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American warplanes backed
by five Arab countries, in-
cluding Saudi Arabia, struck
targets in Syria for the first
time in a bid to weaken
Islamic State. America also
attacked militants from
“Khorasan group”, which was
said to have been planning an
attackagainst America or
Europe. Its leader was believed
to have been killed. France
carried out its first air strikes
against IS in Iraq. A few days
later a group in Algeria that is
linked to IS beheaded a French
tourist it had kidnapped.

Turkey closed most of its
border with Syria after130,000
Kurdish refugees surged across
seeking sanctuary from IS
jihadists. Many of those fleeing
were from Kobane, a town that
has seen fighting nearby be-
tween Kurds and Islamist
militants. Meanwhile, 49
mostly Turkish hostages being
held by IS in Mosul, in north-
ern Iraq, were freed. Turkey’s
prime minister said the Turkish
intelligence services had been
involved, but had not paid a
ransom. 

Australian police shot and
killed an 18-year-old supporter
of IS who stabbed two po-
licemen when he was called in
for questioning. The govern-
ment claimed the man was a
“known terror suspect”. Aus-
tralia has contributed aircraft
to the operation against IS.

The first talks for 35 years be-
tween a British prime minister
and an Iranian president took
place at the UN, when David
Cameron met Hassan Rohani.
The military action against IS,
both countries’ enemy, was
high on the agenda.

The UN brokered a peace
agreement between Houthi
rebels and the government in
Yemen, after the rebels made
significant gains in Sana’a, the
capital. The deal calls for a new
government to be formed with
a prime minister nominated
by the Houthis and other
insurgents. But the president
described it as a “conspiracy”
that would sparka civil war.

Down to the wire
A batch ofnew polls pointed
to a cliffhanger in Brazil’s
presidential election. President
Dilma Rousseffand Marina
Silva appear set to contest a
run-offfollowing the first
round ofvoting on October
5th. The two are neck-and-neck
in pollsters’ simulations ofa
second round.

With inflation rising, the peso
under pressure again and the
economy fragile—it stagnated
in the second quarter—the
Argentine government
seems to have decided on
meddling as the best policy.
The Congress passed a law
enabling the government to set
profit margins and confiscate
goods from private firms. 

The Mexican economy exhib-
ited signs ofstrength. GDP
expanded by more than ex-
pected in July; retail sales
gathered pace. Faster growth
should help shore up support
for the country’s ambitious
reform programme.

Not their night

Another strain ofnationalism
came to the fore in the United
Kingdom, this time on the part
of the English, whose voices
“must also be heard”, accord-
ing to David Cameron, the
prime minister. He was speak-
ing soon after Scotland voted
by a hefty 55% to 45% to reject

independence. Alex Salmond,
the leader of the Scottish na-
tionalists, resigned. With
greater powers promised for
the Scots, Mr Cameron wants
to examine the constitutional
arrangements for all the UK’s
four constituent nations. 

Mariano Rajoy, the Spanish
prime minister, scrapped plans
to limit abortion to cases of
rape or where the mother’s
health is at serious risk.
Spain’s law was broadened in
2010 by the previous Socialist
government and allows abor-
tion up to 22 weeks in cases of
fetal deformities.

Nearly twice the usual televi-
sion-news audience in France
tuned in to watch Nicolas
Sarkozy, the former centre-
right president, explain why he
was making a return to politics
by seeking the leadership of
his UMP party. A poll after the
announcement suggested that
54% do not want him to come
back to public life.

NATO said that a “significant”
number ofRussian troops had
left eastern Ukraine, though
some still remain. Moscow
continued to deny the pres-
ence of its troops in its neigh-
bouring country. 

Cajoling in Kabul
The two presidential contend-
ers in a damaging post-election
stand-offin Afghanistan at
last agreed to share power.
AshrafGhani, a former World
Bankofficial, will be sworn in
as president to replace Hamid
Karzai on September 29th.
Abdullah Abdullah, who had
accused Mr Ghani’s backers of
electoral fraud, becomes in
effect the prime minister. Mr
Ghani is expected to sign a
crucial bilateral security agree-
ment with America soon.

After a swift trial a prominent
academic in China, Ilham
Tohti, was sentenced to life for
supporting separatism in
Xinjiang. Mr Tohti is a member
of the far-western region’s
ethnic Uighur minority and
has long been a champion of
Uighur rights. His punishment
appears to be aimed at silenc-
ing dissent in Xinjiang.

Thousands ofstudents in
Hong Kong protested against
China’s decision to limit the
choice ofcandidates in elec-
tions for the territory’s leader
that are due to be held in 2017.
Hundreds also marched into
central Hong Kong to demand
greater democracy. 

The Supreme Court in India
cancelled 214 of the 218 licences
for coalmining issued since
1993, deeming they were ille-
gally awarded. The coal in-
dustry was at the heart of
corruption allegations under
the previous Congress-led
government. New auctions are
planned, but the industry has
been thrown into chaos.

New Zealand’s general elec-
tion returned the National
Party to a third term, with John
Key as prime minister.

The walking environment

The organisers ofa march
“against climate change” in
New Yorkestimated that
400,000 people attended,
making it by far the biggest
event of its kind. The demon-
stration came ahead ofa UN
summit to discuss the ground-
workfor talks in Paris at the
end of2015 that will discuss a
treaty to limit greenhouse-gas
emissions. BarackObama
announced more steps to link
climate change to aid policies. 

A study in Science by members
of the UN’s population divi-
sion offered new statistical
techniques for projecting the
future size ofpopulations. It
confirmed that the total pop-
ulation is likely to go on rising
for a century but sharply low-
ered the range ofpredictions,
saying there is an 80% chance
that, in 2100, the population
will be between 9.6 billion and
12.3 billion (it is now 7.2 billion).

Politics

The world this week
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Other economic data and news
can be found on pages 92-93

The superlatives came thick
and fast to describe Alibaba’s
IPO on the New YorkStock
Exchange. It was the world’s
biggest, raising $25 billion after
underwriters exercised an
option for extra shares at the
debut price of$68, and it was
far ahead ofFacebook’s IPO,
which had held the record for a
tech flotation. Alibaba’s share
price rose 38% on the first day
of trading, though it fell back
somewhat in following
sessions. Capping it all Jack
Ma, who founded the com-
pany, was declared China’s
wealthiest man and worth $25
billion, according to the Hurun
Report in Shanghai.

Freeing Citizens
Royal BankofScotland erred
on the side ofcaution by pric-
ing the shares in its flotation of
Citizens Financial below the
price range it had previously
indicated. Citizens, based in
Rhode Island and which RBS
bought in 1988 during a period
ofexpansion, raised $3 billion,
making it the second-biggest
stockmarket debut in America
this year. Its share price rose 7%
on the first day of trading. RBS
still owns 75% of the bank. 

Rocket Internet, a firm in
Berlin that has backed e-com-
merce startups in 100 coun-
tries, said that it now expects to
raise around €1.5 billion ($1.9
billion) from its IPO next
month, double its initial target. 

America’s Treasury depart-
ment took its “first steps” to
discourage companies from
moving their tax base abroad
to escape the taxman. Proce-
dures that are used to qualify
for such a move, called an
inversion, are being curtailed,
and companies that do invert
will find it harder to tap their
overseas cash piles without
paying tax. Share prices
wobbled in several companies
that have plans to invert, in-
cluding Medtronic and
AbbVie. Still, the Treasury
stopped short ofprohibiting
“earnings stripping”—piling
debt onto the American unit to
reduce taxes.

Still smarting over the imposi-
tion ofWestern sanctions,
Russia’s Duma overwhelm-
ingly backed a bill in its first
reading that would limit for-
eign ownership of the media
to 20%. Ifpassed the legislation
would markedly affect busi-
ness titles such as Vedomosti,
which has criticised the Krem-
lin for damaging the economy. 

The tills don’t tally

Although it is trying to make a
fresh start under a new chief
executive, Tesco, Britain’s
biggest retailer, became entan-
gled in new difficulties after
finding that it had overstated
its first-halfprofit by £250m
($417m) because ofan account-
ing irregularity. It suspended
four executives ahead ofan
investigation and issued yet
another profit warning.
Investors headed for the
checkouts; Tesco’s share price
fell 12% in one day. 

Mario Draghi, the president of
the European Central Bank,
said that an initial take-up of
€82.6 billion ($106 billion) in
new ultra-cheap financing by
banks had been “within the
range” he had expected,
though it fell short ofmost
economists’ forecasts. Around
€400 billion in four-year loans
at 0.15% is available to banks in
two rounds. The second round
is in December. 

GlaxoSmithKline’s local
subsidiary in China was found
guilty ofbribing doctors and
hospitals and fined almost
$500m, the biggest corporate
penalty so far in China, accord-
ing to state media. MarkReilly,
who ran GSK’s Chinese oper-
ations, was given a suspended
prison sentence. The twists
and turns in the case have
been watched closely by for-
eign businesses. GSK, mean-
while, decided to replace
Christopher Gent as chairman
with Philip Hampton, who is
currently the chairman ofRBS. 

This year’s frenzy ofdeal-
making in the drugs industry
continued when Merck of
Germany agreed to buy
Sigma-Aldrich, which is
based in St Louis and supplies
laboratories with chemicals
and other products, in a tran-
saction valued at $17 billion. 

AirFrance conceded to its
pilots’ demands to end a crip-
pling strike and offered to
withdraw its plans to expand
Transavia, its low-cost carrier.

He’s not sailing away just yet
Larry Ellison stepped aside as
chiefexecutive at Oracle to
become chairman and chief
technology officer, a move
similar to that taken by Bill
Gates at Microsoft in 2000.
Oracle appointed two co-chief
executives to replace Mr Elli-
son: MarkHurd, who used to
run Hewlett-Packard before
resigning under a cloud in
2010, and Safra Catz, a long-
time confidante ofMr Ellison.

BlackBerry’s new smart-
phone, the Passport, went on
sale. It is the first device Black-
Berry has developed under
John Chen’s leadership and is
a return to its roots; its square
screen is designed for reading
spreadsheets and documents
and aimed at businesspeople,
not general consumers. 

DHL said that it would begin
dispatching medicine to an
island offthe German coast by
drone. It is the first time that a
“parcelcopter” will be used to
make regular deliveries. 

Business

Biggest supermarket retailers

Source: Bloomberg
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FOR more than three years,
Barack Obama has been try-

ing to avoid getting into a fight in
Syria. But this week, with great
tracts of the Middle East under
the jihadist’s knife, he at last
faced up to the inevitable. On
September 23rd America led air

strikes in Syria against both the warriors of Islamic State (IS)
and a little-known al-Qaeda cell, called the Khorasan group,
which it claimed was about to attack the West. A president
who has always seen his main mission as nation-building at
home is now using military force in six countries—Syria, Iraq,
Afghanistan, Pakistan, Yemen and Somalia. 

The Syrian operation is an essential counterpart to Ameri-
ca’s attacks against IS in Iraq. Preventing the group from carv-
ing out a caliphate means, at the very least, ensuring that nei-
ther of these two countries affords it a haven (see page 23). But
more than the future of IS is at stake in the streets ofRaqqa and
Mosul. Mr Obama’s attempt to deal with the jihadists is also a
test ofAmerica’s commitment to global security. It is a test that
he has been failing until now. 

IS et al
The sense that America is locked in relative decline has been
growing in recent years, as it has languished under the shadow
of the financial crisis and two long, difficult wars. Why should
a newly rich country like China take lectures about how to run
its affairs from a president who struggles even to get his own
budget through? America, meanwhile, seems swamped by the
forces ofdisorder, either unable or unwilling to steady a world
that is spinning out of control. IS embodies this frightening
trend. It is, in the jargon, a non-state actor, and it thrives on cha-
os. With each new humiliation of the governments in Iraq and
Syria, it has accumulated more wealth, territory and recruits. 

Its rise has also reflected American policy. First, the poorly
thought-out intervention of George W. Bush, typified by the
rash “Mission Accomplished” banner that greeted him on the
USS Abraham Lincoln in May 2003 after his invasion of Iraq.
Then Mr Obama’s studious inaction. When Syrians rose up
against the regime ofBasharAssad, the president stood backin
the hope that things would sort themselves out—leaving Mr
Assad free to commit atrocities against his own people. Even
when Mr Assad crossed “the red line” of using chemical wea-
pons, the superpowerdid not punish him. About 200,000 Syr-
ians have died and 10m have been driven from their homes.
Denied early American support, the moderate Syrian opposi-
tion has fragmented, leaving the field to the ruthless and well-
organised IS.

Standing backhas not worked well elsewhere in the world,
either. Mr Obama has spoken about the limits to American
power—exhorting other governments with a stake in today’s
system to do their bit to keep the world safe. He wanted the
United States to be seen less as a unilateral bully, more as the
leader of world opinion. Yet when America stepped back, its
allies stepped back, too. The countries that most eagerly came

forward were its rivals, such as Russia and China.
IS has induced a change of heart among the American peo-

ple. Before vicious extremists seized the city of Mosul and be-
gan to cut off Western heads on social media, Americans
doubted the merit offurthermilitary action in the Middle East.
When they realised that IS threatened them directly, they be-
gan to demand protection. Mr Obama therefore has a chance
not just to strike a blow for order in the Middle East, but also to
give the declinists pause.

From axis ofevil to networkofdeath
He has brute force on his side. The disastrous mismanagement
of post-invasion Iraq has tended to eclipse the overwhelming
potency of American firepower at the beginning. In six short
weeks in the spring of2003 America and its allies defeated the
375,000 troops of Saddam Hussein with the loss of only 138
American lives. Never in history has a single country had such
military dominance. It has not suddenly evaporated.

The biggerquestion iswhetherMrObama can carryoff del-
icate diplomacy. The lesson from Iraq and Afghanistan is that
firepower alone will not prevail. Indeed, if America comes to
be seen by Sunni Arabs as nothing more than a Shia air force,
strikes will only bind IS to the local people. 

If he is to win the argument in Iraq and Syria, Mr Obama
needs coalitions and partnerships. For that he must get the di-
plomacy right. So far he has done well. He insisted on the re-
placement ofNuri al-Maliki, the Shia-chauvinist former prime
ministerofIraq, with Haideral-Abadi, who ismaking efforts to
bring Sunnis into government. He sent John Kerry, his secre-
tary of state, to recruit regional Sunni powers such as Saudi
Arabia and Jordan, to try to persuade Sunnis in Iraq and Syria
that he is not taking sides against their branch of Islam. Ameri-
ca has argued to the United Nations that its intervention—re-
quested by Iraq but not Syria—is legal under Article 51 of the
UN’s charter. Ban Ki-moon, the UN secretary-general, appears
to have accepted that argument; so should Britain’s Parlia-
ment, which will vote on whether to help America.

There is much more for Mr Obama to do. The coalition-
building is not complete. Turkey, a NATO member, is at last sug-
gesting it favours action against IS, but it needs to be seen to
help. Holding the alliance together will require patience, flexi-
bility and a judicious mix of bullying and seduction. Mr
Obama will have to put in many more long hours on the tele-
phone with world leaders than he has done so far. And even if
he succeeds in substantially destroying IS, new horrors may
emerge from the ensuing vacuum if he does not help benign
local forces to fill it. 

Americans will grumble about the superpower’s lot. Of
course, European allies can do more; of course, Asia’s emerg-
ing powers should support the world order. But it is also
plainly in America’s interest to stay involved—and, when nec-
essary, to show that it will put its might behind right, if only to
deter the world’s tyrants and terrorists from further mischief.
Although the mission to stop IS will be long and hard, it is one
that no other nation could even contemplate. Mr Obama is
right to relaunch it. Now he must see it through. 7

Mission relaunched

The fight against Islamic State will help define America’s role in the world

Leaders
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THE national rejoicing did
not last long. Shortly after six

o’clock on the morning of Sep-
tember19th, the BBC announced
that Scotland had voted to stay
in the United Kingdom. At seven
o’clock, with unionists still hug-
ging each other, David Camer-

on, the prime minister, triggered a new constitutional crisis—
this time concerning England.

The country is hard done by, he argued (see page 54). Scot-
land, Northern Ireland and Wales have their own assemblies,
which control much domestic policy. But England—with 84%
of the union’s population—is still run from Westminster. And,
since Scotland, Northern Ireland and Wales continue to send
MPs to Parliament, they can sway decisions on English
schools, health care and the like, without English MPs having
reciprocal rights. This must change, Mr Cameron said. 

It is an old anomaly. Tam Dalyell, a Scottish Labour MP,
pointed it out so often in the 1970s and 1980s that it has been
dubbed the West Lothian Question after his constituency. But
it grows more irksome as the devolved assemblies become
more powerful. They already control health and education.
Scotland will getmore powerover taxes in 2016. And late in the
Scottish campaign a panicky Mr Cameron, Ed Miliband (La-
bour’s leader) and Nick Clegg (the Liberal Democrats’) prom-
ised yet more. 

Albion’s fatal flaw
Mr Cameron may be playing politics. Any limit on the power
ofScottish or Welsh MPs to vote on English issues will hurt La-
bour. But his point stands: it is simply not fair to disadvantage
English voters in thisway. The system mustbe changed, ideally
in a way that enhances democracy, buttresses the union and
does not increase bureaucracy. Sadly, these aims clash. 

The least cumbersome way to equalise things at Westmin-
ster would be to cut the number of MPs from Scotland, Wales
and Northern Ireland to reflect their growing autonomy.
Northern Ireland was docked in the mid-20th century, when it
ran itsown affairs. But itwould be hard to workout a formula—
should Wales have proportionately more MPs than Scotland
because its assembly is weaker?—and an ugly fudge would re-
sult. Scots would still be voting on English education bills, al-
beit in smaller numbers. But when it came to voting on war,
Scots would have less say. That seems unfair, too. 

A more democratic and bolder alternative would be to set
up a separate English parliament. It would handle domestic
policy, leaving foreign affairs and economic co-ordination to a
federal parliament. This is a logical solution: everyone, includ-
ing the English, would then have an assembly. English MPs
would be accountable for English policies, British MPs for Brit-
ish ones, and voters would know whom to blame for what. 

But England’s sway would make that arrangement unsus-
tainable. The most powerful part of the federation would
dominate the federal parliament. The English and British par-
liaments would surely end up feuding, particularly over mon-

ey. In the end the English parliament would probably prevail,
and the British parliamentwould atrophy. MrCameron would
probably want to be first minister of England and prime min-
ister of Britain. The political union that politicians (and this
newspaper) have spent two yearsdefendingasa bastion oftol-
erance would be endangered. England’s power could be coun-
tered with a broader redesign, including, say, an elected presi-
dent or a more regionally balanced senate. But that entails
even more upheaval. 

The civil servants who designed Germany’s federal system
after the second world war came up with a solution to the
dominant-country problem. To prevent the huge state of Prus-
sia from overwhelming the system, they broke it into several
new ones. This could be done in England, too. The south-west,
north-east and other regions could be given powers roughly
equivalent to Scotland and Wales. But the English do not think
of themselves as living in regions; they identify more with cit-
ies and counties. In 2004 the residents of north-east England
crushed plans for a regional assembly by four to one. 

The English solution
This newspaper has long argued for constitutional reform—
with an elected second chamber and a written constitution.
We would also like to see more powers given to mayors. If Mr
Cameron holds a convention prepared to consider these
things, all well and good. But the issue nowis“English voteson
English laws”; and there is a practical answer within the cur-
rent Westminster parliament, the “double majority”. 

Under this system, proposed by Sir Malcolm Rifkind, a
Scottish Tory, a bill that only affects England would need to be
passed by a majority both of the whole House of Commons
and of English MPs. That would prevent a future Labour gov-
ernment unfairly using Scottish votes to force laws on the Eng-
lish; but (unlike a separate English parliament or a system that
gave English MPs full power over English laws) it would stop
English Tories from creating a shadow government. At present
bills often have some clauses that affect only England, or Eng-
land and Wales, and some that are broader. Such laws would
have to be passed in bits.

