95 billion in mortgage-related
penalties. But things could get worse.
Bank of America may soon reach a $6
billion settlement with housing regu-
lators. And JPMorgan’s announcement
may not stop ongoing criminal probes
into its mortgage activities. 

TEN-YEAR-OLD Ekinops, a small French
company that facilitates data transmis-

sion over high-speed �bre-optic cable,
went public in April, raising �6.7m ($8.7m)
on NYSE Euronext in Paris. The fast-grow-
ing �rm wanted money to help it expand;
its venture-capital backers wanted to start
returning money to their investors. Didier
Brédy, Ekinops’s boss, says he is �de-
lighted� with the amount raised in ex-
change for over a �fth of the �rm’s equity
and with subsequent trading volumes in
the company’s stock, the price of which
has risen by a third.

But Ekinops is in a tiny minority of
small �rms in France that turn to the capi-
tal markets for cash. Chloé Magnier of the
Observatoire des Entrepreneurs, the re-
search arm of PME-Finance, a pressure
group, thinks small businesses cover only
around 2% of their external �nancing
needs that way; banks supply 90%. Else-
where in Europe the picture is similar. Va-
rious stock exchanges are now hoping to
change that.

In April 2012 the Borsa Italiana, part of
London Stock Exchange (LSE) Group, set
up the Elite programme to work with
growing, export-oriented small �rms. The
goal is to improve skills, connect like-mind-
ed businesses and introduce them to po-
tential backers such as private-equity
funds. The programme will be a success if
the number of �rms signed up, 131 so far,
reaches 500 or so, and quite a few of them
raise growth capital through an initial pub-
lic o�ering or other sources introduced to
them by Elite, says Ra�aele Jerusalmi, the
Borsa’s chief executive. 

In March the LSE introduced a new
High Growth segment of its main market�
in addition to its existing Alternative In-
vestment Market (AIM) for small �rms�re-
laxing the listing requirements for fast-
growing, mainly high-tech businesses.
And in May NYSE Euronext, which groups
the stock exchanges of Paris, Brussels, Am-
sterdam and Lisbon, launched EnterNext,
a marketing initiative to raise the pro�le of
the mid-cap and small-cap segments of the
main market (where Ekinops listed), along
with Alternext, the traditional market for
smaller �rms.

EnterNext supports the 750 small and
medium-sized companies already listed
there and seeks to attract new ones. Per-
haps coincidentally, the number of new is-
suers in the �rst seven months of 2013 was
almost as high as in all of 2012. Various pro-

posals for �growth� markets with special
rules, or even a pan-European small-busi-
ness stockmarket, are also much discussed
in Brussels.

Second markets with easier listing re-
quirements for small and middling �rms
have a chequered history. Exchanges in Eu-
rope’s four biggest economies have set up
just under a dozen since 1995, of which half
now exist. They tend to �ourish in heady
times but shrivel in less favourable ones,
partly because that is what happens to
small �rms themselves but also because
limited transparency and sketchy coverage
by analysts make such markets less liquid.
Even AIM, the biggest, has struggled.

This time, though, there may be a closer
convergence of interests. Bank lending to

small companies has kept falling since the
crisis, despite o�cial urging, and interest
rates for small business loans are persis-
tently higher than for big ones (see chart).
Governments desperate to encourage
growth are focusing on small �rms, and are
enacting measures to make their securities
more attractive to investors.

Since August 5th savers in Britain have
been able to hold shares purchased on
AIM and similar small-�rm markets in tax-
free savings accounts. France has an-
nounced something similar, and will also
make it easier for insurance companies to
invest in small �rms.

Investors starved of yield from tradi-
tional sources are increasingly interested
in small-business securities. Among them,
say EnterNext and Deutsche Börse, are
some that have not in the past been espe-
cially active in the sector, such as �family
o�ces�, the investment arms of those with
inherited wealth. In Germany there is a
lively interest in small-company bonds.

Stock exchanges are courting small
�rms with a view to rebuilding new list-
ings, which have su�ered since the onset
of the crisis. But �it takes a long time to
build a successful growth market,� says
Alastair Walmsley, head of primary mar-
kets at LSE Group. AIM has been at it for 18
years. The success of newer ones will de-
pend on the quality of company informa-
tion and the ease with which investors can
sell as well as buy.

In the meantime other approaches are
gaining ground. Small �rms are beginning
to �nd modest amounts of capital through
crowdfunding platforms. Banks are being
encouraged to maintain their capacity for
new lending by securitising their small-
business loans�taking risk o� their books
that new bank-capital rules are making
costlier. It is all part of the gradual shift of
continental European companies of all
sizes from banks towards market-based �-
nance. Mr Brédy just caught the wave. 7

Financing Europe’s small businesses

Capital remedy 

PARIS

Stock exchanges are courting small �rms as never before
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ALTHOUGH investors are now less jit-
tery about a possible default by the

American Treasury, they are rightly still
nervous about a drama unfolding in the
market for state and local debt. Since May,
yields on bonds issued by Puerto Rico, a
self-governing American territory, have
shot up to between 8% and 10%, despite
their (barely) investment-grade rating and
tax-exempt interest. 

Puerto Rico carries outsized impor-
tance in America’s almost $4 trillion mu-
nicipal-debt market, which includes bonds
issued by states and other local authorities
as well as by cities. The island’s current
debt, between $52 billion and $70 billion
(depending on how it is measured), is the
third-largest behind California’s and New
York’s, despite a far smaller and poorer
population. In America’s 50 states the aver-
age ratio of state debt to personal income is
3.4%. Moody’s, a ratings agency, puts Puer-
to Rico’s tax-supported debt at an eye-wa-
tering 89% (see chart). 

Puerto Rico’s debt has long been a sta-
ple of American municipal-bond funds
because of its high yields and its exemp-
tion from federal and local taxes�of partic-
ular appeal to investors in high-tax states.
That let Puerto Rico keep borrowing de-
spite its shaky economic and �nancial con-
dition, until Detroit’s bankruptcy in July
alerted investors to the threat of default by
other governments in similar penury.

America won control of Puerto Rico in
the Spanish-American war of 1898. Its peo-
ple have American citizenship and receive
American government pensions, but pay
no federal tax on their local income. 

The economy has big structural pro-
blems. Participation in the labour force, at
41%, is some 20 percentage points below
America’s. The island has the federal mini-

mum wage, even though local productivi-
ty and incomes are far lower than in the
rest of America, creating a strong disincen-
tive to hire. In�ated bene�t payments, for
disability for instance, discourage work.
Moody’s Analytics reckons the territory’s
bloated public sector accounts for 20% of
employment, compared with 3.7% for the
average state (though it provides some ser-
vices that the federal government would
on the mainland). Growth and investment
are hampered by bureaucracy, stunted in-
frastructure and crime.

Shrinking, sinking
Puerto Rico has been in recession virtually
since 2006, when a federal tax break for
corporate income expired, prompting
many businesses to leave. As Puerto Ri-
cans with prospects emigrate, the remain-
ing population has aged and shrunk. The
government has run budget de�cits (pro-
hibited for states) for the past decade, aver-
aging 2.5% of GDP from 2009 to 2012. Its
pension fund is only 7% funded, which is
abysmal even by the standards of other

American states and territories.
The current administration has sought

to shore up its �nances by increasing taxes
by $1.1billion (about 1% of GDP) and raising
the retirement age for government em-
ployees, as well as the share of their sala-
ries they contribute to their pensions. It has
promised to wipe out its budget de�cit,
projected at $820m this �scal year, by 2016.

Such austerity could further hobble
growth, making it harder to shrink debt ra-
tios. Luis Fortuño, the previous governor,
lost his job last year partly because of pub-
lic anger at the cuts he oversaw. Like Greece
in the euro zone, Puerto Rico has no control
over monetary policy (the preserve of the
Federal Reserve), and so cannot mitigate a
�scal tightening with lower interest rates
or a cheaper currency. 

Investors meanwhile are so wary, after
years of missed de�cit targets, tardy �nan-
cial reports and accounts opaquer than
those of other states, that Puerto Rico has
had to cut back on new bond issues. It is
�lling the gap with more short�term bank
loans; but they come at punitive rates of in-
terest and must be rolled over more often.

Investors are now openly debating
whether Puerto Rico will default. Its consti-
tution requires that its general-obligation
bonds ($10.6 billion of the total) get �rst
claim on tax revenues. Other bonds are
backed by dedicated revenue such as sales
tax and power bills and by a law authoris-
ing the government to pay interest ahead
of other claims. �Honouring debts is not
only a constitutional but also a moral obli-
gation,� Alejandro Padilla, the governor,
told investors earlier this month.

Yet politically it may be tough to gratify
bondholders if police, doctors and teach-
ers go unpaid. The federal government
cannot be counted on for a bail-out: �scal
hawks in Congress would almost certainly
balk at the expense and the precedent. 

Should Puerto Rico seek to restructure
its debts, it would be entering uncharted
legal terrain. Unlike a city it cannot declare
bankruptcy. It does not enjoy the same
sovereignty the constitution grants the
states; should it try to renege on its debts,
Congress might intervene. Years of litiga-
tion would follow. 

Puerto Rico’s problems have not yet
had much e�ect beyond its shores. Its debt
is held mainly by mutual funds and indi-
viduals, although in recent months many
have sold to distressed-debt specialists.
Some brokers have stopped selling its
bonds to their clients. Borrowing costs
have risen for a few highly indebted states
such as Illinois, but the majority have no
trouble selling bonds, says Chris Mier of
Loop Capital Markets, which specialises in
municipal debt. Happily, state �nances are
much healthier today than in 2010. But
complacency would not be wise. No state
has defaulted since 1933. A default by Puer-
to Rico could come as a wake-up call. 7
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WHEN Federal Reserve o�cials released their latest round of
economic projections last month, they included a striking

revelation. Three years from now, the Fed reckons, America will
be back at full employment with a jobless rate very close to its
long-term level of about 5.5%. Yet monetary policy will still be ex-
ceptionally easy, by historical standards. Fed o�cials reckon the
federal-funds rate will be just 2% by the end of 2016, zero in real
terms. In previous decades, real rates ranged from 1% to 5% when
unemployment was that low.

Depending on whom you ask, such a prolonged period of
negative or zero real rates is proof that the Fed is either dangerous-
ly irresponsible or admirably resolute. Both interpretations im-
ply that the Fed is in control. But the truth is more subtle. The cen-
tral bank may tweak rates from month to month but, in the long
run, deeper factors determine the �natural� rate of interest, and
the central bank de�es them at its peril.

Over a century ago Knut Wicksell, a Swedish economist, drew
the distinction between the �nancial rate of interest that borrow-
ers actually pay and the natural rate of interest that was deter-
mined by the return on capital. If the �nancial rate is below the
natural rate, businesses can reap unlimited pro�ts by borrowing
as much as they can and ploughing it into high-returning projects.
Eventually, though, all that additional spending pushes up prices,
money and credit, and eventually, �nancial interest rates. 

Wicksell saw �nancial rates as those set by banks competing
to make loans. That job is now performed by central banks. They
still think in Wicksellian terms: the natural rate prevails when the
economy is at full employment. Set the policy rate above the nat-
ural rate and the economy tips into depression. Set it below, and
in�ation results�or, some worry, speculative credit booms.

The natural interest rate is often assumed to be constant. The
Taylor rule, a popular monetary-policy formula, tends to incor-
porates a real rate of 2%. But, according to Wicksell, the natural
rate is �never high or low in itself, but only in relation to the pro�t
which people can make with the money in their hands, and this,
of course, varies. In good times, when trade is brisk, the rate of
pro�t is high, and, what is of great consequence, is generally ex-
pected to remain high; in periods of depression it is low, and ex-
pected to remain low.�

Although the Fed’s critics think it is holding �nancial rates
well below the natural rate, this is at odds with plenty of other ev-

idence. If investors thought today’s low rates were unsustain-
able, bond yields would be much higher, to re�ect the likelihood
of higher short-term rates in a few years’ time. To be sure, bond
yields have been held down both by the Fed’s promise to keep
rates low near zero, and its purchases of long-term bonds. Yet
bond yields are just as low, if not lower, in countries with less ex-
plicit commitments. Economists at Goldman Sachs have plotted
market expectations of short-term interest rates against consen-
sus in�ation forecasts to derive expected real policy rates for sev-
eral major markets. The results show that real policy rates are pro-
jected to be even more negative in Japan and Britain in three
years’ time than in America, and just as negative in the euro zone.
Even in Australia and Canada, whose central banks avoided
large-scale bond buying, real rates will still be unusually low. 

Dominic Wilson of Goldman Sachs argues that this simply re-
�ects a belief that big economies will operate below potential for
several years. Healthier countries such as Australia must also
keep policy rates low to avoid unwanted currency appreciation. 

But in a speech in March, Ben Bernanke, the Fed’s chairman,
argued that something else is at work: �the low level of expected
real short rates may re�ect not only investor expectations for a
slow cyclical recovery but also some downgrading of longer-
term growth prospects.�

Indeed, despite pro�t margins near record levels and rock-bot-
tom interest rates, business investment has been sluggish, recent-
ly peaking at just above 12% of GDP; it topped 14% in the late 1990s.
This could re�ect expectations of weak sales, and less of a payo�
to new investment: annual productivity growth has slowed to 1%
since the recovery began, half its long-run average. Households
may also be less eager to borrow against future income since they
don’t expect that income to rise much.

A new saving glut
Weak investment is not the only thing pressing down on the nat-
ural rate; ample saving is doing the same. Before the crisis Mr Ber-
nanke credited a �global saving glut� originating in China and
other emerging markets with holding down long-term interest
rates. Although China’s current-account surplus has shrunk in
the past �ve years, Goldman Sachs reckons that the proportion of
emerging-market populations in their prime saving years (aged
35-69) is climbing, and won’t peak until 2032. Although govern-
ments acted as borrowers of last resort in the years immediately
after the crisis, most are now whittling back their structural def-
icits, a process likely to continue for several years, freeing more
savings.

All this suggests that policy rates, low as they seem, are not out
of line with their natural level. If the Fed were to tighten, demand
and investment would sink, and, as Mr Bernanke warned in
March, �perversely serve to extend the period of low long-term
rates�. Shortly after that speech, he inadvertently proved his own
point. When he said the Fed might soon slow quantitative easing
(QE, buying bonds with newly printed money), bond yields shot
up and investors began pricing in much quicker increases in
short-term rates than the Fed had intended. The housing market
has since weakened and job growth has slowed. This is not all
due to higher bond yields. Nonetheless, the Fed has since put o�
the date when it slows QE, and low real rates look likely to be
around even longer. 7
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SPACE, as Douglas Adams pointed out in
�The Hitchhiker’s Guide to the Galaxy�,

is big. Really big. It is so big, in fact, that
even science �ction struggles to make
sense of it. Most sci-� waves away the pro-
blem of the colossal distances between
stars by appealing to magic, in the form of
some kind of faster-than-light hyperdrive,
hoping readers will forgive the nonsense
in favour of enjoying a good story. 

But there are scientists, engineers and
science-�ction writers out there who like a
challenge. On October 22nd a small but
dedicated audience gathered at the Royal
Astronomical Society (RAS) in London to
hear some of them discuss the latest ideas
about how interstellar travel might be
made to work in the real world. The sym-
posium was a follow-up to a larger shindig
held earlier this year in San Diego. 

Starship research is enjoying some-
thing of a boom. �A few years ago, there
was only one organisation in the world
working on interstellar travel,� Jim Ben-
ford, a microwave physicist and former fu-
sion researcher, told the conference. �Now
there are �ve.� The following day many of
the speakers at the event would visit the
British Interplanetary Society (BIS, the
venerable organisation of which Dr Ben-
ford spoke) to discuss design details for a
starship named Icarus. 

Starship research has always been a
small �eld, full of iconoclasts and dream-

ers �tting the activity around their
�proper� jobs. Serious work in the �eld
dates back to 1968, when Freeman Dyson,
an independent-minded physicist, investi-
gated the possibilities o�ered by rockets
powered by a series of nuclear explosions.
Then, in the 1970s, the BIS designed Daeda-
lus, an unmanned vessel that would use a
fusion rocket to attain 12% of the speed of
light, allowing it to reach Barnard’s Star, six
light-years away, in 50 years. That target,
though not the nearest star to the sun, was
the nearest then suspected of having at
least one planet.

How �nal a frontier?
After Daedalus, interest �agged. Lately,
though, several developments have given
the �eld a shot in the arm. 

The internet has made it easier for like-
minded dreamers to get in touch. Astrono-
mers have discovered thousands of alien
planets (including, possibly, one around
Alpha Centauri B, which at 4.4 light-years
away is part of the star system that actually
is closest to the sun), and this exoplanet
boom has caught the public’s imagination,
as well as giving starship researchers a list
of destinations. The rise of the private
space industry, which aims to slash the
cost of getting into orbit, brings hope that
the sort of orbital infrastructure which
would be needed to build a starship might
one day be developed. And the involve-

ment of DARPA, an arm of the American
defence department, which is sponsoring
a long-term project to develop the sorts of
technology a starship might require, has
brought money and attention.

The chief problem, as Adams noted, is
distance. During the cold war America
spent several years and much treasure
(peaking in 1966 at 4.4% of government
spending) to send two dozen astronauts to
the Moon and back. But on astronomical
scales, a trip to the Moon is nothing. If
Earth�which is 12,742km, or 7,918 miles,
across�were shrunk to the size of a sand
grain and placed on the desk of The Econo-
mist’s science correspondent, the Moon
would be a smaller sand grain about 3cm
away. The sun would be a larger ball nearly
12 metres down the hall. And Alpha Cen-
tauri B would be around 3,200km distant,
somewhere near Volgograd, in Russia.

Chemical rockets simply cannot gener-
ate enough energy to cross such distances
in any sort of useful time. Voyager 1, a
space probe launched in 1977 to study the
outer solar system, has travelled farther
from Earth than any other object ever built.
A combination of chemical rocketry and
gravitational kicks from the solar system’s
planets have boosted its velocity to 17km a
second. At that speed, it would (were it
pointing in the right direction) take more
than 75,000 years to reach Alpha Centauri. 

Nuclear power can bring those num-
bers down. Dr Dyson’s bomb-propelled
vessel would take about 130 years to make
the trip, although with no ability to slow
down at the other end (which more than
doubles the energy needed) it would zip
through the alien solar system in a matter
of days. Daedalus, though quicker, would
also zoom right past its target, collecting
what data it could along the way. Icarus, its
spiritual successor, would be able at least 
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If starships are ever built, it will be in the far future. But that does not deter the
intrepid band of scientists who are thinking about how to do it
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2 to slow down. Only Project Longshot, run
by NASA and the American navy, envis-
ages actually stopping on arrival and going
into orbit around the star to be studied. 

But nuclear rockets have problems of
their own. For one thing, they tend to be
big. Daedalus would weigh 54,000 tonnes,
partly because it would have to carry all its
fuel with it. That fuel itself has mass, and
therefore requires yet more fuel to acceler-
ate it, a problem which quickly spirals out
of control. And the fuel in question, an iso-
tope of helium called 3He, is not easy to get
hold of. The Daedalus team assumed it
could be mined from the atmosphere of Ju-
piter, by humans who had already spread
through the solar system. 