There are flaws. The double majority would slow down
legislation. To pass an English education or health bill, a na-
tional Labour government that relied on Scottish votes would
have to court English Liberal Democrats or Tories. Since 1919
there have been only 36 months (in 1964-66 and 1974-76) when
a national government has depended on Scottish votes for its
majority. Even if that ismore likely in the future, due to the frac-
turing of party politics, the system would have the good effect
of pushing any such government to advance measures with
broad support. A bit ofhaggling is better than an unjust vote.

The main objection to the double majority is that English
voterswould still have less clout than theirCeltic cousins. That
is undeniable. Yet, as the panic about losing Scotland showed,
the English are willing to give up somethingto save the union—
and the democratic cost to mighty England in this case would
be small. The double majority is a bit of a fiddle. But it is the
least-bad solution to the English problem. 7

The British constitution

Now for the English question

Scotland’s place in the United Kingdom is settled. Time to deal with its much largerneighbour
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SINCE the financial crisis, it
has become commonplace to

argue that banks should be run
as utilities, not casinos. At least
in termsoftheirfinancial perfor-
mance, that seems to be hap-
pening. In 2006, the eight Amer-
ican banks that regulators have

since labelled “globally systemically important” generated ca-
sino-like profits, with returns on equity of 30% on average, ac-
cording to Oliver Wyman, a consultancy. They are currently
managing less than 11%, and there is worse to come: the Federal
Reserve recently announced plans to oblige them to raise extra

capital. By one calculation that would reduce their return on
equity to little over 8%, other things being equal—a lower re-
turn than America’s water companies make.

And other things are unlikely to be equal. American regula-
tors continue to biff big banks with blistering fines. Then there
is the requirement that banks produce “living wills”, explain-
ing how they could be wound down ifdisaster strikes: the reg-
ulators have rejected every single “will” they have received so
far as too flimsy. Making banks easier to close down will prob-
ably leave them even less profitable. 

Nor are American officials the only ones still taking aim at
bankers. The European Central Bank is on the verge of con-
cluding a review of the books of banks in the euro zone, to de-

The future of banking

You’re boring. Get used to it

Big banks have changed a lot, but there is more restructuring to come

THE odd thing about pru-
dence is that too much of it

can be deadly. Timid drivers
crawling along a motorway
create more riskthan they avoid.
Children who are over-protect-
ed from germs end up with
weaker immune systems. Econ-

omies are the same: too much saving can lead to a loss of vig-
ouror, as Keynes put it, to a “paradoxofthrift”. That is why Jap-
anese and South Korean firms, two of the world’s biggest
hoarders, need to be cajoled into parting with their cash. 

Corporate saving has risen across the rich world in recent
years. Bosses have felt a greater need to protect themselves
against financial turmoil. There have also been fewer opportu-
nities for investment in ageing economies. But East Asia is an
extreme case. Japanese firms hold ¥229 trillion ($2.1 trillion) in
cash, a massive 44% of GDP. Their South Korean counterparts
hold 459 trillion won ($440 billion) or 34% of GDP. That com-
pares with cash holdings of11% ofGDP, or$1.9 trillion, in Amer-
ican firms. IfEastAsia’sfirmsspenteven halfoftheirhuge cash
hoards, they could boost global GDP by some 2%.

Sadly, thatkind oflargesse isunlikely. Bosses in EastAsia are
still scarred by bitter experience—in Japan’s case by the finan-
cial crash that began in the late 1980s, in South Korea’s by its
collapse in 1997. In both countries, companies learned that
banking relationships can sour overnight—a lesson reinforced
by the crunch in 2008.

What makes sense fora timid boss does not always help his
workers or investors. In South Korea, company earnings have
grown faster than wages for more than a decade. In Japan
wages fell 3.5% between 1990 and 2012, while prices rose by
5.5%. And shareholders should feel shortchanged, too. Japa-
nese firms pay out less of their profits in dividends than any

other country in the G7. The dividend yield on Korea’s KOSPI
index is just1.2%, the lowest ofany big economy.

And East Asia’s economies have also suffered. If they had
been paid more, Japanese consumers might have spent more.
Korean households, struggling with rapidly-growing debt-bur-
dens, have also been squeezed. And the chaebol’s hoarding
also harms the country’s longstanding growth strategy—capi-
tal investment to support high-tech exports. Investment
growth in South Korea has averaged just1% since 2008.

Pay out and prosper
Politicians in both countries are now trying to bully compa-
nies to hoard less, though in rather different ways. Japan’s
prime minister, Shinzo Abe, has called for bosses to grant pay
rises above the country’s 2% inflation target. He has also intro-
duced a slew of reforms designed to strengthen shareholders’
rights, the feeblest in anybigrich country. Aspecial newNikkei
index, for instance, includes only companies with strong cor-
porate governance. South Korea’s government, in contrast, is
poised to introduce a tax on excess profits (see page 75). To
avoid this levy, firms will have to increase wages, dividends or
capital spending—and foreign investment might not count.

Mr Abe could certainly do more—for instance, forcing firms
to have multiple independent directors (who make up 9% of
Japanese boards, compared with around 70% of America’s).
But his approach is wiser than South Korea’s attempt to micro-
manage firms. Why should Samsungbuild a factory at home if
putting one in, say, Vietnam is more efficient? It would be bet-
ter to strengthen outside shareholders, particularly in the fam-
ily-run chaebol, and to open up its banking market.

So some solutions are misplaced, but the real scandal is the
hoarding in the first place. The message to Japanese and Kore-
an bosses is simple: if you don’t know what to do with the
cash, give it back to shareholders. It is, after all, their money. 7

Corporate saving in Asia

A $2.5 trillion problem

Corporate cash holdings
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Japanese and South Korean firms are the world’s biggest cash-hoarders. This hurts theireconomies
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2 termine whether they are hiding lots of dodgy loans. Those
found wanting will also need to raise more capital. The Bank
ofEngland recently surprised many in the City with new rules
allowing the “claw back” of bankers’ bonuses for up to seven
years when things go wrong. More than halfa decade after the
financial crisis, bankers are still being bombarded with regula-
tion and retribution (see page 69).

The quickand the undead
The result is an industry that has become safer and duller than
many realise. America’s eight behemoths used to have 23
times more loans and investments than loss-absorbingcapital;
if a twenty-third of their assets had had to be written off, they
would have gone bust. Now they are only 14 times “levered”.
They are no longer allowed to speculate in financial markets
on theirown account; theymaytrade onlyon behalfof clients.
Many ofthe deals they used to strike directly with one another
must be funnelled through exchanges.

It isa good thing that the bigbanksare beingforced to be saf-
er. The trouble is that many have failed to change their busi-
nessmodelsaccordingly. Afew are adjusting to their straitened

circumstances, shedding staff and assets as quickly as their star
traders once accumulated fast cars and sharp suits. Morgan
Stanley and UBS, for example, have slashed trading to concen-
trate on asset management. But many are hanging on to margin-
al businesses, in the hope that reviving economies and rising in-
terest rates will make them profitable again. Since that hope is
likely to be forlorn, more vigorous overhauls will be needed at
the most sprawlingoutfits such as Deutsche Bankand Citigroup.
Big divisions will have to shrink, notably in the ever-less-profit-
able business of trading bonds, currencies and commodities.
Pay needs to fall, too. Given how much banks spend on salaries,
squeezing them is an obvious way to boost profits.

Regulators could speed this transformation by giving bank-
ers a clearer picture of what the eventual rules will be. Caprice,
whether in the form of apparently arbitrary fines (of the sort
New Yorkspecialises in), loopy taxes and rules on pay (the Euro-
pean Union) or constant regulatory tinkering (just about every-
where), only slows the necessary adjustment. But the big
change must come from banks, which need to prepare for a fu-
ture as part of the financial plumbing rather than as masters of
the universe. No one ever said being dull would be fun. 7

SOON the centrepiece of one
of China’s most spectacular

engineering projects will be
completed, with the opening of
sluicegates into a canal stretch-
ing over 1,200km (750 miles)
from the Yangzi river north to
the capital, Beijing. The new

channel is only part of the world’s biggest water-diversion
scheme. More than 300,000 people have been kicked out to
make way for the channel and the expansion of a reservoir in
central China that will feed it. But the government is in a hurry,
and has paid their complaints little heed.

China’s leaders see the so-called South-North Water Diver-
sion Project, which has already cost tens of billions of dollars,
as crucial to solving a water problem that threatens the coun-
try’s development and stability (see page 44). Grain-growing
areas around Beijing have about as much water per person as
such arid countries as Niger and Eritrea. Overuse has caused
thousands of rivers to disappear. The amount of water avail-
able is diminishing fast as the water table drops and rivers dry
up; what little is left is often too polluted even for industrial
use. The World Bankhas said that China’s water crisis costs the
country more than 2% of GDP, mostly because of damage to
health. The new supply’s arrival in Beijing will thus come as a
huge relief to officials. Indeed, so desperate is the lackofwater
that some have in the past suggested such drastic answers as
moving the capital.

Yet China’s water problem will remain unsolved. The canal
is the second leg of the diversion project; the first, which
opened last year in eastern China, brings water from the south
along the route of the old Grand Canal, built1,400 years ago, to
the northern plain. Neither will prove more than temporary

palliatives as demand continues to soarand pollution remains
widespread. China’s water crisis cannot be tackled by showy
mega-projects. Misguided policy is as much to blame as a mis-
match in supply between the water-rich south and the arid
north. A new approach to water management, rather than
more concrete, is needed. 

Send them the bill
The solution is simple: China needs to price its water properly.
Prices have risen a bit recently, but even in places where water
is scarce it is ridiculously cheap, and as a result there is colossal
waste. Beijing is ringed with water-hungry golf courses for the
elite. Householders are scarcely aware that water has a value.
Planners fail to take the cost of water into account, so provin-
cial governments entice water-intensive firms to invest in des-
ert areas and officials designate drought-prone regions as the
sites of vast new cities. Raising the price of water in places
where it is in short supply would discourage investment in
such areas.

The Maoist obsession with food self-sufficiency com-
pounds the problem. The arid northern plain, home to 200m
people, produces water-hungry crops such as wheat and corn.
Nearly 70% of water consumed in the area is used for agricul-
ture. It is time for China to abandon autarkic thinking and im-
port more food. 

Last year the Communist Party pledged to let market forces
play a decisive role in allocating resources such as water, land
and electricity. If it did so in the case of water, it would reap
many benefits. Development would become more environ-
mentally friendly, China could devote its capital and remark-
able engineering skills to projects more productive than ship-
ping water around the country—and everybody would save a
great deal ofmoney. 7

China’s water crisis

Grand new canals 
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Vast newwaterways will not solve China’s desperate watershortages

Beijing

Planned

Built

Yangzi

WorldMags.netWorldMags.net

WorldMags.net

http://worldmags.net/
http://worldmags.net/


WorldMags.netWorldMags.net

WorldMags.net

http://worldmags.net/
http://worldmags.net/


20 The Economist September 27th 2014

Letters are welcome and should be
addressed to the Editor at 
The Economist, 25 St James’s Street,
London sw1A 1hg
E-mail: letters@economist.com
More letters are available at:
Economist.com/letters

Memory and history

SIR – Bello charged some
memorials ofLatin America’s
“dirty wars” with rewriting the
past (September13th). This is a
serious claim and one that we
believe is far from the truth.
Furthermore, the column did
not acknowledge the critical
role that memorials play, not
only in sharing historical facts,
but also in recognising the
experiences ofvictims and
offering avenues for healing.

The Gulag Museum at
Perm-36 in Russia, for example,
was recently forced to end its
public-education programmes
because ofunsubstantiated
accusations that they rewrote
the past, when in fact they
shared the history ofpolitical
repression in Russia. In a letter
ofsupport, families of the
victims of the Gulag described
how the museum had instilled
hope that Russia would not
repeat the horrors of the past. 

Our members, including
the museums cited in Bello’s
column, do not claim to be
arbiters ofhistory or memory
or truth. Rather, they have
carved out spaces in the vast
and complex landscape of
memory to encourage their
visitors to explore the past on
their own terms. 
ELIZABETH SILKES
Executive director
International Coalition of Sites
of Conscience
New York

Shares and shares alike

SIR – Share buy-backs are
indeed worrying (“Corporate
cocaine”, September13th).
Another aspect of the problem
that is particularly trouble-
some is that buy-backs signal
that a company has run out of
good ideas for investment. The
notion ofowning stock is
based on the assumption that
a company can use the money
it reaps from shares to invest in
future growth, either by devel-
oping novel products or by
tapping new markets. 

On the other hand, new
business ideas may not require
the high levels ofcapital in-
vestments that we became
accustomed to in the 20th
century. Over time companies

and investors will learn the
new rules of the game in a
service- and internet-based
economy. 

Alibaba, for example,
doesn’t need to finance capital-
intensive production facilities.
So I wonder what it will do
with all that capital it has just
raised in its IPO; maybe buy
back its own stock?
JOHANN FORTWENGEL
Department of management
Free University
Berlin

SIR – Buy-backs shrink the
pool ofshares traded on the
market and reduce the liquid-
ity and trading volumes ofany
given stockofshares. This in
turn increases the volatility in
the share price, making share-
holding a riskier overall bet in
the long term. Ifone considers
that the financial crisis was the
result ofmanagement hubris
and a lackofshareholder
oversight, small investors
ought to be treated like an
asset, not a liability that chief
executives want to get rid of.
JEROME PINZUTI
Brussels

Scottish lessons

SIR – The Scottish referendum
has reminded us ofeasily
forgotten lessons (“UK RIP?”,
September13th). First, the
age-old conflict between politi-
cal particularism and cosmo-
politanism has not died away,
not even within the alleged
end-of-history Utopia of the
European Union. Second,
virtually all of today’s coun-
tries are multinational, multi-
ethnic or multilingual. It is this
ambiguous status that makes it
surprisingly difficult to defend
the modern nation on princi-
pled grounds. Sovereignty is
vulnerable to devolution and
integration. 

The history ofa country
does not conclusively show
anything; past performance, as
we all know, does not predict
future results. The future suc-
cess ofa united United King-
dom is as doubtful as, for
example, the success ofa more
fully integrated EU. The Econo-
mist, however, seems less
enthusiastic about the pros-
pects for European than for

British political union, proving
the adage, and this is the final
lesson: where you sit is often
where you stand.
ANDREAS WENDLBERGER
South San Francisco, California

The Church ofRoam

SIR – I found Umberto Eco’s
analogy ofApple as Catholi-
cism and Microsoft as Protes-
tantism to be illuminating
(“Reluctant reformation”,
September13th). However, if
Apple is being likened to the
papacy, shouldn’t the com-
pany be undergoing a counter-
Reformation, instead of just
the plain old sort?
WALKER THOMPSON
London

Recycling devices

SIR – “Where gadgets go to die”
(September 6th) misrepresent-
ed the reality of the American
electronics recycling industry.
Several studies have been
conducted recently, all of
which dispute the figure that
“only 20%…ofe-waste collect-
ed each year in America is
processed domestically…up to
80%…gets exported to places
in Asia and Africa”. The US
International Trade Commis-
sion, for instance, found that
93% ofall refurbished and
recycled electronic products in
America are resold as com-
modities or working products
in domestic markets. 

Only 7% ofused electronic
products were exported. Of
that, most went to developed
countries and Mexico. Less
than 2% went to Africa, other
Latin American countries and
the Middle East. The truth is
that the overwhelming
amount ofe-scrap at sites that
people see in Asia and Africa
comes from surrounding
countries. China alone gener-
ates 2.3m tons a year. This
discredits the claim that e-
waste is being dumped in poor
countries. Electronics recyclers
operate within the best in-
dustry practices and support
responsible recycling.
ROBIN WIENER
President
Institute of Scrap Recycling
Industries
Washington, DC

SIR – You think that “owning
an electronic device now
comes with the responsibility
for its afterlife”. What about
the manufacturers that profit
from selling these devices? Do
they have absolutely no re-
sponsibility or cost to their
bottom line to recover the
highly toxic compounds they
have built into their products? 
DAVID IAN KAYE
Bodieu, France

Steering: the debate

SIR – I read your article on the
connected car with the same
irreverent joy in which I digest
a Star Treknovel (“Smart-
phones on wheels”, Septem-
ber 6th). Yes, some conve-
niences will be great, and
some fiction will become fact.
But your vision ofa driverless
future forgets that many
motorists actually enjoy driv-
ing cars. They are not mere
methods of transport. I’m sure
Formula One is delighted with
the notion ofautomatons
negotiating the tracks. How
that will draw in the fans.

Safety is no rationale. Peo-
ple continue to smoke, drink,
eat red meat and jump out of
planes. Selfdetermination and
choice is the key, and The
Economist above all else
should be a bastion ofperso-
nal choice.
RICHARD WILSHER
London

Floating on Rivers

SIR – Your obituary on Joan
Rivers was the most foul-
mouthed I have ever had the
pleasure of reading (Septem-
ber13th). And boy did I have
pleasure reading it. As Ms
Rivers might have said, “I
laughed my ass off; thankGod
it was nearly dragging on the
ground anyway.”
JULIAN JOHNSON-MUNDAY
Headmaster
Culford School
Bury St Edmunds, Suffolk 7
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Assistant Director-General for Green Growth Planning 
and Implementation (GGP&I)

The Global Green Growth Institute (GGGI) is a new international organization committed 

to strong, inclusive green growth. We assist developing and emerging countries with 

integrating their ambitions for strong economic performance and environmental 

sustainability with the goal of bringing about poverty reduction, job creation, social 

inclusion, and climate change mitigation and adaptation. Headquartered in Seoul, GGGI 

was established by treaty in June 2012 by an initial group of 18 nations who share the 

organization’s vision. As of 2014, there are a total of 22 Member Countries who have 

joined the organization. 

GGGI is seeking an Assistant Director-General for Green Growth Planning and 

Implementation (GGPI) who reports to the Director-General and is responsible for 

effective management-for-results of the organization’s core green growth planning and 

implementation work in line with GGGI’s strategic framework. As a senior member 

of the Management Team, s/he shapes GGGI vision and strategy together with GGGI 

stakeholders and provides strategic leadership to GGGI’s overall business.

Qualifi cations
• Strategic Vision and Implementation skills: Have strategic vision and proven track 

record of translating it into implementable programs and projects.  Ability to apply 

economics to green growth policy options and mainstream green growth into policy 

formulation and implementation in developing countries

• Leadership skills: A proven track record of effectively building and managing a 

diverse team of professionals in an international setting

• Resource mobilization: Extensive track record of effectively engaging stakeholders 

and mobilizing resources from the public and/or private sector

• Minimum of 15 years of professional experience in the areas mentioned above, at least 

5 years of which would be as the head of an organization, or of a major department/

division of a large scale public or private entity of an international and multicultural 

nature. Must have an advanced degree in relevant fi elds

Interested applicants should send their CVs and statement of interest by October 17, 
2014 to recruiting@gggi.org, GGGI-HR_ADG14-501 on the subject line. For more 

information on GGGI, please visit www.gggi.org
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Non-executive Director   
London

CDC Group plc is the UK’s development fi nance institution. Wholly owned by government through 
the Department for International Development (DFID), CDC operates independently under the 
governance of an independent board. Backed by a £2.8bn balance sheet, the company’s mission is 
to support the building of businesses throughout Africa and South Asia, creating jobs and making 
a lasting difference to people’s lives in some of the world’s poorest places. Established in 1948, 
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in emerging and frontier markets.

CDC and DFID are seeking an exceptional and experienced individual motivated by the private 
sector mission of CDC and the public service nature of the relationship with CDC’s shareholder, 
DFID, to join the Board as a Non-executive Director.  

The successful candidate will:
• Provide an independent viewpoint to contribute to the successful development of the 

organisation and its proper governance.