A di�erent approach, pioneered by the
late Robert Forward, was championed by
Dr Benford and his brother Gregory, who,
like Forward was, is both a physicist and a
science-�ction author. The idea is to leave
the troublesome fuel behind. Their ships
would be equipped with sails. Instead of
�lling them with wind, an orbiting trans-
mitter would �ll them with energy in the
form of lasers or microwave beams, giving
them a ferocious push to a signi�cant frac-
tion of the speed of light which would be
followed (with luck) by an uneventful
cruise to wherever they were going. 

Without fuel, the ships could be small,
and therefore easy to accelerate. They
might even be able to stop at their destina-
tions by employing the solar wind of the
target star to slow themselves down, using
a second, so-called magnetic sail. The ba-
sics of the technology already exist: micro-
wave sails have �own in laboratories. And
the transmitter could be reused, which
would make such ships cheaper than one-
shot nuclear rockets.

Because it’s there
�Cheaper�, though, is a relative term. Jim
Benford reckons that even a small, slow
probe designed to explore space just out-
side the solar system, rather than �ying all
the way to another star, would require as
much electrical power as a small country�
beamed, presumably, from satellites orbit-
ing Earth. A true interstellar machine mov-
ing at a tenth of the speed of light would
consume more juice than the entirety of
present-day civilisation. The huge dis-
tances involved mean that everything
about starships is big. Cost estimates, to the
extent they mean anything at all, come in
multiple trillions of dollars.

That illustrates another question about
starships, beyond whether they are possi-
ble. Fifty years of engineering studies have
yet to turn up an obvious technical reason
why an unmanned starship could not be
built (crewed ships might be doable too, al-
though they throw up a host of extra pro-
blems). But they have not answered the
question of why anyone would want to go
to all the trouble of building one. 

Ian Crawford, an astronomer at Birk-
beck College, London, pointed out that
sending a robotic probe to another star
would be much better, scienti�cally, than
studying it through telescopes. He even
presented a checklist of the instruments
such a mission should carry, and of the
questions�in stellar physics, planetary sci-
ence and general astronomy�it could be
designed to answer. But for many of those
attending such conferences, �because we
can� would be reason enough to try.

Several speakers at the RAS agreed that
a starship would not be feasible until such
time as human beings had spread through
most of Earth’s solar system, and pos-
sessed an economy able to command the

resources of more than one planet. Wheth-
er that day will arrive is an open question.
Gregory Benford said that Thomas Je�er-
son, America’s third president, guessed it
might take a thousand years for the Ameri-
can frontier to advance to the Paci�c
Ocean. Humans are bad at prediction, Dr
Benford argued, and often things thought
on the edge of possibility happen faster
than anyone would have believed. 

Of course, the past is not necessarily
any guide to the future, and the magnitude
of the problems involved in space explora-
tion dwarf any earthly analogy. Gregory
Benford may be wrong. But he and his fel-
low starship designers are, by necessity, an
optimistic bunch. 7

The economics of interstellar �ight

Starship enterprises

STARSHIPS (see previous article) are a
fantastical subject. Yet when engineers

design them, they try to be as rigorous as
possible. After all, the laws of physics
apply to a starship just as much as they
apply to bridges or motorbikes. 

It is not just scientists who enjoy
technically rigorous speculation, though.
Economists have investigated interstellar
travel as well. One of the best-known
papers was written by Paul Krugman, a
trade theorist, in 1978, in between his
duties as an �oppressed assistant profes-
sor�. �The Theory of Interstellar Trade�
describes itself as �a serious analysis of a
ridiculous subject, which is of course the
opposite of what is usual in economics�.

Dr Krugman, a science-�ction fan,
ponders how trade might work between
two widely separated planets, Earth and
Trantor. Such trade will be a�ected by
relativity theory, which shows that be-
ings on Earth (or Trantor) will see time
pass at a di�erent speed from those who

are on board cargo ships moving be-
tween the two. This could make it hard to
calculate the net present value of a ship-
ment. And the fact that messages can
move at best at the speed of light (and
cargoes more slowly still) might do odd
things to the ability to arbitrage between
the economies of the two worlds. 

After working through the maths, Dr
Krugman came up with two funda-
mental theorems of interstellar trade. The
�rst is that interest costs on travelling
goods should be calculated using clocks
on planets, not ships. This is because the
opportunity cost of trade�buying a bond
on Earth (or Trantor), say�is calculated
using planet-bound clocks, regardless of
what relativity does to a businessman
travelling alongside his cargo. 

The second theorem states that,
though long travel times mean prices on
trading planets will never reach parity,
interest rates will. If they di�ered, then
investors could buy bonds on the more
attractive planet, driving its rates back to
parity with those on its trading partner.

Dr Krugman is not the only economist
to have considered such issues. Tyler
Cowen, of George Mason University, in
Virginia, makes another point. Relativity
means that on a starship travelling near
the speed of light, a handful of years
might pass for the crew while hundreds
passed on a planet it was travelling from
or to. That makes calculating interest
rates hard, since savers could pay starship
captains to carry them forward in time, to
reap the bene�ts of centuries of accumu-
lated interest. In a Star Trek-style world,
then, Dr Cowen thinks the chief determi-
nant of interest rates would be the price
of starship fuel. Better buy antimatter
futures while they are cheap. 

Dismal scientists also like speculating about space �ight

Your sandworm spice is on its way, sir
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TO GET someone else to do the hard
work of bringing up your o�spring for

you is certainly one version of Darwinian
success. Genetic analysis has shown it is
indeed the case that many nests of many
bird species harbour young not sired by
the male who is helping to feed them. That
led evolutionary biologists to predict
something similar might be true for anoth-
er couple-forming, home-building species,
Homo sapiens. Rates of adultery in hu-
mans, though hard to pin down, and prob-
ably variable from one society to another,
are thought to be above 15% in most places,
and sometimes as high as 50%, over the
course of a marriage or equivalent long-
term partnership. Those biologists there-
fore expected to �nd similarly high rates in
people of what is known coyly as extra-
pair paternity, or EPP. 

But, give or take the odd Lucian Freud
(see page 94), it ain’t so. Repeated studies
have shown that among those now alive
only 1-3% of children are cuckoos in the
nest. The present day is, however, a period
of e�ective contraception and expensive
paternity suits, so the biologists still sup-
posed that if they could only look back a
century or two, things would be di�erent.
Research just published in the Proceedings
of the Royal Society, however, suggests it
wasn’t so then, either. If Maarten Larmu-
seau and his team at the Catholic Universi-
ty of Leuven, in Belgium, are correct, then
at least in Flanders EPPs have never been
common, and suspicious fathers normally
have nothing to fear, for even in history
only about one married man in 50 actually
wore the horns of the cuckold.

Dr Larmuseau came to this conclusion
by studying the Y-chromosomes of men of
recorded genealogy. Y-chromosomes,
which carry the gene that starts the process
of androgenisation in a fetus, and thus
pass exclusively from father to son, are un-
usual because most of their DNA remains
undisturbed by a process called crossing
over that stirs the rest of the genetic pot
when sperm (or eggs) are formed. They are
therefore easy to track through the genera-
tions using DNA markers called single-nu-
cleotide polymorphisms, or SNPs. 

By looking at over 1,000 men of record-
ed genealogy and comparing, where possi-
ble, those whose records said they had a
paternal ancestor at least seven genera-
tions back, Dr Larmuseau and his team
were able to estimate how accurately this
paper genealogy corresponded with bio-

logical reality, as re�ected by the pattern of
SNPs. The answer was that only about 1%
of men (and therefore, presumably, of
women, too) were conceived on the wrong
side of the blanket, even in an age when
modern contraception was not available.

A second study Dr Larmuseau conduct-
ed, involving the descendants of 16th-cen-
tury French immigrants to Flanders, came
up with a �gure of 2%�again, in the same
range as modern rates of extra-pair pater-
nity. Which poses a puzzle. For if people in
the past were as adulterous as the data sug-
gest those now alive are, how did they con-
ceive so few children doing it?

It could be that they were not, and that
one e�ect of modern contraception has
been to liberate instincts previously not
acted on for fear of the consequences. Or it
could be that modern contraception is
overrated, and that older methods of fam-
ily planning, such as being careful about
when during a woman’s menstrual cycle a
couple have sex, were more e�ective than
they are given credit for. 7

In�delity
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Cuckolded fathers are rare now, and
were equally rare in the past

BAD though it has been, the AIDS epi-
demic would have been a great deal

worse but for a strange and unexplained
quirk. Infected mothers, it was feared,
would transmit HIV, the AIDS-causing vi-
rus, to their children when suckling them.
Mothers’ milk carries the virus, and suck-
ling may last two years�which is plenty of
time for transmission to happen. And in-
deed it does, but not nearly as often as was
originally suspected. Less than 10% of in-
fants suckled by untreated infected moth-
ers (those not on antiretroviral drugs,
which suppress the virus’s reproduction)
pick up HIV.

Why that should be has remained mys-
terious. But Genevieve Fouda of Duke Uni-
versity, in North Carolina, and her col-
leagues think they have the answer. If they
are right, many children have been spared
AIDS by a �uke�but a �uke that could be
used to develop a new weapon to attack it.

Clearly, something in milk disables
HIV. Previous experiments had identi�ed
proteins that do this to a certain extent, but
nowhere near enough to explain all the
data. Those earlier searches must therefore
have missed something crucial. Dr Fouda,
as she describes in the Proceedings of the
National Academy of Sciences, set out to
�nd what it was.

Milk is a complex mixture of chemicals,

so her problem was how to isolate one of
them without knowing in advance which
was responsible. That meant running raw
milk through a series of processes, each of
which divided it into smaller and smaller
fractions, and testing each fraction for its
HIV-neutralising quality on the way. That
quality, it turns out, is concentrated in a sin-
gle protein called tenascin-C. Further ex-
periments showed that this protein dis-
ables HIV by locking onto a protein on the
virus’s surface, and that it is as e�ective at
doing so as antibodies generated by the
immune system for that speci�c purpose.

This was a surprise, because tenascin-C
is not an antibody, nor had it been suspect-
ed of having any antiviral function. Its
known jobs are to help the development
of the fetal brain and to assist in wound
healing. That it is also the right shape to at-
tach itself to HIV’s envelope protein seems
a complete coincidence�which, indeed, it
must be because AIDS is such a recent dis-
ease that evolution could not have had
time to throw up a novel (and also ubiqui-
tous) anti-HIV protein of this sort.

Whether tenascin-C, or something de-
rived from it, can be deployed against HIV

by doctors, rather than just by nature, re-
mains to be seen. As far as possible, infect-
ed mothers are now given antiretroviral
drugs�both for their own health and for
the health of their suckling infants�so Dr
Fouda’s discovery will probably not a�ect
them directly. 

For the wider campaign against AIDS,
however, it could be of great importance.
The generals running that campaign are
now shifting their approach from defence
to attack, and are talking of ways to bring
about an AIDS-free world. For them, a nat-
ural human protein that neutralises the vi-
rus will be interesting indeed. 7

HIV and mothers’ milk

As luck would
have it

One of the proteins in milk protects
infants against HIV infection

Protect and survive
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AT THE start of Donna Tartt’s third novel,
her hero Theo Decker is 13 years old.

His mother�adored and adoring, artistic,
thrift-shop glamorous�has taken him to
see her favourite painting, a small miracle
of 17th-century Dutch art. Carel Fabritius’s
picture (below) gives the book its title, �The
Gold�nch�, and in the opening scene it is
hanging in the Metropolitan Museum of
Art in New York. 

Theo and his mother are a tight pair; his
unreliable father is almost entirely absent
from their lives. During their visit a bomb
goes o�, echoing the gunpowder explo-
sion in Delft in which Fabritius died in 1654
aged 32. Theo is knocked out, his mother
and many others are killed. Theo then
wakes in a daze and escapes from the
museum carrying the little painting, which
has fallen from the wall, together with a
heavy gold ring belonging to a dying man,
who says to him: �Hobart and
Blackwell. Ring the green bell.�

The explosion, the sudden,
awful deaths, the painting and
the ring are the mechanisms that
set this big, complex novel in
motion. It is a testament to Ms
Tartt’s Dickensian skill that she is
able to make this extraordinary
situation, and every one that fol-
lows, feel both true and lived. 

Ms Tartt gained immediate
renown when her �rst book,
�The Secret History�, came out in
1992. Readers had to wait a de-
cade for her second, �The Little
Friend�, a southern-Gothic-style
tale, that some found disap-
pointing. �The Gold�nch� has
taken another 11 years, but the
wait has been worth it. 

The book’s driver is Theo,
and, like �The Secret History�, it
is written in the �rst person.
After the bomb he is taken in by
the family of a school-friend,
Andy. Theo, whose mother
could not really a�ord his private
schooling, never quite settles
into Andy’s privileged, Park Ave-
nue life. Before too long, he
heads downtown in search of
Hobart and Blackwell, and there
a door opens onto a new stage.

A line might be drawn from
other youthful American narra-
tors�Huck Finn, Holden Caul-

�eld and Scout Finch�straight through to
Theo Decker. Like those characters, he is
nearly always just outside every situation
he �nds himself in. It makes him a subtle
mouthpiece for Ms Tartt’s acute observa-
tions about the lives her protagonist �nds
himself leading. Theo is bu�eted by his
childlike inability to discern what it is in
life he might really want and his fear that,
without his mother, he will be entirely lost.
Things hardly improve when his feckless
father reappears on the scene, lifting him
away from Park Avenue to a dissolute Las
Vegas. Ms Tartt’s language is heightened
yet con�ding, whether she is describing
the cloying social workers who threaten to
place Theo in a crisis home for �youth in

need�, Andy’s mother slipping him sleep-
ing pills to shut o� his nightmares or the
burned-out edges of Las Vegas that are so
far removed from its brilliant neon core.

It is in Vegas that Theo meets Boris, the
sidekick every good hero needs and one of
the book’s most appealing creations. De-
spite his charm, Boris has a darkness about
him that draws in his new friend. Theo
likes to think of himself as a good kid, but
is he? He was at the museum with his
mother only because he had been sus-
pended from school for smoking; the seeds
of his own corruption were always in him.
And it is that corruption that takes the nov-
el, in its last quarter, into the territory of a
thriller, car chases and guns included.

Behind every aspect of Theo’s life is the
painting; a terrible asset, a fearful and
shimmering secret. �Beauty alters the grain
of reality,� one character remarks. Fabri-

tius’s picture haunts Theo even
when it is shrouded in a ware-
house. Late in the novel, when
Theo comes into contact with it
again, he runs his �ngers incred-
ulously along the frame, �like
Doubting Thomas across the
palm of Christ�. 

The �nal section of the book
takes as its epigraph a quote from
Nietzsche: �We have art in order
not to die from the truth.� At the
beginning of this novel Theo’s
existence, as he knows it, is de-
stroyed; Fabritius’s little gold-
�nch, chained to its perch, is an
unlikely saviour. 

�The Gold�nch� is a startling
accomplishment, bringing a
truly Victorian tale (complete
with an orphan’s moral educa-
tion and the secrets of a heavy
gold ring) right up against the ex-
plosive device of a postmodern
thriller. But Ms Tartt has the true
storyteller’s gift, what southern-
ers call �yarning�: the voice she
creates is so convincing that the
reader will believe anything she
says. It would be wrong to see
this as old-fashioned. Just when
it seemed that television was be-
coming the only medium in
which to tell a big, wild, daring
tale, Donna Tartt reminds read-
ers that the best novels can still
do this too. 7

New American �ction

Birdsong

Donna Tartt, back on brilliant form

The Gold�nch. By Donna Tartt. Little,
Brown; 784 pages; $30 and £20
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Lucian Freud

Dishing it up

LUCIAN FREUD was the greatest �g-
urative painter of the 20th century, says

Geordie Greig in his spirited new book,
�Breakfast with Lucian�. He was certainly
one of the most successful: Freud left £96m
($156m) on his death in 2011at the age of 88.
Most of this was divided equally between
the 14 children (by various mothers) whom
he recognised as his. Lady Lucinda Lamb-
ton is quoted as adding another ten �pos-
sibles� who were not acknowledged. She
herself was neither one of Freud’s lovers
(though her mother, Bindy, Viscountess
Lambton, had been) nor one of the chil-
dren. Freud had a particular fondness for
titled women. His second wife was the
daughter of a marquess, and his most loyal
lover was a baroness in her own right. 

Mr Greig is Freud’s Boswell. He de-
lighted in Freud’s work from his school
days. As a journalist, he spent years trying
to get an interview with his hero. By means
of what journalists recognise as rat-like

cunning, allied to a personable manner, he
wormed his way into Freud’s con�dence
and became a regular breakfast compan-
ion. A dedicated networker and an in-
spired gossip, Mr Greig has produced a
small, highly readable life of the artist. 

Lucian Freud was born in Berlin, a
grandson of Sigmund, whose eminence
helped the whole family to obtain British
citizenship just before the outbreak of war
in 1939. Lucian, who remembers Sigmund
fondly, was a perennial outsider who
in�ltrated the British establishment. He
became a Companion of Honour and was
awarded the Order of Merit by the queen.
His painting of an obese woman sold for
£17.2m in 2008, then the highest price paid
for a painting by a living artist. However,
the book focuses not on his painting but on
his celebrity. 

The artist guarded his private life jeal-
ously. Rumours circulated, but his friends
protected him. Mr Greig writes of Freud’s
art and his life being seamlessly joined,
sometimes literally; Freud could interrupt
a sitting to make love to a visitor in the next
room. Lady Lucinda says he was as magi-
cal as he was malign, a totally bewitching,
terrifyingly clever �gure who had an un-
doubted streak of evil. Discarded lovers
were redistributed among his friends and
acquaintances until they begat enough
relationships to recall the Old Testament.
He may have been cuckolded, but only
once, and then it was by Picasso.

Freud, who loved risk, was also a com-
pulsive gambler, and his debts were stag-
gering. The largest single collection of his
works was owned by a bookie, Al�e
McLean, an Ulsterman, who bought some
and took others in lieu of gambling debts.
But there was still £2.7m outstanding when
William Acquavella, Freud’s new dealer,
sorted out the problem. Once his paintings
began to sell for millions, Freud gave up
gambling completely. His appetite for risk
being sated, he was able to build up the
fortune he left to his children. Mr Greig’s is
a compelling portrait of a complete amor-
alist who became a monstre sacré.

Breakfast with Lucian: The Astounding
Life and Outrageous Times of Britain’s
Great Modern Painter. By Geordie Greig.
Farrar, Straus and Giroux; 272 pages; $30.
Jonathan Cape; £25

An eye for beauty

DO NOT be fooled by the strange jollity
of the subtitle of this book. The world

that Oscar Martínez, a Salvadoran journal-
ist, set out to report on �ve years ago is so
violent, depraved and hellish, you can
hardly believe he survived to tell the tale.

At one end of his journey, in Central
America, men and women are executed by
gangs for reasons no one can understand,
forcing those around them to �ee for their
lives to the one place they think they can
be safe, the United States. At the other end,
these hapless Guatemalans, Hondurans
and Salvadorans, after weeks or months
evading drug gangs and bandits across
Mexico, �oat up �swollen, soft and pale�,
on the banks of the Rio Grande. Even their
faith in God�the only thing they had left�
was unable to stop them from drowning at
the border.