• Ensure that the execution of CDC’s strategy is consistent with its ambition to be the highest 
calibre investing organisation.

• Play a leading role in the Board’s Development Committee and champion development impact 
on the Board.

Candidates will have:
• A deep understanding of international development, development economics and investment 

and an appreciation of the differences of achieving impact through an investing organisation as 
compared to a grant-making organisation.   

• A record of achievement and personal effectiveness at a senior level (in the private, public or 
charity sector).

• A commitment to CDC’s mission.

• Strong strategic business skills.

• Exposure to an African or broad South Asian context [desirable, non-essential].
• An understanding of the UK government and political environment and publically owned 

corporations [desirable, non-essential].

The time commitment is expected to be c.20 days per annum. 

CDC is committed to diversity and providing equal opportunities for all. Applications are therefore 
welcome irrespective of age, gender, ethnicity, sexual orientation or disability.
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IT WAS intense. The barrage of Toma-
hawk missiles and precision-guided

bombs launched against the jihadists who
call themselves Islamic State (IS) in the ear-
ly hours of September 23rd surpassed in
just a few hours six weeks’ worth ofAmer-
ican air attacks against the bits of IS on the
Iraqi side of the now-effaced frontier. The
attacks stood out in other ways, too. They
were the fruit of an unusual military co-
alition, with five Arab countries not only
prepared to join and assist the raids, but
also to be identified as doing so. And they
made America a fully fledged participant
in Syria’s civil war, an entanglement Ba-
rack Obama has fought a three-year cam-
paign to avoid. But this now exceptional
undertaking may well be the beginning of
a new normal. The defeat of IS will need a
protracted effort.

When BarackObama promised on Sep-
tember 10th that he would “degrade and
ultimately destroy” IS few expected an at-
tack on quite this level of “shock and awe”
to be deployed so soon. Surely getting the
right regional allies in line would take time,
aswould the choice oftargets. But less than
two weeks later Saudi Arabia, Jordan, Bah-
rain and the United Arab Emirates were
joining in the attack, mostly flying Ameri-
can-supplied F-16s; Qatar provided logisti-
cal support. 

That said, most of the firepower was
American, with cruise missiles and waves
of carrier-borne and land-based jets (in-
cluding, for the first time in combat, the
stealthy F-22 Raptor) backed up by armed
drones. More than a dozen strikes were
carried out against a variety of IS targets,
many in and around Raqqa, a city which
the jihadists took control of last year. They
were identified asa headquartersbuilding,
a finance centre, training compounds, stor-
age facilities, supply trucks and armoured
vehicles. A separate series of eight missile
strikes, carried out by American forces
alone, targeted a hitherto obscure jihadist
cell which American officials call the
“Khorasan group” at several sites near
Aleppo (see box on next page). 

United, fornow
On September 24th five further strikes
were reported on the Syrian-Iraqi border.
Rami Abdul Rahman, who runs the Syrian
Observatory for Human Rights, said there
had also been raids west of the town of Ko-
bane, also known as Ain al-Arab, near Tur-
key. One objective may have been to pro-
vide relief for Syrian Kurds struggling to
hold out against an IS onslaught; if IS were
to take Kobane despite being under air at-
tack it would be a striking victory.

In Washington, Republican and Demo-

cratic leaders in Congress offered biparti-
san support, broadly reflecting the
changed mood of their constituents. Only
last year, a war-weary American public
hated the idea of getting involved in Syria.
It disapproved even of limited cruise-mis-
sile strikes to punish Syria’s president
Bashar Assad for using chemical weapons
against civilians. Now IS is perceived as a
direct threat to the safetyofAmericans, tes-
timony to the power of atrocities promul-
gated via internet video—in this case the
beheadings of two American journalists
and a British aid worker. 

But ifAmerica’s mood ofunity is broad,
it is also shallow. There is no consensus
about whether its military might is being
deployed to bring greater stability to the
Middle East or whether the mission is
much narrower: a counter-terrorist opera-
tion to neutralise threats at a distance, and
thus protect Americans at home. Mr
Obama has done little to clear that confu-
sion up. He has said that IS is mainly a
threat to the people of the Middle East, re-
peatedly declaring that “this is not Ameri-
ca’s fight alone”. But he and his officials
also make their mission sound like a coun-
ter-terrorist operation to protect people at
home, using the phrase “a network of
death” to describe IS. The strike on the
Khorasan group fits into a debate domin-

Another long war

CAIRO, ISTANBUL AND WASHINGTON, DC

America’s bombing raids on the so-called IslamicState in Syria have greatly
increased its militaryrole in the region. But theyofferno quickroute to victory
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2 ated by talkofdomestic security.
Surprisingly, perhaps, the Syrian gov-

ernment has not protested much. Its main
beef is that America refuses to treat it as an
ally against IS. “We are facing one enemy.
We should co-operate,” says a government
spokesman, Bassam Abu Abdullah. Some
reports claim that key intelligence on the
Khorasan group was supplied by Syria.
Other sources in the region claim that the
raids against IS near Kobane were carried
out not by America but by Syria itself. 

America insists that “there was no co-
ordination and no military-to-military
communication” with Syria; it only in-
formed Syrian diplomats at the United Na-
tions of upcoming raids, and Syrian radars
were “passive”.

Syria’s apparent acquiescence makes
the task of justifying strikes on its territory
a bit easier. America argues that the raids
were conducted on the basis ofArticle 51of
the UN Charter, which asserts the right to
collective self-defence; in such cases nei-
ther a Security Council resolution nor the
permission of the relevant government is
required. America’s ambassador to the
UN, Samantha Power, argued to its secre-
tary-general, Ban Ki-moon, that Iraq had
asked America to assist in defending itself
from IS; that the group was using havens in
Syria to mount attacks on Iraq; and that the
government of Syria was either unable or
unwilling to prevent this. It therefore fol-
lowed that the strikes were legal.

The use of the “unable or unwilling” ar-
gument to trump national sovereignty,
which is regarded as controversial by some
international lawyers, has been employed
in the past to justify American air strikes
against militants in Yemen, Somalia and
the tribal areas of Pakistan. Mr Ban ap-
peared to accept Ms Power’s case. Some of
the more than 40 nations that have
pledged arms or support to the fight
against IS may still wish to see the issue go
to the Security Council. But with Russia in
an adversarial mood over Ukraine, an au-
thorising resolution is a remote prospect.

The legality ofeagles
Greater clarity on the legal position could
help one so far absent ally: Britain. The
prime minister, David Cameron, lost a
House of Commons vote on attacking Syr-
ia last year and could not afford to lose an-
other. But having received a formal request
for assistance from Iraq, he has recalled
Parliament and will seek approval for mil-
itary action in Iraq, leaving Syria for anoth-
er day; the French, already flying missions
in Iraq, make a similar distinction. 

Turkey, another American ally not ini-
tially signed up to the attacks, seems al-
ready to have had a change of heart. On
September 11th it refused to sign the “Jed-
dah communiqué”, in which various Arab
nations promised to back America’s mili-
tary action. Turkey’s president, Recep Tay-

yip Erdogan cited the safety of 46 Turks IS
had taken hostage in Mosul, in Iraq. The
captives were freed on September 20th
amid rumours of a prisoner swap, or even
worse; a new IS offensive against Syrian
Kurds in their enclave of Kobane stoked
Kurdish suspicions that the Turks had sold
them out in some way. But on September
23rd Mr Erdogan declared that his country
was ready to “give the necessary support
to [the attacks on IS]. the support could be

military or logistics.”
America’s clearest success has been to

gain strong backing from habitually shy
Arab states. Saudi authorities even re-
leased photos of pilots ostensibly return-
ing from missions in Syria; two of them
were princes from the ruling al-Saud fam-
ily, includinga son of the heir to the throne.
King Hussein of Jordan spoke bluntly of a
struggle ofgood against evil.

The effectiveness of the strikes against 
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The Khorasan group

New kids on the block

AD MEN call the tactic bait-and-switch.
America said it was going to go after

the jihadists who call themselves Islamic
State (IS), and allies joined the fight for
that purpose. But the first wave of strikes
into Syria did not target IS. They hit a
different jihadist group, one that has in
the past been hostile to IS.

According to American officials, the
40 Tomahawkmissiles that struckeight
targets to the west ofAleppo on Septem-
ber 23rd were aimed at what it calls the
“Khorasan group”, a cell operating under
the aegis of Jabhat al-Nusra (JAN), a rela-
tively powerful Syrian rebel outfit that
has declared allegiance to al-Qaeda.
America believed the Khorasan group,
said to be linked to the imaginative
bomb-makers ofal-Qaeda in the Arab
Peninsula, was plotting imminent terro-
rist attacks on the West. 

Syrian opposition sources say that the
strikes killed as many as 50 JAN fighters.
Some say that among them was Muhsin
al-Fadhli, a 33-year-old Kuwaiti national

who had served as a bodyguard to
Osama bin Laden. Ayman al-Zawahiri,
al-Qaeda’s boss, is believed to have
named Mr Fadhli his personal repre-
sentative in Syria following the assassi-
nation last year—by IS, as it happens—of
Abu Khaled al-Souri, a prominent Syrian
al-Qaeda veteran. 

American officials suggest Mr Fadhli
was setting up the Khorasan group to
mount external operations using foreign
mujahideen. This threat, they say, justi-
fied their attacks, and ifMr Fadhli is
indeed dead they will have scored a
victory. But the attacks on JAN give sub-
stance, in the eyes ofmany Syrians, to IS
claims that the coalition is waging a
wider war against Islamist groups in tacit
alliance with the Syrian regime. A Syrian
government newspaper, quick to drive a
wedge between the regime’s opponents,
described America and the Syrian army
as being “in the same trench in the fight
against terror”. JAN leaders now say they
may join IS rather than fight it.

America may have hit a group planning to strike against it soon
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2 IS remains to be seen. A further set of at-
tacks on targets in Syria on September 24th
aimed at disrupting oil sales by IS, which
may be earning the group as much as $2m
a day. But the jihadists have had plenty of
time to hide important assets in popula-
tion centres. And there is a palpable short-
age of forces on the ground to exploit the
air offensive. This applies not just in Syria
(see next story) but also to an extent in Iraq.
Most Iraqi Sunnis have yet to be convinced
by recent attempts to shape a more inclu-
sive, less sectarian government in Bagh-
dad. And while IS may have been halted in
its march on Baghdad, the jihadists are still
capable of inflicting defeats on the Iraqi
army, despite its overwhelming numerical
superiority and American air power. On
September 21st IS overran an Iraqi army
base 50km (30 miles) west of Baghdad,
capturing or killing hundreds of soldiers.
Days later another base was surrounded

More than a prod
Elsewhere in the region a range of relative-
ly moderate Islamist groups, including the
Muslim Brotherhood, have joined with IS
in seeingthe coalition as the spearhead ofa
new Western crusade. In Syria, even secu-
lar opponents of Mr Assad’s rule warn of
the danger of alienating opinion among
the country’s majority Sunnis. In Jordan’s
parliament MPs have engaged in shouting
matches over the country’s participation
in the war. 

Iran, meanwhile, is playing a complex
game. It supports both the government in
Iraq, an American ally if hardly a trusted
one, and the one in Syria, supposedly an
American foe. The country’s leaders have
publicly condemned America’s renewed
intervention in the Middle East, but some
diplomats have quietly hinted that they
might be able to co-operate in the downfall
of IS—which Iran loathes—in return for bet-
ter terms in the continuing negotiations
over their country’s nuclear programme.
Similarly, Egypt’s president, Abdel Fattah
al-Sisi, said his country would be a stron-
ger member of the coalition if America
sped up delivery ofmilitary hardware.

On the morning after the first air strikes
on Syria, a Pentagon commander, Lt Gen-
eral William Mayville, said the new cam-
paign could last for years. It is far from clear
that a fearful, terrorism-focused American
public is ready for such a prolonged com-
mitment. Mr Obama wants to use his
country’s military power as a tool of geo-
political influence, which—by being with-
held or used in the right way—can prod
others in the region to assume their re-
sponsibilities and, as he said at the United
Nations on September 24th, “explicitly,
forcefully, and consistently” reject the ide-
ologies of such organisations as al-Qaeda
and IS. But such a clear message may not
be easily heard above the din of civil war
America has now joined itself to. 7

ON SEPTEMBER 23rd Syria’s civil war
had been runningfor1,288 days; ithad

claimed 200,000 lives and forced 9.5m
people, more than a third of the popula-
tion, from their homes. Given all that,
asked sceptical Syrians, why was America
acting directly only now, and only against
the Islamic State (IS) and other jihadists
about whom it has particular concerns?
For all its brutality, one Syrian NGO reck-
ons IS has killed 830 Syrian civilians, com-
pared with the regime’s 125,000. Its crimes
are hideous, but are they worse than
Bashar Assad’s use of chemicals, barrel
bombs and torture to suppress the Syrian
opposition, both armed and civilian? And
will American-led air attacks make the
crimes ofeither any more likely to stop? 

The two sides in Syria’s civil war have
largely been stalemated since the rebels in-
vaded part ofAleppo, the country’s biggest
city, in July 2012. This has not stopped the
fighting. On September 17th, for example,
as many as 50 people were killed by re-
gime air strikes on Talbiseh, a rebellious
town 10km (6 miles) north of Homs. A
weekearlier Mr Assad’s army pushed back
rebels who had been creeping closer to an
airbase in Hama. But it has failed to squash
the insurgency in the suburbs of Damas-
cus, the capital, despite bombing them re-
lentlessly in a summer-long assault. Mean-
while, rebel groups, including the
unsavoury Jabhat al-Nusra (JAN), al-
Qaeda’s branch in Syria, continue to push
the regime back in the Golan Heights.

Although IS, too, has attacked the re-
gime—in July and August it overran four re-
gime bases, displaying the defeated sol-
diers’ heads on spikes—its success has
largely come at the expense ofother rebels.
After moderate Syrian rebels threw it out
of western areas of the country early in
2014, IS returned in June with arms plun-
dered from Iraq, and by July it had pushed
its enemies out of the rebel-held swathe of
land from Deir ez-Zor to the Iraqi border. Its
troops then rumbled towards Aleppo,
pocketing rebel-held towns on the way.
Then, on September18th, the group turned
towards the Kurdish-controlled north-east
of Syria, forcing thousands to flee as it
headed towards Kobane, a town on the
Turkish border now under threat.

You and who’s army?
The Syrian Coalition, the political opposi-
tion body in exile, has welcomed the
American-led strikes, which have been ac-
companied by a pledge from America and
allies, includingSaudi Arabia, to equip and
train as many as 5,000 moderate Syrian re-
bels in the hope that they will fill any
post-IS vacuum. American-backed groups
which received anti-tankmissiles in a pilot
project along these lines made progress in
western Syria earlier thisyear, including to-
wards the airbase in Hama.

Yet rebelsdeemed reliable enough to re-
ceive arms are few in number. And some
are unhappy about America’s actions. Ha-
rakat Hazm, an American-backed group,
condemned the air strikes for hitting JAN
(see box on previous page), which it con-
siders an ally in the Syrian opposition, al-
beit a worrisome one. It fears that both the
regime and IS may take advantage of
strikes that hit such groups.

For its part, IS is peddling the line that
foreign “crusaders” are at war with Islam,
paying heed neither to the presence of
Muslim states in the coalition nor to the
fact that most Syrians consider IS itself to
be a foreign force. Meanwhile, Mr Assad’s
loyalists crow that the Americans have fi-
nally realised that the regime has indeed
been fighting terrorists for the past three
years, just as it has claimed.

That Mr Assad should be in a position
to spin the attacks as support while con-
tinuing to bomb rebels himself speaks to
how far the country is from any sort of
peaceful solution. In Iraq the Americans
are nudging into place a more inclusive
government in the hope of peeling away
Sunnis who have allied with the extrem-
ists. There is no possibility of such an ac-
commodation in Syria. Peace talks have
been attempted but have failed to get any-
where. The regime has no intention of
sharing power and the opposition lacks
credible representation since the Syrian
Coalition is so despised. Air strikes may
dent IS, but few reckon they spell an end to
the conflict for war-weary Syrians. 7

Syria’s deadlocked war

No solution
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It will take more than airstrikes to end
the conflict
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BARACK OBAMA’S strenuous efforts to
avoid being a war president have

failed. Butvoters care more about the econ-
omy than the Middle East, and here Mr
Obama has a good story to tell. The head-
line numbers are impressive: both output
and employment have passed their pre-re-
cession peaks and the unemployment rate,
at 6.1%, has fallen far enough to inspire the
Federal Reserve to debate, openly, when to
raise interest rates. Though the latest jobs
report was disappointing, private payrolls
have grown by 10m in the past four and a
half years, the longest uninterrupted
streak in history. 

Yet for all the upbeat economic news,
Mr Obama has yet to reap any political re-
ward. His approval rating, at 43%, is stub-

Hodges used to build guitars for a living
but the business went downhill after the fi-
nancial crisis, as did his investments. He
now sells barbecue lunches out of a food
truck in Nashville and, between the cost of
meat, fuel and the thousands of dollars he
spends on permits, reckons he makes 20%
less than he did in 2007. “I’m slowly but
surely going broke, though I’m working
like a madman,” he says.

Inequality actually began to widen in
the early 1980s. But, for two decades, over-
all growth was still healthy enough to lift
the median household. During Ronald
Reagan’s first six years in office, GDP grew
22% while the median income grew 6%
(see chart 1). During Bill Clinton’s first six
years, GDP grew 24%; median income, 11%.
But growth began to slow in the 2000s, un-
dermining both the mean and the median.
In George Bush’s first six years GDP rose
16%, but median incomes fell 2%. Under Mr
Obama it has been even worse: GDP is up
8% and median income is down 4%, ac-
cording to the Census Bureau and Sentier
Research, a private outfit. 

Though median income performed al-
most as badly under Mr Bush as Mr

bornly low. Just 39% of voters approve of
his handling of the economy, according to
YouGov; 56% disapprove. Remarkably,
they now trust Republicans more than
Democrats to manage the economy. 

Voters give Mr Obama little credit for
America getting richer because, by and
large, they haven’t felt it. Not only is the re-
covery subdued by historical standards,
but widening inequality means that the
median household (in the middle ofthe in-
come range) is doing far worse than the
mean (total income divided by the number
ofhouseholds). 

Ken Hodges of Murfreesboro, Tennes-
see, thinks Mr Obama wasted money bail-
ing out banks and carmakers, “but it hasn’t
helped the working-class people at all.” Mr

Barack Obama and the economy

The woes of the average Joe

WASHINGTON, DC

America is getting richer, but most voters can’t feel it

United States
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1It’s the median income, stupid
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2 Obama, there was an important differ-
ence. During the first part of the 2000s con-
sumers could borrow easily, thanks to ris-
ing property prices. Between 2001 and
2007 the median household’s real net
worth rose 19%, to $135,400. The collapse of
the housing bubble sent it plunging. By
2013 it was $81,200, less than in 1989. In con-
trast, the mean net worth of American
households has increased by 60% since
1989, to $534,600, thanks to the soaring for-
tunes of those at the top (see chart 2). 

Efforts by the Fed to support the econ-
omy have bolstered stock and house
prices, but the benefits have bypassed
many households. Just 65% owned their
own home in 2013, compared with 69% in
2007. Fewerowned sharesormutual funds
outside retirement accounts. Even the im-
pressive decline in unemployment has
partly come about because many people
have given up looking for work, and so are
not counted as unemployed. In previous
recoveries the labour-force-participation
rate rose even as unemployment fell; this
time, it has fallen (see chart 3).

Voters tend to blame the president for
bad times and give him credit for good
ones, regardless of the real cause. Thus
presidential approval ratings depend a lot
on median household income (see chart 1,
again). Mr Obama is not on the ballot in
November, but history suggests that voters
will vent their frustrations on his party, as
they did on Republicans in 2006, when
George W. Bush’s approval rating was even
worse than Mr Obama’s is now.

The economy and presidential popu-
larity are not everything, ofcourse. Ronald
Reagan’s approval rating was over 60% in
1986, but Republicans still lost control of
the Senate, thanks to the quirks of the elec-
toral calendar. Senators serve six-year
terms; every two years, a third of them
stand for election. Many Republican nov-
ices won Senate races in Democratic states
in the Reagan landslide of 1980; six years
later, few could hold onto their seats. 

Mr Obama has the worst of both
worlds. Not only are voters feeling glum;
Democrats are also fighting to hold on to
several Senate seats in Republican states,

such as Arkansas (see next story). It is not
that voters love Republicans, says Jim Kess-
ler of Third Way, a Democratic think-tank.
Rather, this year could see “an anti-incum-
bent wave, and Democrats happen to have
more beach-front property”.

Charlie Cook, an elections analyst,
thinks the Senate could flip back and forth
over the next fouryears, with neither party
securing the 60 seats (out of100) needed to
pass big laws without help from the other
side. Disgusted voters may be open to rad-
ical alternatives. MrHodges, the Tennessee
food-truck operator, despises Democrats
and most Republicans, but would vote for
Ted Cruz, a Texan Tea Party populist, if he
could. Mr Cook recently advised some
bankers to hope that Democrats nominate
Hillary Clinton for president in 2016, be-
cause the alternative is Elizabeth Warren, a
banker-bashing Massachusetts senator.
“The energy and passion of the Democrat-
ic Party is a heck of a lot further to the left
than Hillary,” says Mr Cook. 

On the stump, Mr Obama offers mor-
sels of economic populism aimed at the
Democratic base: a higherminimum wage,
debt relief for students and a law that will
make unequal pay for women even more
illegal than it has been since 1963. Also, on
September 22nd, the White House an-
nounced rules to stop companies from
moving their headquarters abroad to
avoid taxes. Such policies could marginal-
ly reduce inequality, but they do nothing to
boost underlying growth. 

A better bet would be free trade, tax re-
form, more money for infrastructure and
training and an overhaul of entitlements
such as disability insurance. Many of the
jobless end up drawing disability benefits
and never return to work, another reason
labour-force participation has fallen.

Even if Congress were to co-operate,
such policies would take years to bear
fruit. But surveys by Global Strategy
Group, a Democratic consultancy, found
that voters prefer a candidate who prom-
ises higher growth to one who promises to
reduce inequality. Alas, neither party has
plausible plans for that. 7

2Big sums for some

Source: Federal Reserve

Household net worth, $’000

0

100

200

300

400

500

600

700

1989 92 95 98 2001 04 07 10 13

Median

Mean

Source: Bureau of Labour Statistics

Online: interactive at Economist.com/labour14

3

61 62 63 64 65 66 67 68
Labour-force participation rate, %

4

5

6

7

8

9

10

11

Un
em

pl
oy

m
en

t r
at

e,
 %

Many are no longer seeking work
2009-present2000s1990s1980s1970s

EVEN by the standards of campaign ad-
vertising, attacking an opponent for be-

ingpro-Ebola shows chutzpah. MarkPryor,
the incumbent Democrat whose cam-
paign ran the spot in question (see picture
on next page), is in a tough fight against
Tom Cotton in Arkansas, one of a handful
of races that will determine control of the
Senate in November. MrCotton, a newstar
of the Hell-no caucus of House Republi-
cans who shut the government down a
year ago, has cast votes against several fed-
eral programmes with the aim of curbing
spending. Which is where Ebola comes in:
Mr Cotton voted against a bill to finance
the prevention of pandemics, though he
later changed his mind and supported it.
Democrats hope that by pointing out what
smaller government means in practice,
they can persuade Arkansans that they are
not as keen on it as they think.

To understand why the odds are
stacked against Senator Pryor, consider the
changes that have swept through the
state’s politics. Arkansas has been slower
than some ofitsneighbours to embrace the
Republican Party. The home ofBill Clinton,
in the 1990s it was one of the South’s few
solidly Democratic states. But in the past 15
years it has become hostile territory for
Democrats. John Green of the University
of Akron, who studies evangelical voters,
of which Arkansas has many, says that the
state’s change ofallegiance wasdelayed by
its relative poverty.

Since 2008, when Mr Pryor last ran, al-
most unopposed, this process seems to
have speeded up. In 2012 both the state
House and state Senate went Republican,
the first time Republicans have held a ma-
jority in either place since the post-Civil
War Reconstruction. The state also sent its
first all-Republican House delegation since
the 1870s to Washington. One reason for
this change is the near extinction of an en-
dangered group of voters. In 2008 15% of
Arkansans described themselves as con-
servative Democrats, according to Gallup.
Now just 9% do. Barack Obama’s two big
accomplishments in office, the passing of
the stimulus in 2009 and the Affordable
Care Act the next year, “put a brick on the
accelerator” ofa shift in partisan affiliation
that was already underway, says one of Mr
Cotton’s team. 

Like Mary Landrieu in Louisiana and
Mark Begich in Alaska, two other Demo-
crats in states won easily by Mitt Romney
in 2012, Mr Pryor is hoping his family’s his-

The Arkansas Senate race

Fried pickles and
Ebola
LITTLE ROCK

MarkPryortries to persuade Arkansans
that they like government
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Itaú. The Global

Latin American

Bank.

LATIN AMERICA IS 

THE WORLD’S LARGEST COFFEE 

PRODUCER AND EXPORTER.
 Invest with a bank that knows Latin America.

Learn about us: www.itau.com 
According to the USDA’s June 2014 Foreign Agricultural Service report, Coffee: 

World Markets and Trade, Latin America produced 84.25 million 60-kilogram bags 

of coffee in the 2013-2014 period, or around 56% of world production. In the same 

period, Latin America exported 56.6 million bags of coffee, 54% of the world total.

WorldMags.netWorldMags.net

WorldMags.net

http://worldmags.net/
http://worldmags.net/


NOTICE OF A JUDICIAL INSTRUCTION PROCEEDING IN CONNECTION WITH THE ACCEPTANCE OF THE  
MODIFIED PROPOSED SETTLEMENT AGREEMENT WITH JPMORGAN

NOTICE IS HEREBY GIVEN TO THE HOLDERS OF CERTIFICATES, NOTES OR OTHER SECURITIES (“CERTIFICATEHOLDERS”)  
OF THE RESIDENTIAL MORTGAGE-BACKED SECURITIZATION TRUSTS AND LOAN GROUPS IDENTIFIED IN EXHIBIT A  

HERETO (THE “ACCEPTING TRUSTS AND LOAN GROUPS”) AND OTHER PERSONS POTENTIALLY INTERESTED IN  
THE ACCEPTING TRUSTS AND LOAN GROUPS. THE CERTIFICATEHOLDERS AND OTHER NOTICE RECIPIENTS  

SHOULD READ THIS NOTICE AND THE MATERIALS REFERENCED HEREIN CAREFULLY IN CONSULTATION WITH  
THEIR LEGAL AND FINANCIAL ADVISORS. THE ACCEPTANCE OF THE MODIFIED PROPOSED SETTLEMENT  

AGREEMENT COULD MATERIALLY AFFECT THE INTERESTS OF THE CERTIFICATEHOLDERS.
NOTICE IS HEREBY GIVEN BY:
THE BANK OF NEW YORK MELLON
THE BANK OF NEW YORK MELLON TRUST COMPANY, N.A.
DEUTSCHE BANK NATIONAL TRUST COMPANY
HSBC BANK USA, NATIONAL ASSOCIATION
LAW DEBENTURE TRUST COMPANY OF NEW YORK
U.S. BANK NATIONAL ASSOCIATION
WELLS FARGO BANK, NATIONAL ASSOCIATION
WILMINGTON TRUST, NATIONAL ASSOCIATION

EACH, IN ITS CAPACITY AS TRUSTEE, INDENTURE TRUSTEE, SEPARATE TRUSTEE, AND/OR SUCCESSOR TRUSTEE OF THE ACCEPTING TRUSTS AND LOAN 
GROUPS (COLLECTIVELY, THE “ACCEPTING TRUSTEES” AND EACH AN “ACCEPTING TRUSTEE”), TO CERTIFICATEHOLDERS.
THIS NOTICE CONTAINS IMPORTANT INFORMATION FOR CERTIFICATEHOLDERS. ALL DEPOSITORIES, CUSTODIANS AND OTHER INTERMEDIARIES 
RECEIVING THIS NOTICE, AS APPLICABLE, ARE REQUESTED TO EXPEDITE THE RE-TRANSMITTAL OF THIS NOTICE TO CERTIFICATEHOLDERS IN A  
TIMELY MANNER.

Dated:  August 20, 2014

This notice (the “Notice”) is given to you by the Accepting Trustees under certain 
applicable Pooling and Servicing Agreements, Indentures, Servicing Agreements, 
Mortgage Loan Purchase Agreements, Assignment and Assumption Agreements and/
or other agreements governing the Accepting Trusts and Loan Groups (the “Governing 
Agreements”). 

ACCEPTANCE OF MODIFIED PROPOSED SETTLEMENT AGREEMENT
This notice relates to the RMBS Trust Settlement Agreement entered into as of 

November 15, 2013 and modified as of July 29, 2014 (the “Modified Proposed Settlement 
Agreement” or “Settlement”), by a group of twenty-one (21) institutional investors (the 
“Institutional Investors”) and JPMorgan Chase & Co. and its direct and indirect subsidiaries 
(“JPMorgan”).  A copy of the Modified Proposed Settlement Agreement is available at:   
http://www.rmbstrusteesettlement.com/docs/Modified_Proposed_Settlement_Agreement.
pdf.  Capitalized terms used in this Notice and not otherwise defined have the meanings 
assigned to them in the Modified Proposed Settlement Agreement. 

In a prior notice to Certificateholders, dated August 1, 2014, the Accepting Trustees 
informed Certificateholders that on August 1, 2014, the Accepting Trustees notified 
JPMorgan that, following an evaluation process including consideration of expert reports, 
they each have accepted the Modified Proposed Settlement Agreement on behalf of the 
Accepting Trusts and Loan Groups for which they act as trustee, indenture trustee, separate 
trustee, or successor trustee, subject to Final Court Approval.

FINAL COURT APPROVAL – NOTICE OF A JUDICIAL INSTRUCTION 
PROCEEDING

The Accepting Trustees have filed a petition (the “Petition”) and commenced a judicial 
instruction proceeding pursuant to CPLR § 7701, In the matter of the application of U.S. Bank 
National Association, et al., (Index No. 652382/2014) (the “Article 77 Proceeding”), in the 
Supreme Court of the State of New York, County of New York (the “Court”).  In the Article 
77 Proceeding, the Accepting Trustees are seeking a judgment that the Accepting Trustees’ 
acceptance of the Modified Proposed Settlement Agreement on behalf of the Accepting Trusts 
and Loan Groups was a reasonable and good faith exercise of the Accepting Trustees’ authority 
under the applicable Governing Agreements, and barring Certificateholders from asserting 
claims against the Accepting Trustees with respect to the Accepting Trustees’ evaluation 
and acceptance of the Modified Proposed Settlement Agreement and implementation of the 
Modified Proposed Settlement Agreement in accordance with its terms.  Such a judgment, if 
granted, would constitute, after becoming final and non-appealable (including the expiration 
of any time to apply for discretionary review), “Final Court Approval” under and as defined 
in the Modified Proposed Settlement Agreement.

On August 15, 2014, the Court issued an order (the “August 15 Order”) approving a 
notice program related to the Article 77 Proceeding and directing, among other things, that:

 anyone having an interest in the Accepting Trusts and Loan Groups show cause before 
the Court at IAS Part 60, to be held at the Courthouse, 60 Centre Street, New York, New 
York, on the 16th day of December, 2014, at 10:00 a.m. (“Hearing Date”), or as soon 
thereafter as counsel may be heard, why an order should not be issued, pursuant to CPLR § 
7701, granting judgment in favor of the Accepting Trustees, as trustees, indenture trustees, 
separate trustees, and/or successor trustees for the Accepting Trusts and Loan Groups, on 
their Petition;

 the Court reserves the right to adjourn the Hearing Date or any adjournment thereof 
without further notice of any kind other than oral announcement on the Hearing Date or 
any adjournment thereof or e-filed order; and the Court reserves the right to approve the 
Accepting Trustees’ entry into the Settlement (including with such modification(s) as may 
be consented to by the parties to the Settlement in accordance with its terms) without 

further notice of any kind beyond such notice as provided for in the August 15 Order;

 any potentially interested person who wishes to be heard in support of or opposition 
to the Settlement and/or the Petition may appear in person or by an attorney on the Hearing 
Date and subject to further order of the Court may present evidence or argument that may be 
proper and relevant; provided, however, that, except for good cause shown, no person shall 
be heard and nothing submitted by any person shall be considered by the Court in objection 
to the Settlement unless a written notice of intention to appear along with a statement of 
such person’s objection to any matters before the Court and the grounds therefor, as well as 
all documents such person desires the Court to consider, shall be filed with the Court and 
served upon the Accepting Trustees’ counsel, on or before November 3, 2014;

 any potentially interested person who fails to object in the manner required by the 
August 15 Order shall be deemed to have waived the right to object (including any right of 
appeal) and shall forever be barred from raising such objection in the Article 77 Proceeding 
or any other action or proceeding, unless the Court orders otherwise;

 on or before December 3, 2014, any papers in response to any such objection, or any 
submissions in favor of or with respect to the Settlement, shall be filed with the Court and 
served upon (i) any person who submitted any objection, and (ii) any person who has been 
granted leave to intervene and entered a formal appearance in the Article 77 Proceeding 
pursuant to CPLR § 320;

 except for good cause shown, no person other than the Accepting Trustees’ counsel 
shall be heard on the Hearing Date unless such person has submitted an objection, 
or a submission in favor of or with respect to the Settlement, in accordance with the  
August 15 Order;

 the Court retains exclusive jurisdiction over the Accepting Trustees, the Accepting 
Trusts and Loan Groups and all trust beneficiaries (whether past, present or future) for all 
matters relating to the Settlement and the Article 77 Proceeding;

 during the pendency of the Article 77 Proceeding, the Accepting Trustees may seek 
an instruction from the Court before responding to or taking any action with respect to 
assertions, allegations, notices, or directions from any trust beneficiary relating to the 
subject matter of the Article 77 Proceeding;

 all papers required or permitted to be served by the Accepting Trustees or any party 
who is subsequently granted leave to intervene shall be served by filing on the court e-filing 
system (“NYSCEF”), unless a party or recipient is exempt, and by overnight mail or 
personal delivery; 

 any papers served by any objector or other potentially interested person who is not 
formally granted leave to intervene shall be served by filing on NYSCEF, unless a party or 
recipient is exempt, and by overnight mail or personal delivery to the Accepting Trustees;

 two hard copies of all papers served by any person, with proof of service thereof, 
shall also be filed with the Clerk of Part 60 by the date on which such papers are required 
to be filed.  (For example, paragraph 6 of the August 15 Order requires a written notice of 
intention to appear to be served and filed by November 3, 2014.  Hard copies shall also be 
filed with the Part 60 Clerk by that date).  For any paper for which this Order to Show Cause 
does not specify a service and filing date, the two hard copies shall be filed with the Part 
60 Clerk in advance of the return date and, if possible, at least seven days before the return 
date.  Except for good cause shown, no request to be heard will be granted unless such hard 
copies are filed pursuant to this paragraph; 

 any written notice of intention to appear with statement of the grounds for objection, 
and any other written motions and papers required or permitted to be filed for any purpose 
in the Article 77 Proceeding shall be subject to the following requirements.  Such papers 
shall be double-spaced and shall not exceed a total of 15 pages, not including documentary 

WorldMags.netWorldMags.net

WorldMags.net

http://worldmags.net/
http://worldmags.net/


EXHIBIT A 

evidence, unless an expansion of the page limits is granted by the Court in advance of the 
filing of the papers.  (For example, a notice of intention to appear, statement of grounds for 
the objection, and memorandum of law in support shall together not exceed 15 pages); and

 any request for leave to formally intervene (as opposed to submission of written notice 
of intention to appear) shall be made by order to show cause, not by separate Petition.  
Petitions that have been served and filed as of August 15, 2014 will be accepted by  
the Court.

The August 15 Order is available at: http://www.rmbstrusteesettlement.com/docs/
Interim%20Decision%20and%20Order%20on%20Order%20to%20Show%20Cause.pdf. 

Following the Article 77 Hearing, the Court will determine, among other things, 
whether to grant the requested judgment, and will consider other important matters 
described in the Modified Proposed Settlement Agreement.  If the requested judgment is 
granted and becomes final and non-appealable (including the expiration of any time to apply 
for discretionary review) and if the other conditions to the effectiveness of the Modified 
Proposed Settlement Agreement are satisfied, the Modified Proposed Settlement Agreement 
will become effective and will affect the rights and interests of all Certificateholders, 
and their successors-in-interests and assigns, in the Accepting Trusts and Loan Groups, 
including by, among other things, releasing claims against JPMorgan on behalf of the 
Accepting Trusts and Loan Groups arising out of or relating to Rep and Warranties Claims 
and Servicing Claims.  Please refer to the Modified Proposed Settlement Agreement for a 
complete description of the releases provided for therein.

If the Court grants the requested judgment and such judgment becomes final and non-
appealable (including the expiration of any time to apply for discretionary review) and 
the other conditions to effectiveness of the Modified Proposed Settlement Agreement 
are satisfied, all Certificateholders will be bound by the Modified Proposed Settlement 
Agreement whether or not they appeared in the matter or submitted any objection to the 

Modified Proposed Settlement Agreement.  The Petition, any papers filed in  support of 
the Petition, any orders entered by the Court in the Article 77 Proceeding  and  other 
information relevant to the Article 77 Proceeding will be made available at http://www.
rmbstrusteesettlement.com/index.php (the  “JPM Proposed Settlement Website”), which 
will be updated when additional papers are  filed or additional orders are entered in the 
Article 77 Proceeding.  You should also be able  to obtain any documents filed with the 
Court by visiting the Court’s website: http://iapps.courts.state.ny.us/iscroll/.  If you have 
any questions, you may call (855) 382-6461 in the United States, (513) 785-0998 outside 
the United States, or send an email to questions@rmbstrusteesettlement.com.

Certificateholders should NOT direct inquiries to the Court or the Clerk of the Court.

MISCELLANEOUS
This Notice summarizes the Modified Proposed Settlement Agreement and the Article 

77 Proceeding and is not a complete statement of the Modified Proposed Settlement 
Agreement or the Article  77 Proceeding or a summary or statement of relevant law or 
of relevant legal procedures.  Certificateholders and other potentially interested persons 
are urged to carefully consider the implications of the Modified Proposed Settlement 
Agreement, including the releases of the Rep and Warranty Claims and Servicing Claims 
and to consult with their own legal and financial advisors.

Certificateholders and other persons interested in the Accepting Trusts and Loan Groups 
should not rely on the Accepting Trustees, their counsel, experts or other advisors retained 
by the Accepting Trustees, as their sole source of information.

Please note that this Notice is not intended and should not be construed as investment, 
accounting, financial, legal, tax or other advice by or on behalf of the Accepting Trustees, 
or their directors, officers, affiliates, agents, attorneys or employees.  Each person or entity 
receiving this Notice should seek the advice of its own advisors in respect of the matters 
set forth herein.

List of Accepting Trusts and Loan Groups

Accepted subject to entry of a final court order in a judicial instruction proceeding as set forth in Section 2.03(c) of the Modified Proposed Settlement Agreement.

Unless otherwise indicated, acceptance is with respect to all loan groups or sub-loan groups, if applicable, of a particular trust.