Along the way, migrants are shot dead
and thrown o� railway boxcars after what-
ever tiny bundles of money they have
hidden upon themselves are discovered
and stolen by well-armed gangsters. There
are �bra trees� in the desert on the way to
California where migrant women’s under-
wear is hung as trophies by bandits who
have raped them in the wilderness.

What makes this courageous book ex-
traordinary is that Mr Martínez sees all this
�rst-hand. He takes eight trips huddled
with migrants on the roof of La Bestia (�the
beast� of the title), the train that takes them
from southern to northern Mexico on the
way to America, threatening at any mo-
ment to grind them with its steel wheels if
they lose their frozen grip on the hand-
holds. He sits among them during hold-
ups, and feels the hooded eyes of narco
scouts on every step of his journey. He
even wades the treacherous Rio Grande to
see if there is a safe route across. 

But this is not a book about him. In fact,
he rarely reveals his personal feelings, ex-
cept through rugged prose, beautifully
translated by Daniela Maria Ugaz and John
Washington, that lets the injustice speak
for itself. Instead the story of �The Beast� is
told from the viewpoint of the migrants
�clinging like ticks� to the train’s roof-
struts. �A migrant passing through Mexico
is like a wounded cat slinking through a
dog kennel: he wants to get out as quickly
and quietly as he can,� he writes.

Their stories are as vivid as they are
shocking; the senseless violence pervad-
ing their lives evokes another classic book
about Central Americans, but from a di�er-
ent era, Joan Didion’s �Salvador� (1983).
�The Beast� is also a work of journalism
(Mr Martínez is an editor at a prize-win-
ning online news channel, ElFaro.net). He
weaves in well-sourced statistics on the
size of the migrant problem. He pillories

Mexican authorities for turning a blind eye
(or worse) to the problem. And he deftly
depicts the stupidity of much of America’s
immigration policy, while explaining its
history and showing some sympathy for
the cat-and-mouse game played with
migrants by border-patrol agents.

Two chilling insights stand out, as Mr
Martínez, after abandoning La Bestia, wan-
ders from one side of Mexico’s blood-

Central American emigrants

Beastly business

The Beast: Riding the Rails and Dodging
Narcos on the Migrant Trail. By Oscar
Martínez. Translated by Daniela Maria Ugaz
and John Washington. Verso; 267 pages;
$26.95 and £14.99
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stained border with the United States to
the other. The more America seals o� the
frontier, the more migrants are forced into a
race with drug �mules� for the remaining
gaps. That ampli�es the violence. Migrants
are powerless to report the cruelties they
su�er; no authorities want anything to do
with them. 

Thankfully, some priests along the
route o�er them food and shelter. The
reader longs to hear more about these
good Samaritans because they are as rare
as hens’ teeth. The journey through Mexi-
co’s backwaters that these migrants take is
more lawless and brutal than anything
Graham Greene described in the 1930s. So
awful, in fact, that after reading �The Beast�
you cannot help but conclude that most of
them make it not out of choice, but out of
desperate need. 7

DURING its rise in the 17th century,
Amsterdam was an important haven

for religious dissidents. It was also the pub-
lishing centre for the racy philosophical
tracts that were too hot to be printed in
France or England. The city’s economic for-
tunes were born of its embrace of interna-
tional trade and of �nancial innovation.
And the highly pro�table Dutch East India
Company was the world’s �rst joint-stock
company, leading in time to the world’s
�rst stock and options markets. 

In the late 20th century the Dutch capi-

tal was famous for its tolerance of marijua-
na cafés and prostitution. But Amster-
dam’s liberal heritage has become a
battleground. The murder by an Islamist
fanatic of Theo van Gogh, a controversial
�lm-maker, in 2004 sparked clashes over
relations with the city’s Muslim minority.
City planners have shifted from a socialist
vision of liberalism to a yuppi�ed one,
rooting out squatters and shrinking the
red-light district while courting multina-
tional corporations with favourable tax
conditions. Russell Shorto’s �Amsterdam�
traces the evolution of the Enlightenment
in a city that was one of its birthplaces, and
analyses how Amsterdam has been wres-
tling with its ideas ever since.

Mr Shorto, an American who has lived
in the Dutch capital for six years, sprinkles
the book with personal anecdotes that
illustrate how history su�uses the present.
While studying the journal of an Augustin-
ian prior who had �ed to the city to escape
the religious violence of the Netherlands’
war of independence, the author realises
that the diary was written, in 1572, next
door to his �at. To illustrate a later episode
of religious con�ict, he introduces the read-
er to a Holocaust survivor, a childhood ac-
quaintance of Anne Frank. His account of
Amsterdam’s physical growth is just as en-
grossing. The ring of canals, which visitors
nowadays think of as quaint, were a mar-
vel of engineering when they were built in
the 1600s, a testament to the city’s status as
Europe’s premier trading entrepot. 

But Mr Shorto’s main ambition is to
show how the liberal idea was born in Am-
sterdam. He leans here on the recent work
of Jonathan Israel, a British-born professor
of modern European history at Princeton,
whose in�uential three-volume rethink-
ing of the Enlightenment gives a central
place to Amsterdam’s most famous philo-
sopher, Baruch Spinoza. For Mr Israel,
Spinoza was the progenitor of the �radical�

Enlightenment, those thinkers who re-
fused any accommodation with religion or
traditional authority. It is interesting to con-
sider Amsterdam’s current tensions in the
light of the struggles Spinoza witnessed
between tolerant rationalism and religious
nationalism, which ended with the lynch-
ing in 1672 of his political heroes, the De
Witt brothers, and the end of Holland’s
Golden Age.

If the book has a weakness, it is that Mr
Shorto often overstates his case. He con-
tends, for example, that England’s Glori-
ous Revolution of 1688, in which a Dutch
prince, William of Orange, and his wife
peacefully acquired the British throne,
should really be seen as a Dutch invasion
and conquest of England. This, he thinks,
was the main source of English liberalism.
In the same vein, he regards the tolerant
commercialism of New York City as
springing from the Dutch colony of New
Amsterdam. It is surely too deterministic to
think of intellectual in�uence in this way.
In a quieter passage, even Mr Shorto ac-
knowledges that �ideas can’t be pinned
down like butter�y wings.� 7

The making of Amsterdam

Freedom of the
city

Amsterdam: A History of the World’s Most
Liberal City. By Russell Shorto. Doubleday;
368 pages; $28.95. Little, Brown; £25

Yuppies didn’t like it red

EVERY crisis needs a scapegoat. Few have
been more reviled than Fred Goodwin,

the former chief executive of Royal Bank
of Scotland (RBS). For a brief period RBS

soared so high that it became the world’s
largest bank, before it collapsed into the
arms of the British state in the country’s
biggest bank failure. 

Mr Goodwin, who was for a time Sir
Fred until Britain’s honours forfeiture com-
mittee decided in early 2012 to admit him
to an even more exclusive club of ex-sirs,
has since disappeared from public life. Yet
his complex character, which melded
charm with ambition and clinically wield-
ed cruelty, continues to fascinate. Iain Mar-
tin, a former editor of the Scotsman, does a
good job of capturing this in his new book,
�Making It Happen�. He vividly illustrates
the drama that surrounded the 2008 col-
lapse of RBS, as well as the astonishing as-
cent and transformation of Mr Goodwin
from Freddie, an unremarkable schoolboy
from a middle-class background, to �Fred
the Shred�, one of the most powerful
bankers of his generation. 

Over the �ve years since the collapse of
Lehman Brothers the bubble of books 

Royal Bank of Scotland

What a disaster

Making It Happen: Fred Goodwin, RBS and
the Men Who Blew Up the British Economy.
By Iain Martin. Simon & Schuster; 344 pages;
$34.95 and £20
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�I HAVE �shed myself out of the rub-
bishy slough of academic art,� Kazi-

mir Malevich, a Russian artist, announced
in 1915. After a decade of making derivative
work, he made a radical break with what
had come before. He became perhaps the
�rst entirely abstract artist.

A new exhibition at the Stedelijk Muse-
um in Amsterdam�one of several Malev-
ich shows to open in Europe over the next
year�charts his artistic trajectory. On view
are some 500 works by Malevich and his
contemporaries, including oils, drawings,
architectural models, costume designs,
photographs and �lm clips. In a dozen
large, high-ceilinged rooms, this story un-
folds broadly chronologically, starting
with his move from Kiev to Moscow to
study art in 1905. Malevich experimented
with Impressionism, Neo-Primitivism,
Cubism and Futurism. Then in 1915 a big
transformation takes place when he
becomes a self-anointed �Suprematist�. 

The term, which Malevich invented,
expressed his belief that spiritual and
aesthetic purity can be achieved only by
rejecting representational art. One of his
�rst paintings in this vein is �Black Square�,
which features a stark black square against
a white background. Its debut in 1915 was
controversial, not least because it was dis-
played high in the corner of a gallery, the
spot in Russian homes traditionally
reserved for religious icons. Hung in the

same position in the Stedelijk show, it has a
similarly electrifying e�ect.

Malevich’s Suprematist works are lyri-
cal arrangements of squares, rectangles,
circles and diagonals, such as �Supremus
nr. 50� from 1915 (pictured). He created
striking architectural models of imaginary
structures, and austere geometric paint-
ings of white planes against white back-
grounds. Each work re�ected Malevich’s
ground-breaking belief that art need not
represent the �things� of the world; rather,
it could �exist, in and for itself�. Russia’s
new Soviet rulers at �rst embraced this
aesthetic, until Stalin demanded a patriot-
ic brand of realism instead. Malevich’s ab-
stract work was reviled at home for de-
cades. But his ideas eventually went on to
in�uence many artists, including Mark
Rothko, Agnes Martin, Donald Judd and
Zaha Hadid. 