The Bank of New York 
Mellon, as Trustee
BALTA 2005-1
BALTA 2005-10  
BALTA 2005-2  
BALTA 2005-3  
BALTA 2005-4  
BALTA 2005-5  
BALTA 2005-7  
BALTA 2005-8  
BALTA 2005-9  
BALTA 2006-1  
BALTA 2006-2  
BSABS 2005-SD1  
BSABS 2005-SD2 
BSABS 2005-SD3 
BSABS 2005-SD4 
BSABS 2006-2
BSABS 2006-3
BSABS 2006-4
BSABS 2006-SD1
BSABS 2006-SD2
BSABS 2006-SD3  
BSABS 2006-SD4 
BSABS 2007-1
CHASE 2006-S2 
GPMF 2005-AR1
PRIME 2005-1
SAMI 2005-AR1  
SAMI 2005-AR2  
SAMI 2005-AR3  
SAMI 2005-AR4
SAMI 2005-AR6  
SAMI 2005-AR7  
SAMI 2005-AR8
SAMI 2006-AR1  
SAMI 2006-AR2
SAMI 2006-AR3  
SAMI 2006-AR4  
SAMI 2006-AR5  
SAMI 2006-AR6  
SAMI 2006-AR7
SAMI 2006-AR8

The Bank of New York 
Mellon Trust Company,  
as Trustee
CFLX 2007-1  
CFLX 2007-2
CFLX 2007-3  
CFLX 2007-M1 
CHASE 2006-S3 
CHASE 2006-S4
CHASE 2007-A1  
CHASE 2007-A2  
CHASE 2007-A3 
CHASE 2007-S1
CHASE 2007-S2  

CHASE 2007-S3  
CHASE 2007-S4
CHASE 2007-S5  
CHASE 2007-S6 

Deutsche Bank National 
Trust Company
JPMAC 2007-CH1
JPMAC 2007-CH2
JPMAC 2007-CH3
JPMAC 2007-CH4
JPMAC 2007-CH5
JPMAC 2007-HE1
MSST 2007-1

HSBC Bank USA,  
National Association
BSMF 2006-AC1
JPALT 2006-A5
JPALT 2006-A7
JPALT 2007-A1
JPMMT 2006-A5
JPMMT 2007-A1
JPMMT 2007-A2
JPMMT 2007-A5
JPMMT 2007-A6
LUM 2006-3

U.S. Bank National 
Association, as Trustee
BALTA 2006-3
BSABS 2005-2
BSABS 2005-3
BSABS 2005-4
BSABS 2005-AC1
BSABS 2005-AC2
BSABS 2005-AC3
BSABS 2005-AC4
BSABS 2005-AC5
BSABS 2005-AC6
BSABS 2005-AC7
BSABS 2005-AC8
BSABS 2005-AC9
BSABS 2005-AQ1
BSABS 2005-AQ2
BSABS 2005-EC1
BSABS 2005-FR1
BSABS 2005-HE1
BSABS 2005-HE10
BSABS 2005-HE11
BSABS 2005-HE12
BSABS 2005-HE2
BSABS 2005-HE3
BSABS 2005-HE4
BSABS 2005-HE5
BSABS 2005-HE6
BSABS 2005-HE7
BSABS 2005-HE8
BSABS 2005-HE9

BSABS 2005-TC1
BSABS 2005-TC2
BSABS 2006-1
BSABS 2006-AC1
BSABS 2006-AC2
BSABS 2006-AC3
BSABS 2006-AC4
BSABS 2006-AC5
BSABS 2006-AQ1
BSABS 2006-EC1
BSABS 2006-EC2
BSABS 2006-HE1
BSABS 2006-HE10
BSABS 2006-HE2
BSABS 2006-HE5
BSABS 2006-HE6
BSABS 2006-HE7
BSABS 2006-HE8
BSABS 2006-HE9
BSABS 2006-IM1
BSABS 2006-PC1
BSABS 2007-AC1
BSABS 2007-AQ1
BSABS 2007-FS1
BSABS 2007-HE1
BSABS 2007-HE2
BSABS 2007-HE3
BSABS 2007-HE4,  
   Loan Group II only
BSABS 2007-HE5
BSABS 2007-HE6
BSABS 2007-HE7
BSARM 2005-1
BSARM 2005-10
BSARM 2005-11
BSARM 2005-12
BSARM 2005-2
BSARM 2005-3
BSARM 2005-4
BSARM 2005-5
BSARM 2005-6
BSARM 2005-7
BSARM 2005-9
BSARM 2006-1
BSARM 2006-2
BSMF 2006-SL5
BUMT 2005-1
CFLX 2005-1
CFLX 2005-2
CFLX 2006-1
CFLX 2006-2
CHASE 2005-A1
CHASE 2005-A2
CHASE 2005-S1
CHASE 2005-S2
CHASE 2005-S3
CHASE 2006-A1
CHASE 2006-S1

EMCM 2005-A
EMCM 2005-B
EMCM 2006-A
JPALT 2005-A2
JPALT 2005-S1
JPALT 2006-A1
JPALT 2006-A2
JPALT 2006-A3
JPALT 2006-A4
JPALT 2006-A6
JPALT 2006-S1
JPALT 2006-S2
JPALT 2006-S3
JPALT 2006-S4
JPALT 2007-A2
JPALT 2007-S1
JPMAC 2005-FLD1
JPMAC 2005-FRE1
JPMAC 2005-OPT1
JPMAC 2005-OPT2
JPMAC 2005-WMC1
JPMAC 2006-ACC1
JPMAC 2006-CH1
JPMAC 2006-CH2
JPMAC 2006-CW1
JPMAC 2006-CW2
JPMAC 2006-FRE1
JPMAC 2006-FRE2
JPMAC 2006-HE1
JPMAC 2006-HE2
JPMAC 2006-HE3,  
   Group 1 only
JPMAC 2006-NC1
JPMAC 2006-NC2
JPMAC 2006-RM1
JPMAC 2006-WMC1
JPMAC 2006-WMC2,  
   Group 1 only
JPMAC 2006-WMC3,  
   Group 1 only
JPMAC 2006-WMC4,  
   Group 1 only
JPMMT 2005-A1
JPMMT 2005-A2
JPMMT 2005-A3
JPMMT 2005-A4
JPMMT 2005-A5
JPMMT 2005-A6
JPMMT 2005-A7
JPMMT 2005-A8
JPMMT 2005-ALT1
JPMMT 2005-S1
JPMMT 2005-S2
JPMMT 2005-S3
JPMMT 2006-A1
JPMMT 2006-A2
JPMMT 2006-A3
JPMMT 2006-A4

JPMMT 2006-A6
JPMMT 2006-A7
JPMMT 2006-S1
JPMMT 2006-S2
JPMMT 2006-S3
JPMMT 2006-S4
JPMMT 2007-A3
JPMMT 2007-A4
JPMMT 2007-S1
JPMMT 2007-S2
JPMMT 2007-S3
LUM 2005-1
PRIME 2005-2
PRIME 2005-3
PRIME 2005-4
PRIME 2005-5
PRIME 2006-1
PRIME 2006-2
PRIME 2006-CL1
PRIME 2007-1
PRIME 2007-2
PRIME 2007-3
SACO 2005-6
SACO 2005-9
SACO 2005-WM1
SACO 2005-WM2
SACO 2005-WM3
SACO 2006-4
SAMI 2005-AR5

Wells Fargo Bank, National 
Association, as Trustee
Law Debenture Trust 
Company of New York, as 
Separate Trustee
BSABS 2005-1
BSABS 2007-AC2
BSABS 2007-AC3
BSABS 2007-AC4
BSABS 2007-AC5
BSABS 2007-AC6
BSARM 2007-3
BSARM 2007-5
BSMF 2006-AR1
BSMF 2006-AR2
BSMF 2006-AR3
BSMF 2006-AR4
BSMF 2006-AR5
BSMF 2007-AR1,  
   Loan Group I only
BSMF 2007-AR2
BSMF 2007-AR3
BSMF 2007-AR4
BSMF 2007-AR5
GPMF 2005-AR2
GPMF 2005-AR3
GPMF 2005-AR4
GPMF 2005-AR5

GPMF 2006-AR1
GPMF 2006-AR2
GPMF 2006-AR3
SACO 2005-1
SACO 2005-2
SACO 2005-3
SACO 2007-VA1
SAMI 2007-AR4

Wilmington Trust, National 
Association, as Trustee
BALTA 2006-4
BALTA 2006-5,  
   Loan Group II loans only
BALTA 2006-6
BALTA 2006-7
BALTA 2006-8,  
   Loan Group III loans only
BALTA 2007-1,  
   Loan Group II loans only
BALTA 2007-2
BALTA 2007-3
BSAAT 2007-1,  
   Sub-Group III loans only
BSABS 2005-CL1
BSABS 2006-HE3
BSABS 2006-HE4
BSABS 2007-2
BSABS 2007-SD1
BSABS 2007-SD2
BSABS 2007-SD3
BSARM 2006-4
BSARM 2007-1
BSARM 2007-2
BSARM 2007-4
BSSLT 2007-SV1
GPMF 2007-HE1
PRIME 2006-DR1
SACO 2005-4
SACO 2005-5
SACO 2005-7
SACO 2005-8
SACO 2005-10,  
   Loan Group II loans only
SACO 2005-GP1
SACO 2006-1
SACO 2006-12,  
   Loan Group II loans only
SACO 2007-1,  
   Loan Group II loans only
SAMI 2007-AR1
SAMI 2007-AR2
SAMI 2007-AR3
SAMI 2007-AR5
SAMI 2007-AR6
SAMI 2007-AR7,  
   Sub-Loan Group III loans only
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2 tory of eating fried pickles, a local delicacy,
and collecting Arkansan votes, will nudge
Republican-leaningvoters to pickhim any-
way (he is the son of a former governor
and senator). Failing that, his campaign
plans to target women, students and pen-
sioners. This gives the campaign a cookie-
cutter feel: at a rally on September 23rd Mr
Pryor introduced a student, who gave a
short speech explaining why Mr Cotton
was bad news, then an old man who did
the same, then a woman who warned
against cutting funds for shelters for vic-
tims ofdomestic violence.

The target audiences thus identified,
Democrats are spending heavily on regis-
tering and getting them to vote. There are
still slightly more registered Democrats
than Republicans in Arkansas, but the GOP
is catching up. The Democratic Senatorial
Campaign Committee says the party has
not done a proper voter-registration drive
in the state since the 1990s. It has hired
4,000 staffand plans to spend $60m in key
Senate races this year: in Arkansas alone
the party has set up 40 campaign offices.
But there may no longer be enough Demo-
crats in the state to secure victory, even if
Mr Pryor were to drive them to the polls
himself.

That leaves the Pryor campaign trying
to peel Republicans away from someone
that their party considers a star candidate.
The government-shrinking bit of the party
celebrates the tough votes taken byMr Cot-
ton against the farm bill—a brave stance in
a state that is the country’s biggest pro-
ducer of rice. The pragmatic wing of the
party likes his Harvard law degree, mili-
tary service and brief stint at McKinsey, a
management consultancy. Mr Cotton’s
campaign bus is painted in grey and white
camouflage and has the footprint ofa boot
on its bonnet. At a recent Pryor campaign
event a man in a chicken suit, who would
not give his name, held up a sign challeng-
ing the senator to debate foreign policy

with Mr Cotton.
Faced with an opponent with a near-

perfect résumé, the Pryor campaign has
concentrated on MrCotton’svotingrecord,
painting him as an ideologue. Mr Pryor is
also, rather bravely, sticking up for the Af-
fordable Care Act, popularly known as
Obamacare, for which he voted. Arkansas
has seen a drop of ten percentage points in
the number of people without health in-
surance, the biggestofanystate. “Someone
came up to me in church recently, hugged
me and thanked me for voting for it,” says
Mr Pryor, adding that the law still needs
improvement. In a state where the presi-
dent’s approval ratings are in the low 30s,
that too takes chutzpah. 7

Vote for my opponent and die horribly, says Senator Pryor

“TELL the Misses not to wait up be-
cause the after dinner whiskey & ci-

gars will be smooth and the issues to dis-
cuss are many,” read the invite to an
all-male fundraiser in March for Steve
Southerland, the Republican seeking re-
election in Florida’s second congressional
district. “Good men sitting around discuss-
ing & solving political & social problems
over fine food & drink date back to the 12th
Century with King Arthur’s Round Table.” 

But actions considered chivalrous in
medieval times lookmore like chauvinism
now. “It strikes women our age as tone
deaf to suggest that they don’t belong in
policy discussions but at home,” says Sam
Fazenbaker, a student at Florida State Uni-
versity. She plans to vote for Gwen Gra-

ham, Mr Southerland’s challenger and one
of the Democrats’ best hopes to snatch a
seat in the House ofRepresentatives. 

Her candidacy has attracted a ton of
money from outside groups. She is a cen-
trist: she says Democrats “bit offmore than
they could chew” with Obamacare, but
criticises Republicans for trying to return
health-care decisions “to the hands of the
insurance companies.” Her main advan-
tage, however, may be her opponent. 

Not only does Mr Southerland make
gaffes (he dismissed complaints about his
male-only fundraiser by pointing out that
some brides-to-be hold a women-only
“lingerie shower” where their friends give
them frilly gifts). As a pro-life family-values
Republican, he also reminds some female
voters ofwhat they dislike about his party. 

MsGraham’sadvertisementswarn vot-
ers that Mr Southerland voted against
reauthorising the Violence Against Wom-
en Act. “That’s not the north Florida way,”
she says. Mr Southerland retorts that he
did vote for a different version of it, and
that as the father of four daughters, he
would hardlywant to ignore the issue. Still,
in a tight race, Ms Graham hopes that fe-
male voters will make the difference.
Democrats usually have an advantage: in
2012 Barack Obama won the female vote
by12 points nationwide.

Mr Southerland, whose family has run
funeral homes in the district for three gen-
erations, won his seat in the Republican
wave of 2010, knocking out a conservative
Democrat, Allen Boyd, who had voted for
Obamacare. North Florida is conservative
but the second district is politically mixed:
it has plenty of rural southern voters, who
lean Republican. But it is also 25% black
and, since it includes Florida’s state capital,
Tallahassee, is home to many government
workers, who skew Democratic. 

At a feisty debate on September23rd Mr
Southerland harangued his opponent for
not having deep local roots. She countered
by naming the local high school she at-
tended. The pair also jousted over the
minimum wage (she wants to raise it; he
thinks that would destroy jobs). 

Mr Southerland dings Ms Graham for
being an insider. Her father, Bob Graham,
was governor of Florida and a US senator.
She worked for two north-eastern liberals,
John Kerry and Howard Dean. And her
time at a law firm in Washington, DC lets
critics paint her as a lobbyist. Tracey Coch-
ran, who owns a guesthouse in the district,
thinks Ms Graham looks weak when her
father campaigns for her. “She should
stand on her own two feet,” she says. 7

Florida’s second district

Republican
knightmares

TALLAHASSEE

Hownot to win overwomen voters

Corrections: In “Voting with your wallet” (September
13th) we said that BuyPartisan, an app that reveals the
political views of companies, rated the directors of the
Quinoa Corporation as “Republican”. It did, but they
aren’t. And in “The Problem Solvers” (September 20th),
we mis-stated Jennifer Thomas’s job title. She is
ChenMed’s “Chief People and Operations Officer”. SorryWorldMags.netWorldMags.net

WorldMags.net

http://worldmags.net/
http://worldmags.net/


The Economist September 27th 2014 United States 33

JANE AUSTEN’S characters took it for
granted that men with money made

more eligible mates. “A man like that is
hard to find, but I can’t get him off my
mind,” lamented the female vocalists of
ABBA. A new study from the Pew Research
Centre, a think-tank, finds that little has
changed. Fully 78% of American women
who have never been married say it is
“very important” that their future spouse
has a “steady job”. By comparison, only
46% of men mind much what their future
spouse does for a living.

Wrenching changes in the labour mar-
ket, combined with these ancient prefer-
ences, have shaken up the marriage mar-
ket. Women are much more likely to have
jobs than they were half a century ago;
men, somewhat less so. Women today find
it easier to cope without a male breadwin-
ner. At the same time, many find the pool
ofpotential husbands less appealing. 

In 1960 young, never-married women
were spoilt for choice. For every 100 of
them aged 25-34, there were 139 young, nev-
er-married men with jobs vying for their
attention. In 2012 there were just 91. For
some groups, the gap is much bigger.
Young never-married black women out-
number young never-married black men
with jobs by a startling two-to-one (see
chart). Thishelpsexplain whyalthough Af-
rican-Americans are more likely than oth-
er races to say they value marriage, only
26% of black women are actually married,
compared with 51% ofwhites. 

The raw ratio of bachelors to bachelo-
rettes varies with age. There are 118 unmar-
ried 25-year-old men for every 100 single
women, since women are more likely to
marry older partners. Around the age of
40, the ratio is roughly even. From then on,

the surplus of men turns into a deficit: by
the age of 64 there are only 62 unmarried
men, with or without jobs, for every 100
unmarried women. 

Overall 20% of Americans 25 or older,
the highest share ever, have never said “I
do.” That is partly because they are marry-
ing later. Kim Parker, one of the study’s au-
thors, reckons that kids are more cautious
these days, whereas lovebirds of yore
“used to leap into the unknown together.” 

But some Americans are never marry-
ing at all, either because they prefer not to,
or because they can’t find the right person.
Pew predicts that by 2030 28% ofAmerican
men who were aged between 25-34 in
2010—and 23% of women—will never have
tied the knot. In 1980 only 6% of 45-54 year
olds had never been hitched. For men with

not much education, the picture is espe-
cially grim. Among young American
adults with a high school certificate or less,
there are 174 never-married men for every
100 never-married women. The difference
largely reflects the difficultypoorly-educat-
ed men have finding work. 

Men and women with college degrees
are still highly likely to wed and stay that
way. But the cost of college can delay the
day when young people feel they can af-
ford an engagement ring, let alone a family.
A third cited their finances as the reason
they were not yet hitched, compared with
just 20% of those over 35. As one Eminem
fan at a recent music festival in Atlanta ro-
mantically put it “I’m just trying to sort
things one at a time. I’ve got a girlfriend but
I’ve also got college debt.” 7

The marriage market

Got to have a
J.O.B.
ATLANTA

Women still most want to marrymen
with money

Where have all the good men gone?

Source: Pew Research Centre
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Women-only cabs

Fare Ladies

WOMEN have been driving yellow
cabs in New Yorksince the 1940s,

but 99% ofdrivers are male. Even among
drivers ofcars booked by phone or on-
line, only 4% are women. That may
change with the launch ofSheTaxis, an
app that lets female passengers insist on
female drivers, and vice versa. 

It will be available in New YorkCity
(where it will be called “SheRides”),
Westchester and Long Island, and the
firm plans to expand to other cities. Stella
Mateo, the founder, is betting that quite a
few women are nervous and weary of
getting into cars driven by men. The
service may also appeal to those whose
religious beliefs forbid them to travel
with unrelated men. Each driver wears a
pinkpashmina. Men who askfor a ride
will be directed to another car service. 

Similar services thrive in India, South
Africa and several Middle Eastern cities.
Some Brazilian and Mexican cities offer
women-only public-transport pro-
grammes known as “pink transport”.
Japan has had women-only railway
carriages on and offsince 1912. Known as
hana densha (flower trains), they offer a
haven from the gropers who make rush
hour in Tokyo so disagreeable. Women-
only hotel floors are popular, too.

But SheTaxis faces two speed bumps.
One is practical. Demand has been so
great that the firm has had to decelerate
its launch until it can recruit 500 drivers.
The other obstacle is legal. By employing
only female drivers, SheTaxis is obvious-
ly discriminating against men. Since
anti-discrimination law is not always
applied with common sense, that may be
illegal. And there is no shortage of poten-

tial litigants. Yellow cabbies are furious at
the growth ofonline taxi firms such as
Uber. “It’s not hard to imagine a guy...fil-
ing suit,” says Sylvia Law ofNew York
University Law School. SheTaxi’s de-
fence would probably be that its drivers
are all independent contractors.

Because the firm caters only to wom-
en, it is discriminating against male cus-
tomers, too. Is that legal? Angela Cornell
ofCornell Law School thinks there could
be a loophole. New York’s Human Rights
Commission could make an exemption
on the ground that SheTaxi offers a ser-
vice that is in the public interest: women
feel safer not getting into cars with
strange men. Women-only colleges are
allowed, so why not women-only cabs?
The snag is that some men may also feel
safer getting into cabs with female driv-
ers. A study in 2010 found that 80% of
crashes in New YorkCity that kill or
seriously injure pedestrians involve male
drivers. Women drivers are simply better. 

NEW YORK

Anewcarservice offers lifts forwomen, from women 
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IF IT is scary, it must be coming over the border with Mexico.
That principle has long guided border-security populists. Beto

O’Rourke, a Democratic congressman for El Paso, a Texan border
city, recalls a 1981headline from the El Paso Herald-Post, aboutbor-
der checks for a Libyan hit squad that was supposedly coming to
America. The assassins were never found. “Whatever the threat
of the day is, we tend to project it onto the border,” says Mr
O’Rourke. Today, the rumour is that Islamic State (IS) terrorists are
lurking in Ciudad Juárez, just across the Rio Grande from El Paso,
and plotting to attackAmerica. This tale is spread by internet con-
spiracy-mongers and politicians big enough to know better. 

The Republican governor of Texas and a putative presidential
contender, Rick Perry, accuses the Obama government of paying
“lip service” to border security, creating a “very real possibility”
that IS or other terror groups have already crossed from Mexico.
Another Texan with national ambitions, Senator Ted Cruz, says
that securing the Mexican border should come “first and fore-
most” in any plan to fight IS worldwide, citing reports of online
chatter among suspected militants about the possibility of cross-
ing that frontier. 

In vain, Homeland Security officials say that they have no
credible information pointing to such plots, and that arrivals on
commercial flights are a bigger worry. Ahead of mid-term elec-
tions in November, Senate candidates as farafield as Georgia and
New Hampshire are running doom-laden TV attack ads, linking
the menace of radical Islam to demands for Mr Obama and
Democrats to “secure the border”. 

Lexington spent two days on the border this month, around
the anniversary of September 11th, 2001. The fruits of fearmon-
gering were visible to the naked eye. The bridges and inspection
lanes linking El Paso and Ciudad Juárez, which are normally
clogged with traffic, were largely deserted. Rumour-peddlers in El
Paso insisted that the border had been placed on high alert. Puz-
zled officers knew of no such alert—though they knew all about
publicalarm. Aburlyborderguard told oforderinghis tearful son
to school on September11th, over the boy’s fears of terror attacks.

Bringing border traffic to a standstill is no small thing. El Paso
and its Mexican twin are so close that (except during drug wars)
Texans often stroll across the line to visit the dentist or a cheap

pharmacy. Mexican daytrippers head north in their millions ev-
ery year, buying cheap clothes and household goods in El Paso’s
shops. Conspicuous in crisp white and blue uniforms, gaggles of
Mexican children walk to American private schools each morn-
ing. Other bridges carry rumbling lorries and mournfully-hoot-
ing trains—laden with flat-screen TVs or car parts from Mexican
maquiladoras, but also American-made machines and compo-
nents heading south. Mexico is the second-largest market for
American exports, supporting an estimated 6m gringo jobs.

Since 2001 Congress has thrown tens of billions of dollars at
the border. Different agencies were merged to create a behemoth,
Customs and Border Protection (CBP), with Border Patrol agents
(quasi-paramilitaries in green uniforms) guarding the frontier,
and CBP officers (in darkblue) to man air, land and sea portsofen-
try, screening hundreds ofmillions ofpassengers and trade flows
worth trillions of dollars. In Washington, DC, border debates al-
ways focus on illegal migration, notes Bill Owens, a congressman
whose New York district abuts dangerous Canada. So “money
gets thrown at the green uniforms”.

The number ofpatrol agents has doubled in a decade, to more
than 21,000 (the same size as the active-duty Canadian army).
Hundreds of miles of fencing have been built, buttressed by sen-
sors, cameras, surveillance blimps, helicopters, drones and patrol
planes. Apprehensions have neared record lows in recent years:
the average agent catches less than one person a fortnight. Yet
most people in Congress want still more agents in green.

For years investment in legal border crossings and blue uni-
forms badly lagged, even as passenger numbers and trade flows
grew. In El Paso recently, a forum ofbusiness bosses, mayors, bor-
der congressmen and bigwigs from the Department of Com-
merce sounded the alarm about congestion and creaking infra-
structure at border ports. Odd business practices already show
how delays hurt trade. Some firms will rush lorries through the
border half-empty, if they fear long queues. With several new car
factories planned in Mexico, some sea ports, such as San Diego in
California, are proposing to ship vehicles around snarled land
crossings and highways in short hops.

You say bordersecurity, I say bottleneck
Dysfunction in Washington is spurring innovation. Mr O’Rourke,
working with a few business-friendly Texas Republicans, helped
pass a law allowing El Paso and a few other pilot cities and air-
ports to pay overtime for CBP officers in peak periods. CBP com-
manders insist that they are trying to speed goods through, for in-
stance with fast lanes for trusted shippers, while keeping to their
primary post-2001 mission—hunting terrorists and weapons of
mass destruction. Some border-district members of Congress
and Commerce Departmentbosseshave begun a Heartland Out-
reach Tour, telling Chambers of Commerce or factory workers in
inland America howmuch their state exports to Mexico and Can-
ada, hoping that they will press Congress to see the border as a
place of opportunity. Some argue for donating queue-busting
customs technology to Mexico.

Building a more rational border will take an alliance between
pro-trade Democrats and pragmatic, non-nativist Republicans.
That isa shrinkingpool. More lawmakers like MrO’Rourke, an in-
ternet entrepreneur by background, who clashes frequently with
borderpopulists in Congress, would help. Shoutingabout deadly
foreigners is sexier than trying to cut the costsofcross-border sup-
ply chains. But the latter would make America richer. 7

The lessons of El Paso

ATexan bordercityoffers a case study in the perils ofpopulism

Lexington
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TO DESCRIBE the final weeks of Brazil’s
presidential campaign as dramatic

would be putting itmildly. There was trage-
dy, when Eduardo Campos, leader and
candidate of the centrist Brazilian Socialist
Party (PSB), perished in an aeroplane crash
in mid-August. There were tears: Marina
Silva (pictured left), Mr Campos’s running-
mate-turned-candidate, broke down after
beingcriticised byLuiz Inácio Lula da Silva,
in whose cabinet she had once served as
environment minister but whose protégée
and successor, Dilma Rousseff (pictured
centre), is seeking a second term. This be-
ing Brazil, there was also scandal, as a for-
mer executive at Petrobras, the state-
controlled oil firm, alleged that politicians
from Ms Rousseff’s left-wing Workers’
Party (PT) and some coalition allies were
involved in a kickbackscheme there. 

The twists and turns have led to lots of
head-scratching among pollsters and pun-
dits. With days to go before the first round
of voting on October 5th, firm predictions
are scarce. Mauro Paulino, boss of Data-
fohla, a big polling company, says the way
the campaign as a whole has unfurled is
“incomparable”. And not just with any pri-
or Brazilian election, but with anything
that has happened anywhere in the world,
at least in living memory, according to José
Toledo ofEstadão Dados, a data website. 

The prediction that commands most
confidence is that Ms Rousseff will not se-
cure an outright majority in the first round
and that the election will go to a run-off on

point she enjoyed a double-digit lead over
the incumbent in second-round polling. A
black environmentalist with a reputation
forprobityand the promise ofbreaking the
PT-PSDB chokehold on power, she had al-
ready managed a solid third place in the
presidential election of 2010, with 20m
votes. Then most voters craved continu-
ity—and plumped for Ms Rousseff. Now
three-quarters clamour for change, giving
Ms Silva a clear advantage over Ms Rous-
seff, who is weighed down by the PT’s de-
cade in power, as well as piffling growth
and shoddy public services decried by the
1m-plus protesters who took to the streets
in June last year (see Bello).

But the momentum has shifted in re-
cent weeks. Ms Silva’s surge spurred Ms
Rousseff’s campaign into action. João San-
tana, a formidable marketer who had
helped both Ms Rousseff and Lula, as well
as four foreign presidents, to get elected,
threw the incumbent’s resources into “de-
sacralising” the saintly Ms Silva. 

Use of negative campaigning has been
unprecedented, at least by Brazilian stan-
dards. Felipe Borba of the State University
of Rio de Janeiro has analysed the promi-
nence ofattackadssince directpresidential
elections were introduced in 1989. He
found that on average just 3% of frontrun-
ners’ free television time (allotted to candi-
dates on the basis of the size of their elec-
toral coalitions) was spent bashing rivals.
And in previous campaigns it was the
usurperwho would use attackads to finger
the incumbent’s failures. Not this time. Ms
Rousseff boasts six times as much TV time
as Ms Silva before the first round (the bal-
ance is much fairer in a second round) and
may end up devotingas much as15% of it to
laying into her rival.

The ads have been brazen. They allege
that Ms Silva plans to cut social pro-
grammes (she doesn’t) and, by promising
to grant the Central Bank autonomy

October 26th. There she will almost cer-
tainly face Ms Silva, who in the weeks fol-
lowingMrCampos’s death has surged past
Aécio Neves (pictured right), the candidate
of the centre-right Party of Brazilian Social
Democracy (PSDB). The latest second-
round simulations show Ms Rousseff and
Ms Silva running neckand neck.

For a while it looked as if Ms Silva
would carry the run-off with ease. At one

Brazil’s presidential election

The battle for Brazil

SÃO PAULO

With days to go before the first round, the race is too close to call
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WHATEVER the outcome of Brazil’s
presidential election, it marks a

turning of the political tide in South
America after a dozen or more years of
leftist hegemony. Even if Dilma Rousseff
wins a second term, everything suggests
that her victory will be narrow, heralding
a government lame from the outset. The
left faces defeat in Uruguay’s election,
which is almost certain to go to a run-off
on November 30th. Only months ago Ta-
baré Vázquez of the ruling Broad Front
had looked a shoo-in; now polls suggest
he will lose to Luis Alberto Lacalle Pou,
the 41-year-old son of a conservative for-
mer president. Argentina’s election next
year will see Cristina Fernández de Kirch-
ner, who is barred from running again, re-
placed by a more moderate figure. 

There are exceptions to the shift from
the left. One is Bolivia, where next month
Evo Morales, an autocratic socialist of
Amerindian descent, will cruise to a third
term because of his popular redistribu-
tionist policies and his grip on the media.
Another is Central America, where recent
elections have seen a shift to the left of the
kind that South America saw a decade or
more ago. But the dominant trend is an
ebbing of the region’s “pink tide” and a
move back to the centre.

Two things account for this. First, the
left has run out of ideas and, in some
places, been touched by corruption. Ms
Rousseff’s campaign has been largely
negative, full of scaremongering about
supposed opposition threats to the social
gains of the past decade under her centre-
left Workers’ Party (PT). Second, the end
of the commodities boom has brought an
economic slowdown. Although in many
countries that has not yet been felt in vot-
ers’ pockets, it soon will be.

Yet the right cannot just sit back and
wait for power to fall into its lap. The re-

gion has been changed in fundamental
ways by faster economic growth over the
past decade. The middle class has grown.
Young people are more educated and em-
powered. They want better public ser-
vices. And the left has placed the region’s
yawning inequality—of income, wealth,
power and race—at the heart of the politi-
cal agenda. Centre-left governments have
espoused redistribution, spending the
fruits of the commodities boom on social
programmes. These may vary in quality,
but they often bring political rewards. “In
my experience, poorpeople in Latin Amer-
ica are grateful for even a small amount of
help,” says César Gaviria, a former Colom-
bian president.

In Brazil such gratitude gives Ms Rous-
seff a solid floor of around 35% of the vote.
That is a problem for Aécio Neves, the can-
didate of the centre-right Party of Brazilian
Social Democracy. On paper, he should be
the beneficiary of the PT’s staleness. A re-
forming governor of Minas Gerais, Brazil’s
second-most populous state, he has an im-
pressive team of technocrats and a power-
ful party machine. And he is promising
sensible economic and political reforms to

restore Brazil to decent growth and im-
prove its democracy.

Yet Mr Neves has never come within a
dozen points of Ms Rousseff in the opin-
ion polls. Barring furtherupsets, it is Mari-
na Silva, a centrist former PT leader born
in poverty, who will face the president in
a run-off. Mr Neves’s problem, some of
his allies admit, is that he is seen as a
memberofthe traditional political elite in
a country that thirsts for change and the
“new politics” that Ms Silva promises and
symbolises. When the PT falsely hints
that its opponents would axe Bolsa Famí-
lia, the cash transfer that 14m poorer Bra-
zilian families receive, Ms Silva’s rebuttal
carries more emotional weight than Mr
Neves’s. “I know what it is to be hungry,”
she said in a powerful campaign speech
on September12th.

With economies slowing, voters
should be more open to the centre-right’s
agenda of prosperity and opportunity
through reform and efficiency. But only if
it can adapt to the region’s new reality.
That means persuading voters that it will
govern for all, not just for the fat cats. Ar-
turo Fontaine, a Chilean political analyst,
argues that the left returned to power in
his country this year partly because of
public anger at market abuses, such as
usurious store cards, an oligopoly of
pharmacies and fraudulent practices by
private universities. (One might add the
poor service and high charges of many
privatised utilities in Latin America.) 

Fears that the power of incumbency
and clientelist social programmes make
the left unbeatable apply only to autocra-
cies like Bolivia. Elsewhere, voters will
judge the left by its results, just as they did
the right, argues Mr Gaviria. That is why
the “pink tide” is ebbing. But for the right
to profit it must compete in the modern
centre ground ofpolitics. 

The times they are a-changin’Bello

What Brazil’s election says about the prospects of the right in South America

(which Ms Rousseff has undermined),
hand power to shady bankers. The PT’s
blitzkrieg has had an effect. Ms Silva’s “re-
jection rate”, the percentage of voters who
say they would never vote for her, now ex-
ceeds that of Mr Neves, though it remains
ten points shy of Ms Rousseff’s (see chart
on previouspage). Yetgiven the attacks, the
PSB candidate might have been expected
to collapse completely, says Mr Paulino. 

In response, MsSilva delivered a rhetor-
ical masterstroke at a recent rally in the
poornorth-eastern state ofCeará. Born to a
family of indigent rubber-tappers in the
Amazon region, she recalled how her

motherwould forgo meals so thathereight
children could share one egg with a bit of
salt, flour and onion. “Somebody who has
lived through that would never end the
Bolsa Família,” she said, referring to a pop-
ular cash-transfer scheme. The clip was lat-
er disseminated in her TV ads.

There is still time for more fireworks. A
debate on Brazil’s most-watched television
network on October 2nd will offer a
chance to shine for Ms Silva, whose on-
screen performances have been more as-
sured than the president’s. But the truth is
that victory will be hard for Ms Silva with-
out the PSDB’s explicit blessing in a second

round. Some PSDB bigwigs, including José
Serra, who lost to Ms Rousseff four years
ago, and Fernando Henrique Cardoso,
president from 1995 to 2002 and Mr Ne-
ves’s political mentor, have hinted at a pos-
sible accommodation. Others are wary of
backing a third-party candidate, fearful
that it could trigger a slide into irrelevance. 

Half of Mr Neves’s voters currently
plan to migrate to Ms Silva in the second
round, according to IBOPE, a pollster. That
is three times as many as would go to the
incumbent—but down from two-thirds at
the end of August. The battle for Brazil is
going down to the wire. 7

WorldMags.netWorldMags.net

WorldMags.net

http://worldmags.net/
http://worldmags.net/


WorldMags.netWorldMags.net

WorldMags.net

http://lockheedmartin.com
http://worldmags.net/
http://worldmags.net/


38 The Americas The Economist September 27th 2014

WORKERS in yellow jumpsuits and
respiratory equipment are stripping

one end of a building down to its beams.
The other end, shrouded in white plastic,
must be vacuumed out and washed down
before being exposed to air. The arsenic
dust and white asbestos that have already
been removed are temporarily stored in
hundreds of hazardous-material bags sur-
rounding the building. 

Welcome to the Giant Mine, an aban-
doned gold mine in Yellowknife, capital of
the Northwest Territories (see map). The
Canadian government first took charge of
it in 1999 after the owner declared bank-
ruptcyand walked away. It isone ofan esti-
mated 10,000 orphaned or abandoned
mines in Canada’s north that are now the
government’s responsibility. And it is full
ofarsenic trioxide, a compound that is pro-
duced by heating arsenopyrite ore, a min-
eral that has traces ofgold. Arsenic trioxide
is odourless, tasteless, highly soluble—and
lethal. An amount smaller than a pea is
enough to kill. The Giant Mine has 237,000
tonnes of the stuff.

The Giant Mine opened in 1948. For the
first few years arsenic trioxide went up the
smokestack as vapour and came down in
the surrounding area as dust. Dust-collect-
ing “scrubbers” were added to capture
some of the poisons after newspapers be-
gan warning people not to drink water
made from melted snow. Once captured,
the arsenic, which has the consistency of
talcum powder, was blown into under-
ground chambers. As long as the poison-
ous dust was in the permafrost layer, the
thinking went, it would freeze solid and no
longer pose a problem. 

That might have worked had mine
managers not later decided to dig a series

ofopen pits to extractmore gold. Now much
closer to the surface, the permafrost has
melted. With water leaching into and out of
the mine it was only a matter of time before
the arsenic threatened the waters of Great
Slave Lake. 

The federal government’s proposed an-
swer, which was approved last month and
whose cost has been estimated at C$1 bil-
lion ($900m), is a variation on the original
plan. The largest open pit will be filled and
the 15 sealed vaults containing the arsenic
will be refrozen. “This type of technology is
used in ice-hockey rinks,” says Jane Am-
phlett, the federal civil servant in charge of
the clean-up, pointing to a large metal pipe
carrying coolant down into one of the
sealed vaults. In this pilot project, which
will be expanded to all 15 vaults if it works,
the freezing technology is supplemented by
thermosyphons—pumps that suck heat
from the earth. They look like giant tuning-
forks stuck in the ground. 

Getting the clean-up right is in the gov-
ernment’s interests, not least because of its
broader strategy of pushing natural-re-
source development in Canada’s north. But
not everyone is happy with its chosen sol-
ution. Arsenic has no half-life. “It’s going to
be toxic forever,” says Arn Keeling, a profes-
sorwho studies abandoned mines in north-
ern Canada. 

The Dene, the largest group of indige-
nous people in the territory, in whose
homelands the Giant Mine sits, want the

dust taken out and reprocessed into a more
stable form. Under pressure from the
Dene, environmentalists and the city of
Yellowknife, the government is to set up an
independent body to monitor its workand
check every 20 years whether plans
should change. It has stopped claiming its
solution will last forever, shortening the
period a tad, from eternity to 100 years.

If there is a golden lining in this cloud of
arsenic dust it is that the studies, remedia-
tion work and monitoring create jobs in
Yellowknife, now largely a government
town. “That mine is still making money,”
says Walt Humphries, who is leading a
campaign to turn the Giant Mine’s former
recreation centre into a museum. “And it
will make money for years to come.” 7Canada’s Giant Mine

Giant headache

YELLOWKNIFE

Canada’s taxpayers ante up billions to
clean up the mistakes of the past
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Lonesome George

Heaven and shell 

HE MAYhave been famed for his
solitude, but Lonesome George, the

world’s most feted tortoise, will never
have privacy. George, the last example of
the Galápagos subspecies Chelonoidis
nigra abingdonii, died in 2012, aged over
100. He remains the only chelonian to
have been given an obituary in this
newspaper. Now a row has broken out
over his final resting-place.