The Stedelijk’s decision to include art
by Malevich’s contemporaries helps to
clarify his strengths and weaknesses. His
early paintings were not very good. His
pretty pink-and-green �Woman with a
Newspaper on her Lap� (1904) looks weak
when compared with Wassily Kandin-
sky’s brooding landscape �Kochel�the
Bridge� (1902). He improves as a �gurative
painter over the next few years, but his can-
vasses are still less inventive than those by
Mikhail Larionov and Marc Chagall. 

So it is all the more exciting to see the
costumes he designed for �Victory over the
Sun�, an opera of 1913. These lively, some-
what ungainly out�ts manage to evoke
both robots and spacemen. Their fresh-
ness and originality o�er a glimpse of the
vision that would later make Malevich in-
ternationally famous. The many Suprema-
tist paintings that follow, some jolting, oth-
ers meditative, are the clear high-point of
this comprehensive show.

The exhibition combines for the �rst
time the holdings of Malevich’s earliest
Russian collectors, who bravely protected
these works. One was Nikolai Khardzhiev,
a critic, scholar and friend, who smuggled
his collection to Amsterdam when he
moved there in 1993 (it is now on long-term
loan to the Stedelijk). The other is George
Costakis, the Russian-born son of a prospe-
rous Greek merchant, who started buying
only after the second world war but still
managed to amass a larger and wider col-
lection, which he took with him to Greece
in 1977. 

Malevich’s reputation continues to
grow. A 1916 Suprematist work by him sold
for $60m at Sotheby’s in 2008. Next year a
retrospective will open at what will be Eu-
rope’s biggest museum, the Mystetskyi Ar-
senal, in Kiev. Meanwhile, the Stedelijk
show will travel in a slightly di�erent form
to Bonn and London. Don’t miss it. 7

The birth of abstraction

Supreme

A new show analyses the work of
Kazimir Malevich and his circle

...............................................................
�Kazimir Malevich and the Russian Avant-Garde� is at
the Stedelijk Museum in Amsterdam until February 2nd 

about the crisis has become in�ated. They
include a series of �ne �y-on-the-wall ac-
counts of the night-long pizza-fuelled
meetings, when bankers and government
o�cials tried to save the �nancial system.
And there are the memoirs of politicians
such as Hank Paulson, a former American
treasury secretary, and Alistair Darling,
once Britain’s chancellor of the exchequer.
Mr Martin, an excellent storyteller, o�ers a
valuable addition by zooming in on Mr
Goodwin’s character and the culture of
fear and assent he created at the bank.

�Making It Happen� is rich in anec-
dotes. There is the tale of how Mr Good-
win was interrupted in the middle of a
meeting by a call from his mother, who
had noticed a cigarette butt on the steps of
his bank’s head o�ce. Bringing the meet-
ing to a halt, he summoned a senior execu-
tive to arrange for it to be picked up. Then
there was the time when he dispatched a
lieutenant to Germany to oversee the
spray-painting of the company’s executive
cars to ensure their colour perfectly
matched the corporate logo. Taken one at a
time, these are amusing. En masse, they
show a man who was compulsive, �xated
even, about small irrelevant details, yet
who was never fully able to grasp the risks
his bank was running or how dangerously
thin its cushion of capital was. �We would
spend hours discussing the wrong things,�
a one-time colleague told the author.

Even on the eve of the bank’s collapse,
Mr Goodwin simply could not fathom the
peril his institution faced. After asking the
government for help, and agreeing to give
the state a majority stake in the bank in
exchange for an injection of £20 billion
($32 billion), a sum that would later be
more than doubled, Mr Goodwin made lit-
tle e�ort to express his thanks, instead de-
scribing the bail-out as a �drive-by shoot-
ing� by the British government. �He is like a
little boy who never admits mistakes,� a
former member of his management team
is quoted as saying.

Mr Martin’s book also captures the way
in which Mr Goodwin ruled his bank with
a mixture of terror and charm. He berated
employees in public and private, losing his
temper if targets were not met or, in one
case, because a statue in one of the bank’s
Aberdeen branches had been moved with-
out his permission. Later he would invite
those he had scolded for drinks in the bar,
joking and chatting with them as if noth-
ing had happened.

The focus on RBS and Mr Goodwin
should not obscure the book’s wider
lessons about what happens when clever,
combative and charismatic chief execu-
tives surround themselves with lieuten-
ants who are too awed or afraid to chal-
lenge them. The ancient Greeks had a
word for this kind of behaviour: hubris.
In the context of the banking sector it is
especially un�attering. 7
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Associate/Full Professor of Human Security

The Fletcher School, established in 1933 as the fi rst graduate school of international 

affairs in the United States, seeks to fi ll the Leir Chair in human security, a full-time, 

tenure-track or tenured position at the rank of Associate or Full Professor, beginning 

September 2014. The Fletcher School’s faculty is multidisciplinary with a focus on 

connecting theory with practice. We undertake research and prepare our masters and 

doctoral students to use the latest political, economic, business, and legal thinking to 

generate pragmatic policies that will successfully shape global events.

Human security brings together the concerns and practices that deal with “freedom 

from fear and freedom from want,” with a strong ultimate focus on human well-being.  

It operates at the intersection of several fi elds -- political and economic development, 

confl ict resolution, human rights, and humanitarian affairs -- and therefore is 

inherently multi-disciplinary. 

• The successful candidate for the Leir Chair in human security must have a strong 

interest in interdisciplinary approaches. Candidates could come from any of 

a number of academic disciplines, but they must have expertise in one of the 

human security-related fi elds and high profi ciency in at least one other related 

area. The ideal candidate will have research, teaching, and practical experience, 

with signifi cant achievement in each. 

• The person holding this Chair will be affi liated with the Institute for Human 

Security based at Fletcher. The Institute convenes faculty from Fletcher and the 

Feinstein International Center at Tufts for research seminars, and also supports 

several faculty appointments as well as graduate student research. 

• A Ph.D. or its equivalent is required along with a record of scholarly publication 

appropriate for rank of appointment. Review of applications will begin 

November 15, 2013. 

Applicants should send a cover letter, curriculum vitae, any supporting materials, 

and 3 letters of reference to: apply.interfolio.com/23513.

The Fletcher School is an Affi rmative Action/Equal Opportunity employer and 

actively seeks candidates from diverse backgrounds.

Appointments

Courses
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The Yale School of Management seeks faculty in the area of Design or Entrepreneurship for two non-

tenure-track positions, each for a fi ve-year (renewable) term starting in the 2014-15 academic year. 

For more information, visit http://som.yale.edu/faculty-research/faculty-openings.

Review of applications will begin on 10/31/13 and continue until the position has been fi lled. 

Yale University is an Equal Opportunity / Affi rmative Action employer.

United States
Sabrina Feldman - Tel: (212) 698-9754 
sabrinafeldman@economist.com

To advertise within the classified section, contact:

United Kingdom
Martin Cheng - Tel: (44-20) 7576 8408 
martincheng@economist.com

Asia

David E. Smith - Tel: (852) 2585 3232 

davidesmith@economist.com

Europe
Sandra Huot - Tel: (33) 153 9366 14 
sandrahuot@economist.com

Readers are recommended
to make appropriate enquiries and take appropriate 
advice before sending money, incurring any 
expense or entering into a binding commitment in 
relation to an advertisement.

The Economist Newspaper Limited shall not be 
liable to any person for loss or damage incurred or
suffered as a result of his/her accepting or 
offering to accept an invitation contained in any 
advertisement published in The Economist.

Appointments

Business & Personal

Fellowships

Tenders
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Economic data
% change on year ago Budget Interest
 Industrial Current-account balance balance rates, %
 Gross domestic product production Consumer prices Unemployment latest 12 % of GDP % of GDP 10-year gov't Currency units, per $
 latest qtr* 2013† latest latest 2013† rate, % months, $bn 2013† 2013† bonds, latest Oct 23rd year ago

United States +1.6 Q2 +2.5 +1.6 +2.7 Aug +1.5 Aug +1.6 7.2 Sep -412.9 Q2 -2.5 -4.0 2.49 - -

China +7.8 Q3 +9.1 +7.5 +10.2 Sep +3.1 Sep +2.6 4.1 Q2§ +42.3 Q2 +1.9 -2.1 3.96§§ 6.08 6.25

Japan +1.2 Q2 +3.8 +1.8 -0.4 Aug +0.9 Aug +0.1 4.1 Aug +48.5 Aug +1.1 -8.3 0.61 97.3 79.8

Britain +1.3 Q2 +2.7 +1.4 -1.4 Aug +2.7 Sep +2.7 7.7 Jul†† -102.1 Q2 -3.2 -7.2 2.73 0.62 0.63

Canada +1.4 Q2 +1.7 +1.7 +0.4 Jul +1.1 Sep +1.3 6.9 Sep -59.6 Q2 -3.3 -2.9 2.43 1.04 0.99

Euro area -0.6 Q2 +1.1 -0.3 -2.1 Aug +1.1 Sep +1.5 12.0 Aug +247.7 Aug +2.2 -3.1 1.77 0.73 0.77

Austria +0.2 Q2 -4.5 +0.4 -0.9 Jul +1.7 Sep +2.1 4.9 Aug +10.4 Q2 +2.6 -2.9 2.14 0.73 0.77

Belgium nil Q2 +0.7 -0.1 +8.9 Jul +0.9 Sep +1.3 8.7 Aug -16.2 Jun -0.9 -3.3 2.61 0.73 0.77

France +0.4 Q2 +2.1 +0.1 -2.9 Aug +0.9 Sep +1.1 11.0 Aug -49.1 Aug -2.0 -4.1 2.33 0.73 0.77

Germany +0.5 Q2 +2.9 +0.5 +0.1 Aug +1.4 Sep +1.7 6.9 Sep +242.3 Aug +6.8 +0.1 1.77 0.73 0.77

Greece -3.8 Q2 na -4.0 -7.1 Aug -1.1 Sep -0.5 27.6 Jul +0.9 Aug -0.1 -2.4 8.81 0.73 0.77

Italy -2.2 Q2 -1.3 -1.7 -4.6 Aug +0.9 Sep +1.5 12.2 Aug +11.5 Aug +0.5 -3.3 4.12 0.73 0.77

Netherlands -1.7 Q2 -0.3 -1.2 -2.3 Aug +2.4 Sep +2.8 8.6 Sep +79.9 Q2 +10.6 -3.7 2.16 0.73 0.77

Spain -1.7 Q2 -0.4 -1.4 -4.0 Aug +0.3 Sep +1.7 26.2 Aug +6.0 Jul +0.8 -7.1 4.24 0.73 0.77

Czech Republic -1.3 Q2 +2.6 -0.7 +1.7 Aug +1.0 Sep +1.6 7.6 Sep§ -3.8 Q2 -1.5 -2.9 2.40 18.7 19.2

Denmark +0.6 Q2 +2.4 +0.3 -5.3 Aug +0.5 Sep +0.8 5.6 Aug +20.9 Aug +5.5 -2.6 1.89 5.41 5.75

Hungary +0.5 Q2 +0.3 +0.3 +0.7 Aug +1.4 Sep +2.0 9.9 Aug§†† +2.6 Q2 +1.5 -3.0 5.46 212 217

Norway +2.6 Q2 +3.4 +1.7 -1.9 Aug +2.8 Sep +1.9 3.6 Jul‡‡ +64.6 Q2 +13.1 +13.1 2.94 5.92 5.74

Poland +0.8 Q2 na +1.3 +6.2 Sep +1.0 Sep +1.1 13.0 Sep§ -10.1 Aug -2.3 -4.0 4.19 3.03 3.18

Russia +1.2 Q2 na +1.8 +0.3 Sep +6.1 Sep +6.4 5.3 Sep§ +40.1 Q3 +2.6 -0.5 7.54 31.8 31.4

Sweden  +0.1 Q2 -0.9 +1.0 -6.9 Aug +0.1 Sep +0.1 7.5 Sep§ +32.0 Q2 +6.3 -2.0 2.38 6.38 6.66

Switzerland +2.5 Q2 +2.1 +1.7 -1.1 Q2 -0.1 Sep -0.2 3.2 Sep +76.6 Q2 +12.2 +0.2 1.10 0.89 0.93

Turkey +4.4 Q2 na +3.2 -1.4 Aug +7.9 Sep +7.6 9.3 Jul§ -56.7 Aug -7.2 -2.2 8.21 1.97 1.80

Australia +2.6 Q2 +2.4 +2.5 +3.9 Q2 +2.2 Q3 +2.3 5.6 Sep -49.4 Q2 -2.9 -1.3 3.91 1.04 0.97

Hong Kong +3.3 Q2 +3.2 +2.9 +0.3 Q2 +4.6 Sep +4.3 3.3 Sep‡‡ +5.8 Q2 +3.4 +1.9 1.91 7.75 7.75

India +4.4 Q2 -2.0 +5.0 +0.6 Aug +9.8 Sep +9.6 9.9 2012 -92.7 Q2 -3.9 -5.2 8.63††† 61.6 53.8

Indonesia +5.8 Q2 na +5.1 +18.2 Aug +8.4 Sep +7.7 5.9 Q1§ -28.8 Q2 -3.3 -3.2 na 11,269 9,608

Malaysia +4.3 Q2 na +4.5 +2.3 Aug +1.9 Aug +2.2 3.1 Aug§ +14.2 Q2 +5.3 -4.3 3.71 3.17 3.06

Pakistan +6.1 2013** na +6.1 +7.1 Aug +7.4 Sep +7.7 6.0 2011 -2.3 Q2 -1.0 -8.0 13.00††† 106 95.6

Singapore +5.1 Q3 -1.0 +2.3 +3.5 Aug +1.6 Sep +2.4 2.1 Q2 +49.9 Q2 +18.2 +0.7 2.11 1.24 1.23

South Korea +2.3 Q2 +4.5 +2.8 +3.3 Aug +0.8 Sep +1.4 2.7 Sep§ +63.0 Aug +4.1 +0.5 3.34 1,056 1,103

Taiwan +2.5 Q2 +2.3 +2.3 +1.1 Sep +0.8 Sep +1.1 4.2 Sep +52.8 Q2 +11.7 -2.4 1.61 29.4 29.3

Thailand +2.6 Q2 -1.4 +4.2 -3.1 Aug +1.4 Sep +2.3 0.9 Jul§ -3.8 Q2 -0.2 -2.9 3.76 31.1 30.8

Argentina +8.3 Q2 +10.6 +5.3 -0.4 Aug — *** — 7.2 Q2§ -1.7 Q2 -0.5 -3.3 na 5.86 4.74

Brazil +3.3 Q2 +6.0 +2.5 -1.2 Aug +5.9 Sep +6.2 5.3 Aug§ -80.6 Aug -3.5 -3.1 11.82 2.18 2.03

Chile +4.1 Q2 +1.9 +4.5 +2.5 Aug +2.0 Sep +1.7 5.7 Aug§‡‡ -11.3 Q2 -3.9 -1.0 5.10 504 482

Colombia +4.2 Q2 +8.9 +4.0 -3.7 Aug +2.3 Sep +2.1 9.3 Aug§ -12.9 Q2 -2.9 -0.3 6.50 1,883 1,817

Mexico +1.5 Q2 -2.9 +1.2 -0.7 Aug +3.4 Sep +3.6 4.9 Sep -22.0 Q2 -1.6 -2.6 7.75 13.0 13.0

Venezuela +2.6 Q2 +12.0 +1.0 +0.5 Jun +49.4 Sep +38.8 8.0 Aug§ +5.0 Q2 +0.9 -9.7 na 6.29 4.29

Egypt -0.7 Q2 na +2.1 -9.3 Jul +10.1 Sep +9.0 13.3 Q2§ -5.6 Q2 -2.3 -13.8 na 6.89 6.10

Israel +4.9 Q2 +5.0 +3.0 -13.0 Aug +1.3 Sep +1.7 6.2 Q2 +4.9 Q2 +1.8 -3.5 3.56 3.52 3.85

Saudi Arabia +5.1 2012 na +3.5 na  +3.2 Sep +3.8 5.5 2012 +151.4 Q1 +16.6 +4.7 na 3.75 3.75

South Africa +2.0 Q2 +3.0 +1.9 nil Aug +6.0 Sep +5.8 25.6 Q2§ -24.0 Q2 -7.0 -4.8 7.36 9.77 8.77

Source: Haver Analytics.  *% change on previous quarter, annual rate. †The Economist poll or Economist Intelligence Unit estimate/forecast. §Not seasonally adjusted. ‡New Series. **Year ending June. ††Latest 3 
months. ‡‡3-month moving average. §§5-year yield ***Official number not reliable; The State Street PriceStats Inflation Index, September 18.81%; year ago 26.88% †††Dollar-denominated bonds. 
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GAP GROWING

GAP
SHRINKING

Productivity gaps

Source: OECD *GDP per worker

Productivity* gaps with the US
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The productivity gap, an indicator of a
country’s output capabilities, is the ratio
between the productivity of a benchmark
country (such as the United States) and
that of a less developed economy. The
latest Latin America Outlook from the
OECD, a think-tank, compared the produc-
tivity gaps of selected countries in the
region with those of economies in Asia. In
general, productivity gaps in Asian coun-
tries have narrowed signi�cantly over the
past three decades. America’s productivi-
ty in 1980 was 125 times that of China; by
2011 the gulf had come down to 17 times.
In Latin America and the Caribbean,
however, not only was there a much
smaller reduction, in many cases the gap
had grown.

Other markets
 % change on

 Dec 31st 2012

 Index one in local in $
 Oct 23rd week currency terms

United States (S&P 500) 1,746.4 +1.4 +22.5 +22.5

United States (NAScomp) 3,907.1 +1.8 +29.4 +29.4

China (SSEB, $ terms) 254.2 -0.4 +1.3 +3.8

Japan (Topix) 1,196.0 -0.1 +39.1 +23.6

Europe (FTSEurofirst 300) 1,280.0 +1.1 +12.9 +18.0

World, dev'd (MSCI) 1,601.6 +2.0 +19.7 +19.7

Emerging markets (MSCI) 1,033.5 +0.2 -2.1 -2.1

World, all (MSCI) 396.8 +1.8 +16.8 +16.8

World bonds (Citigroup) 931.8 +2.0 -1.3 -1.3

EMBI+ (JPMorgan) 668.5 +1.5 -5.9 -5.9

Hedge funds (HFRX) 1,212.5§ +0.6 +5.6 +5.6

Volatility, US (VIX) 13.4 +14.7 +18.0 (levels)

CDSs, Eur (iTRAXX)† 86.2 -1.6 -25.4 -22.0

CDSs, N Am (CDX)† 72.0 -2.2 -22.8 -22.8

Carbon trading (EU ETS) € 4.6 -13.3 -31.1 -28.0

Sources: Markit; Thomson Reuters.  *Total return index. 
†Credit-default-swap spreads, basis points. §Oct 22nd. 