After two years of taxider-
mic preparation, his remains
went on display this month at
a natural-history museum in New
York. The controversy is about
what happens when he returns to
Ecuador in January. George
was found on Pinta Island in
1971, but spent his final
decades at the Charles
Darwin Foundation in
Puerto Ayora, on Santa
Cruz, another Galápa-
gos island. The Pinta
islanders would like to

have him back; the foundation has a
small display area. But Ecuadorean offi-
cials thinkhe would be dangerously
exposed to heat and humidity there. 

One idea is to exhibit him in Quito, at
least until Santa Cruz has a suitable dis-
play. But officials are unsure where in the
capital to put him. The government’s big
museums focus on art and history. Poli-
tics counts against the science museum,
owned by the municipality, which has
since May been in the hands ofMauricio
Rodas, an opposition mayor. The Vivari-

um, a herpetology centre, is run by
a private foundation, but

President Rafael Correa
abhors what he calls
“NGO-ism”. A country as
proud of its biodiversity
as Ecuador should surely
set aside money for a
proper natural-history

museum. That would
be a legacy worthy
ofany tortoise.

QUITO

Adebate in Ecuadorovera dead tortoise
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AYEAR ago, as Ashraf Ghani (above,
right) was about to declare his candi-

dacy to become Afghanistan’s president,
he told confidants that his dream was to
win the election and then persuade the
man he perceived to be his biggest threat,
Abdullah Abdullah (above, left) to join his
government. On September 21st Mr Ghani
got his wish, though not in the way he
would have wanted. Since the second
round of the presidential election on June
14th and the allegations by the loser, Dr
Abdullah, of “industrial-scale fraud”, the
country has been locked in a political cri-
sis. Now, a deal between the two men has
been struck that commits them to sharing
power and its spoils. Just possibly, a more
hopeful chapter in Afghanistan’s turbulent
recent history is about to open. 

Mr Ghani, a 64-year-old anthropologist
and former World Bank official who
served his presidential predecessor, Ha-
mid Karzai, as finance minister, will be in-
augurated as president. Dr Abdullah, a 54-
year-old former foreign minister and long-
time de facto opposition leader, will take
on a newly created role as chief executive
officer, which looks much like the job of
prime minister. 

Unless Dr Abdullah decides to anoint
someone else for that role, which seems
unlikely, both will be inaugurated along
with theirdeputies in Kabul, the capital, on
September 29th. For the West, particularly
America, it will be a welcome end to the 13-

that the audit’s final result was not made
public. Presumably, the audit confirmed
both that he had lost and that his side had
also committed fraud.

Even so, the outcome is probably the
best possible one in a country with such
messy politics and pressing concerns. The
long stand-off was harming the economy
and emboldening the Taliban to make
more inroads, notably in Helmand prov-
ince in the south. And it threatened to
reopen old ethnic divisions, even prompt-
ing fears ofa new civil war.

The four-page document Mr Ghani and
DrAbdullah have signed summarises how
the unity government is to function. In ef-
fect, Dr Abdullah will run the government
and chair a new council of ministers. For
his part, Mr Ghani’s powers under the con-
stitution will remain and the new chief ex-
ecutive will be answerable to him. Despite
understandable scepticism, the arrange-
ment could work, sort of. In Afghanistan,
political alliances are fluid, and pragma-
tism usually trumps principle. (For in-
stance, branding him a “known killer” did
not prevent Mr Ghani last year from put-
ting General Dostum on his ticket.) 

There will certainlybe road bumps. The
first could be the allocation of the most
coveted ministries and senior government
posts. Both General Dostum and Atta
Mohammad Noor, the powerful governor
of Balkh province in the north who played
the role of Dr Abdullah’s attack dog after
the disputed vote, must somehow be kept
happy. Still, moving these old warlords
aside to make room for fresher, more tech-
nocratic faces in government must be a
long-term aim. Elsewhere, swift steps need
to be taken to prove that this new govern-
ment is serious about lessening its addic-
tion to foreign aid. That means action to in-
crease government revenues and an end to
the culture of impunity for high-level cor-

year rule ofMr Karzai, who was often mer-
curial and around whom a corrupt cabal
grew. He was constitutionally barred from
standing again.

The power-sharing compromise be-
tween MrGhani and DrAbdullah was pro-
posed and brokered by the American sec-
retary of state, John Kerry, after Dr
Abdullah had cried foul play in the run-off.
(He had seen an election stolen from him
once already, in 2009.) MrGhani attributed
the turnaround in his electoral fortunes
after the first round, which Dr Abdullah
led, to more effective campaigning, partic-
ularly in his eastern and south-eastern
stronghold, and to help from his vice-presi-
dential nominee, General Abdul Rashid
Dostum, a thuggish warlord, who brought
overa large chunkofthe ethnic Uzbek vote
in the north. Dr Abdullah blamed it on a
conspiracy involving the Ghani team, Mr
Karzai and a partisan election commis-
sion. 

Many in Afghanistan’s political elite
had long wanted to reduce the over-
whelming powers of the presidency, and
liked Mr Kerry’s proposal. Yet others de-
cried the secrecy of the backroom deal.
Whatwas the pointofAfghans risking Tali-
ban wrath to go out and vote in huge num-
bers if the run-off candidates carved up
powerbetween them in the end? And after
Dr Abdullah’s accusations of voting fraud
and his demands for a full audit, it sticks in
the craw that it was out ofdeference to him

Afghanistan

Democracy, Afghan-style

KABUL

The deal between two presidential candidates to share poweris the best outcome
forthe country
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2 ruption. The political impasse only added
to the country’s economic fragility. Mr
Ghani is already writing to world leaders
seeking help (money, inevitably) to kick-
start his reforms. 

His immediate task is to sign a bilateral
security agreement (BSA) with America,
which Mr Karzai capriciously refused to
do. A BSA would pave the way for 9,800
American troops and about 4,000 from

other NATO countries to stay on past De-
cember to “train, advise and assist” Afghan
security forces. It also locks in the commit-
ment by the United States and its allies to
keep picking up the $5.5 billion annual tab
for the country’s 350,000-strong army and
police force, which is now doing almost all
the fighting and dying in the long counter-
insurgency against the Taliban.

The political uncertainty has coincided

with and contributed to what is likely to be
the bloodiest fighting season of the 13-year
conflict. The United Nations says that civil-
ian casualties, mostly caused by the Tali-
ban, are running at record levels. The Af-
ghan army and police have been dying at a
rate of about 100 a week, says General Jo-
seph Dunsford, outgoing commander of
the NATO-led security mission.

Moreover, while Afghan security forces
have been fighting well, the Taliban have
been taking advantage of the withdrawal
of foreign air power to mount large-scale
attacks across the country. Yet the insur-
gents still have little popular support. If the
new government can deal with the coun-
try’s most pressing needs—jobs, local jus-
tice and governance—the Taliban may find
themselves forced to come to the negotiat-
ing table at last. 7

India in space

MOMs are from Mars

INDIANS cheered on September 24th
after their scientists smoothly steered a

spacecraft, the Mangalyaan, into orbit
just above Mars. Since the launch last
November, the Mars Orbiter Mission, or
MOM, appears to have gone without a
hitch. Standing by the craft’s handlers in
Bangalore, Narendra Modi, India’s prime
minister, puffed with pride.

The Mangalyaan carries few sensors
and will discover little ofscientific merit.
But to point that out is both petty and
beside the point. The main purpose was
to get a craft there quickly (ie, before the
Chinese)—and cheaply. The mission
reportedly cost just $74m, which is much
less than setting up a cricket team in the
Indian Premier League and arguably
more entertaining. As a boost to national
confidence, an advert for India’s pro-
gramme for launching commercial satel-
lites and a help in shaping perceptions of
an emerging power, it may prove to be
money well spent. India becomes the
first Asian nation to reach the red planet. 

When it comes to squeezing the mis-
sion for propaganda value, India’s social
media appear to be especially important.
The space scientists have just created a
Twitter account in the name of the Mars

Orbiter (“Loves science, photography
and long cruises”). Mr Modi himselfnow
has 6.6m followers on the social-media
site, second among politicians only to
President BarackObama. With no press
spokesman, much ofMr Modi’s public
communication is done in messages of
140 characters or fewer. It saves him
having to interact with pesky journalists.
From Bangalore Mr Modi praised the
scientists for triumphing despite difficult
odds, adding, unable to resist a chance to
share in the glory, “we have prevailed:
PM”.

Neither Mr Modi nor the scientists
made much of the detail that NASA staff
and equipment helped Indians to navi-
gate the spacecraft, perhaps because that
would detract from a sense ofnational
achievement. In fact, such co-operation
has been admirable. And on this occa-
sion Indian-American collaboration
looks well timed. Mr Modi is about to
arrive in America, first to address the
United Nations in New Yorkand then for
an official call on Mr Obama. Both coun-
tries would like to promote closer ties in
defence, energy, trade and more. The
Mars Orbiter has shown how such co-
operation is possible.

DELHI

Agiant step fornational pride

WHO would dare to judge that India’s
ruling Bharatiya Janata Party (BJP)

has already reached its electoral tidemark?
Itsbigvictory in May, taking282 of543 seats
in Parliament’s lower house, surprised al-
most everyone. It was a tribute to a blister-
ing campaign by Narendra Modi, now
prime minister. But other trends helped.
For example, educated, urban voters ap-
pear less loyal to established parties and
hungrierforbettergovernment. IfMr Modi
and his party can rule well, their popular
support could even rise further.

The BJP’s main political challenge is to
appeal beyond its old strongholds in the
west and north. In mid-September it did
badly in state by-elections triggered by
members of state assemblies who had
won national parliamentary seats. Three
factors explain the poor showing. Voters
forced back to the polls usually blame the
incumbents; Mr Modi did not campaign;
and in Uttar Pradesh, where it lost seven of
11seats, the BJP blundered by puttinga Hin-
du nationalist thug, Yogi Adityanath, in
charge. His crude efforts to stir up antago-
nism between Hindus and Muslims merci-
fully flopped.

Now the BJP is looking ahead to several
bigger elections. This week it was poised to
strike a last-minute deal with the Shiv
Sena, its regional ally in the big western
state of Maharashtra, to contest state polls
together on October 15th. The Shiv Sena, a
Hindu-nationalist party for Marathis, will
stand in 150 seats while the BJP will contest
only 130. That arrangement arguably mat-

India’s ruling party

Floating high

DELHI

The ruling Bharatiya Janata Party eyes a
new round ofelectoral gains
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2 ters as much as the voting. Congress (with
itsown local ally) has ruled in Maharashtra
for15 years. It is now unpopular and all but
certain to be sent packing. The main ques-
tion is who will benefit. 

Ambitious members of the BJP’s state
unit had hoped to seize the advantage and
force the Shiv Sena into a juniorposition or
even to break their alliance, believing the
BJP under Mr Modi could triumph alone.
But senior BJP figures in Delhi, the capital,
preached caution. They argued that in the
long run the party’s prospects would be
better served by keeping up strong co-
alition ties.

Elsewhere, though, the BJP has gone it
alone as it gets more clout. It is emerging as
the main opposition in Congress-run As-
sam, having broken with a regional party,
the AGP, whose fortunes have declined.
Sudhanshu Mittal, a BJP leader responsible
for the region, claims that his party is more
popular than Congress in over half of As-
sam’s constituencies. He predicts a wave
of support in the north-east as Mr Modi or-
ders roads, railways and power plants to
be built. Intense debate over supposed
hordes of Muslim immigrant settlers from
Bangladesh will also help.

Assam does not have state elections un-
til 2016, but three other states hold polls
much sooner. Like Maharashtra, Haryana
has assembly elections on October 15th.
Haryana is a wealthy Congress-ruled state
where a divisive chief minister, Bhupinder
Singh Hooda, has let fellow members of
his Jat caste dominate over others, includ-
ing Muslims and Dalits (formerly “un-
touchables”) who might otherwise have
stuck with him. Violence and crude dis-
crimination, especially against Dalits, has
surged in recent years, and police have
turned a blind eye. Corruption is rife. So
another long-serving Congress govern-
ment—described by one analyst as “on its
crutches”—is set for almost certain ruin. 

The BJP should benefit, despite a short-

age of good local leaders—with not even a
nominee to be chief minister—and an un-
typical conflict between the Rashtriya
Swayamsevak Sangh (RSS), a Hindu-
nationalist body dominated by high-caste
Brahmins, and local BJP leaders, most of
whom are businessmen. Yet when cam-
paigning begins in earnest and Mr Modi
shows his face in Haryana, the BJP expects
to do well. Similarly, in the mineral-rich
state of Jharkhand, where an election is ex-
pected in January, the party has a reason-
able chance of taking charge after years of
misgovernment.

Remarkably, the BJP even fancies its
chances in Jammu and Kashmir, though an
election there may be delayed because of
devastating September floods in Srinagar,
the summer capital. Disgust is intense in
the Muslim-dominated Kashmir valley
over the ineffectiveness of its chief minis-
ter, Omar Abdullah, after the disaster,
which killed nearly 300 people. His Na-
tional Conference will surely do badly.
Meanwhile, the BJP looks especially strong
in the Jammu region. It will draw support
from both Hindus and Buddhists in the
state.

In sum, BJP leaders hope for a greater
grip on state politics across more of India.
“By February, absolutely there will be a
change in the political landscape”, Mr Mit-
tal predicts. His ambitions (and Mr Modi’s)
spread even as far as a state historically
hostile to their party, West Bengal. It is the
stamping-ground of the Communists and
their bitter rival, Mamata Banerjee, the
chief minister. But the reputations of both
have taken a knock, and the BJP, which
picked up 17% of the vote in the national
election, mayconceivablymanage a break-
through in West Bengal. 

Such political calculations may explain
why Mr Modi has been slower to move on
domestic and economic legislation than
many cheerleaders had predicted. So far
the prime minister has mostly tinkered

with measures to improve the functioning
of government, while pressing for mildly
populist schemes. Perhaps he believes that
bold legislative reforms, such as broaden-
ing the tax base, cutting fuel and food sub-
sidies and opening more of the economy
up to private capital, can come only after
the BJP controls more state governments.
At least Mr Modi may judge that unpopu-
lar reformsshould be delayed until the cur-
rent round ofelections is over. He is aiming
for an even higher tidemark than May’s. 7

IN OSAKA’s strongly Korean Tsuruhashi
district, a 14-year-old Japanese girl went

out into the streets last year calling through
a loudspeaker fora massacre ofKoreans. In
Tokyo’s Shin-Okubo neighbourhood,
home to one of the largest concentrations
of Koreans in Japan, many people say the
level of anti-foreigner vitriol—on the
streets and on the internet—is without
modern precedent. Racists chant slogans
such as “Get out of our country”, and “Kill,
kill, kill Koreans”. 

Perhaps for the first time, this is becom-
ing a problem for Japan’s politicians and
spin doctors (to say nothing of the poor Ko-
reans). The clock is counting down to the
Tokyo Olympics in 2020, and lawmakers
are coming under pressure to rein in the
verbal abuse and outright hate speech di-
rected at non-Japanese people, chiefly Ko-
reans. 

Japan has about 500,000 non-natural-
ised Koreans, some ofwhom have come in
the past couple of decades but many of
whose families were part of a diaspora
that arrived during Japan’s imperial era in
the first halfof the 20th century. They have
long been targets of hostility. After the
Great Kanto earthquake of1923, Tokyo resi-
dents launched a pogrom against ethnic
Koreans, claiming that they had poisoned
the water supply.

So far the abuse has stopped short ofvi-
olence. There have also been counter-de-
monstrations by Japanese citizens in de-
fence of those attacked. But the police have
been passive in the face of verbal assaults.
And there is clearly a danger that one day
the attacks will turn violent. 

So the government is under pressure to
act. In July, the UN’s human-rights commit-
tee demanded that Japan add hate speech
to legislation banning racial discrimina-
tion. Tokyo’s governor, Yoichi Masuzoe,
has pressed the prime minister, Shinzo 

Hate speech in Japan

Spin and
substance

TOKYO

A troubling rise in xenophobic vitriol
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2 Abe, to pass a law well before the games.
The courts, too, are beginning to move.

In JulyOsaka’shigh courtupheld an earlier
ruling over racial discrimination that or-
dered Zaitokukai, an ultra-right group that
leads hate-speech rallies across the coun-
try, to pay ¥12m ($111,000) for its tirades
against a pro-North Korean elementary
school in Kyoto. At least one right-wing
group, Issuikai, which is anti-American
and nostalgic for the imperial past, abhors
the anti-Korean racism. Its founder, Kunio
Suzuki, says he has never seen such anti-
foreign sentiment.

The backdrop to a sharp rise in hate-
filled rallies is Japan’s strained relations
with South Korea (over the wartime issue
of Korean women forced to work as sex
slaves for the Japanese army) and North
Korea (which abducted Japanese citizens
in the 1970s and 1980s). But, says Mr Suzuki
of Issuikai, the return of Mr Abe to office in
2012 also has something to do with it. The
nationalist prime minister and his allies
have been mealy-mouthed in condemn-
ing hate speech.

Even if Mr Abe’s Liberal Democratic
Party (LDP) bows to the need to improve Ja-
pan’s image overseas, the message is likely
to remain mixed. Earlier in September a
photograph emerged of Eriko Yamatani,
the new minister for national public safety
and the overseer of Japan’s police, posing
in 2009 for a photograph with members of
Zaitokukai. The government says she did
not know that the people she met were
connected to the noxious group. Yet Ms Ya-
matani has form when it comes to disput-
ing the historical basis of the practice of
wartime sex slavery. 

Many reasonable people worry that a
new hate-speech law, improperly drafted,
could harm freedom of expression. But
one revisionist politician, Sanae Takaichi,
said, shortly before she joined the cabinet
in September, that if there were to be a
hate-speech law, it should be used to stop
those annoying people (invariably well-

behaved and often elderly) demonstrating
against the government outside the Diet:
lawmakers, she added, needed to work
“without any fear of criticism”. Ms Takai-
chi’s office has since been obliged to ex-
plain why, with Tomomi Inada, another of
Mr Abe’s close allies, she appeared in pho-
tographs alongside a leading neo-Nazi.
Some of the hate, it seems, may be inspired
from the top. 7

Counter-reaction

EVERY Sunday, one in five families in
South Korea settles down to “Real

Men”, a reality television show that thrusts
pop stars, comedians and actors into the
country’s armed forces. It has proved wild-
ly popular in a country that is still techni-
cally at war with North Korea and that re-
quires all able-bodied men to complete at
least 21 months of military service. Wom-
en, who do not serve, say it is a peek into
their sons’ and brothers’ transition to man-
hood. What they see is rigorous training,
pride and plenty ofbrotherhood.

Yet the camaraderie of the show is in
stark contrast to a more bruising reality for
some conscripts. In recent months reports
have trickled out ofSouth Korea’s barracks
of beatings, humiliation and verbal abuse.
News of a young conscript’s death sur-
faced in August. Yoon’s alleged abusers
(his full name has not been divulged) were
fellow conscripts who had themselves
been abused by a sergeant. They are said to
have force-fed Yoon toothpaste, rubbed an
irritant onto his genitals and made him lick
their spit off the ground. After beatings,

theyrevived him with an intravenousdrip.
Then they beat him again.

The case has shocked South Kore-
ans—as did an incident in 2011when a bad-
ly bullied conscript went on a shooting
rampage, killing four people; and another
in 2005 when a soldier killed eight others
with a grenade after being tormented by
them. That year, an army captain was ar-
rested for forcing 200 conscripts to eat
turds as punishment for dirty latrines.
Since January around 350 cases of abuse
have been put to the National Human
Rights Commission, a state outfit. Many
more, say activists, go unreported.