The Economist commodity-price index
2005=100
 % change on
 one one
 Oct 15th Oct 22nd* month year

Dollar Index

All Items 165.1 167.4 +1.8 -11.7

Food 182.1 184.7 +1.3 -17.6

Industrials    

 All 147.5 149.4 +2.3 -2.7

 Nfa† 159.4 160.3 +0.4 +0.5

 Metals 142.4 144.7 +3.2 -4.2

Sterling Index

All items 188.1 187.8 +0.3 -13.2

Euro Index

All items 152.0 151.1 -0.3 -16.9

Gold

$ per oz 1,270.2 1,342.5 +1.9 -21.5

West Texas Intermediate

$ per barrel 101.0 97.8 -5.5 +13.4

Sources: Bloomberg; CME Group; Cotlook; Darmenn & Curl; FT; 
ICCO; ICO; ISO; Jackson Rice; LME; NZ Wool Services; Thompson 
Lloyd & Ewart; Thomson Reuters; Urner Barry; WSJ.  *Provisional  
†Non-food agriculturals.

Markets
 % change on

 Dec 31st 2012

 Index one in local in $
 Oct 23rd week currency terms

United States (DJIA) 15,413.3 +0.3 +17.6 +17.6

China (SSEA) 2,285.1 -0.5 -3.8 -1.5

Japan (Nikkei 225) 14,426.1 -0.3 +38.8 +23.3

Britain (FTSE 100) 6,674.5 +1.6 +13.2 +12.6

Canada (S&P TSX) 13,243.3 +2.2 +6.5 +2.1

Euro area (FTSE Euro 100) 988.9 +0.4 +15.4 +20.7

Euro area (EURO STOXX 50) 3,017.2 +0.1 +14.5 +19.7

Austria (ATX) 2,551.9 +0.2 +6.3 +11.1

Belgium (Bel 20) 2,896.5 +0.1 +17.0 +22.3

France (CAC 40) 4,260.7 +0.4 +17.0 +22.3

Germany (DAX)* 8,919.9 +0.8 +17.2 +22.5

Greece (Athex Comp) 1,156.4 +2.8 +27.4 +33.1

Italy (FTSE/MIB) 18,910.7 -1.9 +16.2 +21.5

Netherlands (AEX) 388.6 +1.4 +13.4 +18.5

Spain (Madrid SE) 1,003.4 -0.7 +21.7 +27.2

Czech Republic (PX) 989.6 +0.8 -4.7 -3.2

Denmark (OMXCB) 544.7 +2.2 +20.4 +25.9

Hungary (BUX) 18,658.1 +1.3 +2.7 +7.0

Norway (OSEAX) 578.1 +2.6 +17.9 +10.8

Poland (WIG) 53,389.7 +1.0 +12.5 +14.8

Russia (RTS, $ terms) 1,495.0 -0.4 +1.8 -2.1

Sweden (OMXS30) 1,291.6 +2.0 +16.9 +19.2

Switzerland (SMI) 8,214.6 +2.9 +20.4 +23.6

Turkey (BIST) 78,515.6 +3.0 +0.4 -9.3

Australia (All Ord.) 5,356.8 +1.8 +14.8 +6.3

Hong Kong (Hang Seng) 23,000.0 -1.0 +1.5 +1.5

India (BSE) 20,767.9 +1.1 +6.9 -4.9

Indonesia (JSX) 4,546.5 +1.2 +5.3 -9.9

Malaysia (KLSE) 1,814.1 +1.3 +7.4 +3.7

Pakistan (KSE) 22,347.3 +3.5 +32.2 +20.7

Singapore (STI) 3,204.8 +1.0 +1.2 -0.2

South Korea (KOSPI) 2,035.8 +0.1 +1.9 +3.3

Taiwan (TWI)  8,393.6 +0.7 +9.0 +7.7

Thailand (SET) 1,457.4 -0.5 +4.7 +2.9

Argentina (MERV) 5,363.5 +2.0 +87.9 +57.6

Brazil (BVSP) 55,440.0 -1.0 -9.0 -14.6

Chile (IGPA) 19,297.8 +1.6 -8.4 -12.9

Colombia (IGBC) 14,274.8 -0.2 -3.0 -9.0

Mexico (IPC) 40,552.6 +0.5 -7.2 -7.1

Venezuela (IBC) 2,012,806.0 +6.2 +327 na

Egypt (Case 30) 6,166.0 +3.0 +12.9 +4.3

Israel (TA-100) 1,166.7 -0.9 +11.2 +18.0

Saudi Arabia (Tadawul) 8,150.3 +2.2 +19.8 +19.8

South Africa (JSE AS) 45,035.8 +1.4 +14.7 -0.4

Indicators for more countries and additional
series, go to: Economist.com/indicators
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AMAN without a leg is easy to spot; one
without a conscience, less so. This was

especially the case in the Andean ski resort
of Bariloche in Argentina where, among
the wooden Alpine houses built by 19th-
century German immigrants, old Nazis
would gently go to seed. A Gestapo agent
would live here, a con�dant of the Führer
there; Josef Mengele, the �doctor� of
Auschwitz, twice took his driving test at
the town hall. And Erich Priebke, an SS cap-
tain stationed in Rome during the German
occupation, ran the yellow-brick Vienna
Delicatessen, where the cold cuts and
cheeses were said to be the best in town.

Some customers called it �the Nazi
deli�. Very few cared. Mr Priebke was a
�ne-looking, straight-backed, hard-work-
ing man, with the ingrained courtesy of
someone who had spent his formative
years as a waiter at the Savoy Hotel in Lon-
don and on the Italian Riviera. Arriving in
Argentina without a bean in 1948, he had
worked his way up to become a pillar of
Bariloche society. He also taught at the Ger-
man school, and ran the meetings of the
German-Argentine Cultural Association.
At their dinner-dances he was famous for
waltzing and polka-ing the night away. 

He did not hide his past; he lived under
his own name. But he was not expansive.
So he was both polite and surprised when

changed. The massacre had been ordered
directly by Hitler: impossible to disobey it.
His commanding o�cer had said that if
any o�cer refused to take part in the shoot-
ing, he would be shot too. Priebke himself
was not really a soldier, but had been re-
cruited into the Gestapo as a translator and
liaison with the Italian police. He didn’t
want to kill anyone, it was a terrible experi-
ence, but he feared what might happen to
his wife and his two young sons, George
and Ingo, if he disobeyed.

This story had eased his path in the
post-war years, when he escaped from a
British prisoner-of-war camp, lived under
an alias for two years in the Tyrol, and �ed
to Argentina with forged papers supplied
by the Vatican. But the Ardeatine massacre
had his eager prints all over it. It was he
who worked all night on March 23rd-24th
to draw up a list of victims�most of them
already in prison for left-wing activity, but
many not charged. Some he put on the list
simply because they were Jewish. (Send-
ing Jews to the camps, however, he said he
had never done, for practical reasons: �We
needed the railway cars for other things.�)

At the caves he read out the name as
each prisoner came forward, and checked
o� the list when he fell. By some mistake,
he had added �ve extra names on his own
initiative; they were shot too, as otherwise
they would have exposed the massacre.
Two prisoners he shot personally�he ad-
mitted it�with �an Italian machine pistol�.
He stayed in charge of proceedings as his
fellow o�cers, tanked up with cognac,
grew more careless in their aim. When one
soldier seemed unable to shoot, Preibke,
the great waltzer, seized him round the
waist and made him do it. 

A body in limbo
The verdict that he had simply followed or-
ders therefore crumbled away. He had
been an enthusiast who now showed no
remorse, convivially o�ering journalists
wine when they came to discuss it; he slept
soundly, �because you get over things�. In
1998 he was sentenced to life imprison-
ment for war crimes. As he was in his
mid-80s, this was commuted to comfort-
able house arrest in Rome. The hatred he
aroused there erupted only after his death,
when no Catholic church was allowed to
give him a funeral and his body, refused
burial, lay in limbo at a military airport. 

Even Bariloche, his �paradise�, did not
want to take him. The town feared adding
to its Nazi reputation. Among the ginger-
bread houses under the high peaks, his
neighbours recalled a �gentleman� and
some good charcuterie. He had regularly
taken communion, supporters noted;
therefore he must just as regularly have
gone to confession. What a grim smile that
might have drawn from Mr Priebke, to
think that they assumed such a thing. 7

in April 1994, wearing his Bavarian hat, he
was stopped on his way to his car by Sam
Donaldson of ABC’s �Primetime Live�,
who charged him, on camera, with killing
civilians at the Ardeatine Caves outside
Rome on March 24th 1944, and with killing
children. In all 335 men and boys had been
rounded up and shot, by far the worst re-
prisal of the war in Italy. Each prisoner had
had his hands tied behind his back, and
had been shot in the back of the head. And
Priebke had been there, as a young man,
doing it. �No, no,� he answered, laughing,
turning his head as if to bat o� a trouble-
some �y. �Not at all.� 

He then backtracked a little, struggling
with his rusty English. There might have
been some civilians killed, but they were
�morely terrorists�, communists. They had
blown up 33 members of a group of Ger-
man soldiers in the Via Rasella the day be-
fore, and (with a grim little smile) �for ev-
ery German soldier, ten Italians had to
die.� But �I didn’t shot anybody.� Besides,
�that was our order.� Such things, he told
Mr Donaldson, happened in war.

A British military tribunal in 1946 had
acquitted him of the massacre for that rea-
son. The ABC interview now forced his ex-
tradition from Argentina to Italy to face
murder charges, but in 1996 an Italian court
also acquitted him. His defence had not

Obituary

Erich Priebke, unrepentant organiser of the Ardeatine Caves massacre, died on
October 11th, aged 100

Erich Priebke
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