Yoon’s case ofhazingwasuncovered by
a civic group, the Centre for Military Hu-
man Rights Korea. Its director, Lim Tae-
hoon, decries a “systematic attempt at a
cover-up”. The army’s chief of staff has re-
signed. The defence ministry has called for
a permanent human-rights commission
for the armed forces to help prevent further
abuse. And the entire army suspended du-
ties recently for a daylong session on hu-
man rights. This month military prosecu-
tors changed the charge against four of the
soldiers alleged to have killed Yoon from
manslaughter to murder. 

Calls for sweeping reform to barrack-
room culture are all too familiar. Physical
abuse in South Korea’s 650,000-strong
conscriptarmyhas longbeen tolerated asa
means to toughen troops against a north-
ern army thought to be twice as large. Two
military coups and a longperiod ofmartial
law (under the current president’s late fa-
ther, Park Chung-hee) have given the army
exceptional leeway in how it conducts its
affairs. It is largely immune from democrat-
ic oversight. 

That means tormentors are not proper-
ly punished. Around 150 bodies remain in
the army’s morgue. Their cause of death is
given as “failure to adjust to military life”.
But relatives refuse to collect the bodies be-
cause they want an independent investiga-
tion to confirm the cause ofdeath. Military
courts, says Choe Kang-wook, a former
lawyer in the army, are the “shame of
South Korea”. High-ranking generals with-
out legal knowledge preside over court
proceedings.

As more rich countries drop conscrip-
tion, South Korea has become an outlier,
says Kim Du-kwan, a former minister who
is now fighting to end it in his country, too.
He takes the North Korean threat seriously.
But what good, he asks, is “wielding a gun
and not much more” when military
strength is now based on sophisticated
technology? He frets that abusers foment
internal division, too. The armed forces
have long used national security as a rea-
son for keeping conscription and fending
off civilian oversight. Proponents of a
standing army, like Mr Kim, argue that
South Korea’s security would be better
served by just the opposite. 7

Conscripts in South Korea

Blood, sweat and
tears
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Astring ofegregious abuses fuels fresh
calls to reform the army
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IN A world in turmoil, most government leaders have jobs few
outsiders would covet. Yet being John Key, New Zealand’s

prime minister, seems almost enviable. His is a beautiful land, far
from most trouble spots. Speaking to The Economist this week, he
was able to reel off a litany of cheerful economic data—growth
amongthe fastest in the developed world, unemployment falling
rapidly, wages rising faster than inflation and the budget back in
surplus. And all that, he could recall, after his government took
power in 2008 during a recession with the global financial crisis
looming. This helped Mr Key on September 20th to win election
fora third term, with his centre-rightNational Partybecoming the
first since the countryadopted a system ofproportional represen-
tation in 1996 to secure an absolute majority in parliament. It has
only 61 seats out of121, however, and he is still seeking a loose co-
alition for reassurance.

Mr Key has that rare knack—especially for an incumbent ofsix
years—ofbeing able to persuade voters that they can have it both
ways: rapid economic growth without devastating environmen-
tal side effects; a commercial love-in with China without arous-
ing concerns among New Zealand’s long-term security partners,
especially the United States; and a prime minister who is clever
enough to know what needs to be done and ruthless enough to
get his own way, yet remains someone you would like to have a
drink with. As years go by, however, these feats are going to be
ever harder to pull off.

National’s campaign relied heavily on Mr Key’s personal ap-
peal. Every poster for its parliamentary candidates featured him.
That is why the publication as the campaign heated up of a book
called “Dirty Politics” seemed so damaging. The author, Nicky
Hager, accused Mr Key of having “overseen a government in-
volved in more personal attacks and negative politics than any in
living memory.” It alleged that behind Mr Key’s confident, smil-
ing demeanour and good-bloke image lurked a vicious operation
using a right-wing blogger to smear political opponents. 

The scandal led to the resignation ofhis justice minister, Judith
Collins (known in this corner of the blogosphere as “Crusher”).
Yet voters seem to have shrugged it off. Asked why he thinks this
is, Mr Key has a number ofexplanations: that they “just didn’t be-
lieve it”; that they expect “an element ofrough and tumble in pol-

itics”; and that they know such tactics are not unique to his party.
He concedes, however, that it is “sadly true” that people think all
politicians are like that. 

IfMrKey was unscathed by the furore, he may positively have
benefited from an intervention in the campaign by Kim Dotcom.
This Finnish-German internet tycoon poured money into a new
political party and accused the government ofconniving in mass
surveillance under New Zealand’s “Five Eyes” intelligence part-
nership with America, Australia, Britain and Canada. 

These two storms seem to have ruffled the press more than
the electorate. Mr Key’s personal brand was strong enough to
withstand them. His father died young, and his mother brought
him up in relative poverty. He then made a fortune as a currency
trader, and is now worth NZ$50m or $40m (“so they say”, in his
words). This “back story”, he says, appeals to voters. So does a
pragmatic, non-ideological approach and his lack of pomposity.
Asked why he is so often described as like somebody New Zea-
landersknowfrom their local rugbyclub, he explains it isbecause
“my vocabulary is so poor; or my elocution is.” 

Surely correctly, Mr Key argues that it is the economy that
mostly determines voting behaviour. In the medium term, that
might be a cause for him to worry. A surge in production has hurt
prices in the important dairy industry, as have Russian sanctions
against European and American suppliers. And China’s econ-
omy, the source ofso much demand for New Zealand, is slowing.
Even a slowing Chinese economy, Mr Key says, will generate
plenty of demand—tourism from there is growing at 35% a year.
He expects the rebuilding ofChristchurch after the earthquake in
2011 to continue to add a percentage point or more to annual
growth for the next ten years. He also believes that good regula-
tion can deal with one big concern: that in developing its dairy,
livestock and timber industries, New Zealand risks trashing the
most crucial element of its own brand, namely, a pristine envi-
ronment and sparkling streams. To consumers ofmilk-powder in
China, say, the country’s clean and safe image counts.

New Zealand’s relations with China are probably better than
those of any other developed country. At some point this might
create tension with its Five Eyes partners. For the moment Mr Key
can enjoy close ties with both America and China. He has point-
ed out to President Barack Obama that “sometimes there are ad-
vantages to being small.” Nobody regards New Zealand as threat-
ening. Nor, for that matter, is it pilloried when it fails to speak out
on China’s internal oppression and bullying overseas.

All-black nation
Mr Key’s popularity and success seem to be based on convincing
New Zealanders that on some of the most important issues con-
fronting them they do not have to choose. So it seems odd that
one of the first acts of this pragmatic dealmaker after winning re-
election was to promise a referendum on a topic he admits is not
“the big issue”: the country’s flag. He wants to replace the present
one incorporating Britain’s Union Jack with one based on the sil-
ver-fern motif sported by New Zealand’s rugby team. But he ad-
mits this is a 50:50 debate that will require him to invest time and
“burn a little bit of political capital” among his core supporters.
He insists he is a staunch constitutional monarchist, all for keep-
ing Queen Elizabeth as head of state. Yet he seems to care about
the flag, wanting one that will “scream New Zealandness”. And
perhaps also one that, in a way no set of economic data ever
could, will whisper to posterity: “John Key”. 7

The puzzle to the key
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THREE years ago the residents of Hua-
liba village in central China’s Henan

province were moved 10km (six miles)
from their homes into squat, yellow
houses far from any source ofworkor their
newly allocated fields. These days only the
very young and very old live there. Close
to their old farms, a giant concrete canal
now cuts a swathe. From October 31st the
channel will gush with waterflowingfrom
China’s lush south to the parched north. 

The new waterway is part of the biggest
water-diversion scheme in the world: the
second arm ofwhat isknown as the South-
North Water Diversion Project. This is de-
signed to solve an age-old imbalance. The
north of China has only a fifth of the coun-
try’s naturally available fresh water but
two-thirds of the farmland. The problem
has grown in recent decades because of
rapid urban growth and heavy pollution
ofscarce water supplies.

The result is a chronic shortage. The
World Bank defines water scarcity as less
than 1,000 cubic metres (35,300 cubic feet)
of fresh water per person per year. Eleven
of China’s 31 provinces are dryer than this.
Each Beijing resident has only 145 cubic
metres a year of available fresh water. In
2009 the government said that nearly half
the water in seven main rivers in China
was unfit for human consumption. All this
has encouraged ever greater use ofground-
water. Much of this is now polluted too. 

In 1952 Mao Zedongsuggested the north
could “borrow” water from the south.

jiangkou dam in the central province of
Hubei to the capital, Beijing. The aim is to
allow industry and agriculture to keep
functioning; already in 2008 Beijing start-
ed pumping in emergency supplies from
its neighbouring province, Hebei. The new
canal will help avert an imminent crisis.
But the gap between water supply and de-
mand will remain large and keep growing. 

The transferwill supply about a third of
Beijing’s annual demand. A spur of the ca-
nal will provide an even greater propor-
tion of Tianjin’s. But these shares will
shrink over time. Even if people use less
water, population growth, the expansion
of cities and industrialisation will increase
China’s overall demand. By lubricating
further water-intensive growth the current
project may even end up exacerbating wa-
ter stress in the north. 

Shifting billions of cubic metres across
the country has caused huge disruption.
The government says it has moved
330,000 people to make wayfor the central
route. Laixiang Sun of the University of
Maryland in America reckons the number
uprooted is at least half a million. There
will also be health and environmental
costs. Diverting river-water northward
could promote the spread ofdiseases com-
mon in the south, particularly schistoso-
miasis, a debilitating snail-borne disease.
Reduced flow in the Yangzi may make
coastal water supplies vulnerable to intru-
sion by seawater and increase the poten-
tial for drought. 

The financial cost is also high. Mr Sun
puts the cost ofthe project at more than $62
billion—far higher than the original $15 bil-
lion price tag. His estimate does not in-
clude the running of the project or the
building of 13 new water-treatment plants
to clean the water. 

By increasing supply, the government is
failing to confront the real source of the
problem: high demand for water and inef-

After his death China’s economic boom
boosted demand for such a scheme and
provided the cash to enable it. In 2002 the
diversion project got under way. An initial
phase was completed last year. This in-
volved deepening and broadening the ex-
isting Grand Canal, which was built some
1,400 years ago, to take 14.8 billion cubic
metres of water a year more than 1,100km
northward from the Yangzi river basin to-
wards the port city ofTianjin. 

In late October the second, far more
ambitious and costly route is due to open.
This new watercourse, overa decade in the
making, will push 13 billion cubicmetres of
water more than 1,200km from the Dan-

Water consumption

A canal too far

XICHUAN, HENAN PROVINCE

The world’s biggest water-diversion project will do little to alleviate water scarcity 
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2 ficient use of it. Chinese industry uses ten
times more water per unit of production
than the average in industrialised coun-
tries, according to a report by the World
Bank in 2009. A big reason for this is that
water in China is far too cheap. In May 2014
Beijing introduced a new system that
makes tap water more expensive the more
people use. But prices are still far from mar-
ket levels. Officials turn a blind eye to
widespread extraction of un-tariffed
groundwater by city dwellers and farmers,
despite plummeting groundwater levels.

Raising the price would cut demand
and encourage more efficient use. It should
also help lure industry away from water-
scarce areas where prices would be set at
higher rates. Arid areas that are forced by
the government to pipe water into desic-
cated cities like Beijing could offset their
losses by charging higher tariffs. 

Yet such solutions make officials ner-
vous. They do not want to scare industries
away from cities by charging them more

for water. They also do not want to face an-
gryprotestsbyresidents. Hence they prefer
shifting water around in pipes and canals.
Britt Crow-Miller of Portland State Univer-
sity describes the diversion project as “a
physical demonstration of political pow-
er”. In Henan giant billboards make this
clear: they call on locals to support the pro-
ject “to bring the capital clean water and
blue skies”. No reciprocal signs ask Beijin-
gers to thanktheir southern comrades. 

In the absence of any grand plan to cut
demand, the government will need to
keep the waterflowingnorth. Thismakes it
more likely that a third part of the diver-
sion project might one day go ahead. This
would deploy tricky engineering at great
altitude to transferwater from the headwa-
ters of the Yangzi to the upper reaches of
the Yellow riveracross the Tibetan plateau.
Such a massive project would still not
solve the problem. But it might keep water
flowingfora fewyearsmore—and in China
politics is thicker than water. 7

ON SEPTEMBER 23rd Ilham Tohti, a
scholar who has been an outspoken

critic of the government’s treatment of
people of his Uighur ethnicity, was sen-
tenced to life in prison for separatism. The
ruling by a court in Urumqi, the capital of
his native region of Xinjiang, was the har-
shest known sentence in years for some-
one convicted of a non-violent political
crime in China. By jailing Mr Tohti, who
says he supports Chinese rule, the govern-
ment has signalled a desire to silence even
moderate voices of dissent in Xinjiang,
where Uighurseparatistshave often resort-
ed to violence to express their grievances. 

Mr Tohti (pictured in court) has long
been the highest-profile champion in Chi-
na ofUighur rights. No other Uighur inside
the country has come close to speaking out
on such issues with his persistence. But the
government, though unsettled by his pro-
Uighur sentiments, has for a long time also
worried about how to handle him: he
taught economics at a prestigious universi-
ty in Beijing that was established precisely
to win over ethnic minorities like China’s
Uighurs. Arresting such a calmly spoken
academic risked fuelling even more sym-
pathy abroad for the plight of Uighurs,
most of whom are Muslims and many of
whom chafe at China’s rule in Xinjiang.

Much has changed recently. A series of
violent incidents involving Uighurs has

unnerved the government. These include
acts of terrorism both in Xinjiang, the
homeland of 10m Uighurs, and in other
parts of China. Although crude in nature,
these attacks are said by the government to
be part of an increasingly organised sepa-
ratist movement with links to jihadists out-
side China. In October 2013, three months
before Mr Tohti was detained in Beijing,
terroristviolence struckin the capital. Acar
slammed into a securitybarriernearMao’s
portrait at Tiananmen Square and explod-

ed into flames, killing six people, including
three Uighurs inside the vehicle.

As he had done many times before, Mr
Tohti gave interviews to foreign media
after the Beijing attack in which he criti-
cised China’s ethnic policies. Mr Tohti had
longexpected to get into trouble for hisout-
spokenness; this time he did. The charge of
separatism required little more than Mr
Tohti’s own (far from separatist) words to
convict him, says Nicholas Bequelin of Hu-
man Rights Watch, an advocacy group.
“The test for separatism is criticism of eth-
nic policies, because ethnic policies are
correct and if you criticise them it can only
be because you want to wreck them and
create chaos,” he explains.

The court’s verdict against Mr Tohti,
who has always advocated non-violence,
said he had “bewitched and coerced
young ethnic students” into writing sepa-
ratist tracts for Uighur Online, a website he
founded late in 2005. (As many as seven of
Mr Tohti’s students who have written for
or helped with the website are believed to
be in custody.) The court said Mr Tohti had
“encouraged his fellow Uighurs to use vio-
lence”, including during ethnic clashes in
Urumqi in July 2009 that left around 200
dead.

Mr Tohti has said he merely wants bet-
ter treatment for Uighurs and more auton-
omy for Xinjiang (which is officially
named as a “Uighur autonomous region”).
The Chinese government has invested
heavily in Xinjiang, including in oil and gas
extraction. But critics note that many of the
best jobs for these projects have gone to
ethnic Han Chinese. They also say the gov-
ernment has intensified its controls on Is-
lam in Xinjiang. 

The imprisonment of Mr Tohti, and the
confiscation of all his assets, are part of a
broader crackdown on activists, intellectu-
als and lawyers since Xi Jinping became
China’s leader in late 2012. In Xinjiang it
has long been the case that trials relating to
“state security”, as those involvingseparat-
ism are described, are often conducted in
secret. The publicity given to Mr Tohti’s
case is therefore unusual. The authorities
have allowed theircrackdown to be associ-
ated with the plight of an internationally
recognised individual. Barack Obama was
among Western leaders who called for his
release. Wang Lixiong, a dissident writer in
Beijing, tweeted after Mr Tohti’s senten-
cing that the authorities had made him a
“Uighur Mandela”. Xinhua, the govern-
ment’snewsagency, scoffed at the compar-
ison and accused Western countries of us-
ing Mr Tohti as their “pawn to pile political
pressure on China”. 

Mr Tohti himselfhad long expected this
day to come. In a video interview conduct-
ed in November 2009 he talked of being
prepared for a long term in prison, or even
a death sentence. “That just might be the
price our people have to pay,” he said. 7

Uighur activism
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THE stylishly dressed men and women
window-shopping in the air-condition-

ed cool of the Lagos Palms shopping mall
speak of a Nigerian economy and middle
class on the rise. But out the back, the
stench of diesel fumes hanging heavily in
the muggy tropical air is evidence of fail-
ings that are holding back Africa’s biggest
economy: banks of diesel generators chug
away to supply eye-wateringly expensive
power because Nigeria’s rickety national
grid is so unreliable. 

Across Africa investors joke about liv-
ing in a “bring-your-own-infrastructure”
continent, in which firms must provide in-
dependent generators, water purification
and even sewage treatment when building
a factory or hotel. Of these the costliest is
often power. Nigeria, which has a popula-
tion three times larger than South Africa’s,
generates just a tenth as much electricity. 

Power from private generators costs
$0.35 per kilowatt-hour or more, ten times
more than electricity from the grid in most
other countries. Analysts at Coronation, a
South African asset manager, reckon elec-
tricity accounts for 6% of costs at Nigeria’s
biggest banks (each branch needs a genera-
tor) and 10% of the costs of telephone com-
panies (each cellphone mast must have its
own power).

Even India’s ramshackle infrastructure
looks good by comparison. Nigeria may
produce roughly as much output per per-
son as India, but it has only one-fifth the
generating capacity per head, according to
McKinsey, a consulting firm. China, mean-

set what are probably over-ambitious tar-
gets. Angola, for instance, wants to increase
its annual generating capacity from
1,800mW to 9,000mW by 2025.

South Africa, which already generates
about two-thirds of the region’s power, is
adding about 15,000mW to its grid—about
as much as the rest of sub-Saharan Africa
produces now. Most of this will come from
massive coal-fired power stations such as
the one at Medupi, site of an existing coal
mine. It alone will produce more power
than Nigeria when it comes into service. 

Almost as much new powerwill be of a
greenervariety, given that South Africa has
approved 64 renewable-energy projects
ranging from fields of wind turbines and
solar cells to generators that burn sugar-
cane.

In other countries most of the new en-
ergy will be renewable or from gas, which
is cleaner than coal. Ethiopia is building Af-
rica’s largest hydroelectric and geothermal
plants. Between them the two projects will
triple the country’s power production.
Kenya is drilling holes deep into the Rift
Valley in Hell’s Gate National Park to build
what will ultimately be the world’s largest
single geothermal plant. At Lake Turkana, a
particularly windy spot farther north in
the Rift Valley, private investors are build-
ing Africa’s biggest wind farm.

Two forces are driving the expansion.
First, a number of African countries have
either opened their markets to private in-
vestors or adopted clearer regulations that
encourage investment. Take South Africa.
For years it insisted that new capacity
should be built only by the state-owned
generator, Eskom. But in 2008 the country
experienced crippling power shortages
that forced mines and factories to cut pro-
duction and sent millions of South Afri-
cans to bed early. The government re-
versed course and encouraged private
investment in renewable energy sources. 

Nigeria lastyearprivatised state-owned

while, is buildingnew powerplants so rap-
idly that it isaddingthe equivalent ofan Af-
rica to its grid every two years. The World
Bank reckons that power shortages trim
more than two percentage points from an-
nual growth in GDP on average in Africa; in
Nigeria the loss has been almost four per-
centage points a year.

After a drought in investment in new
generating capacity lasting almost three
decades, blooms of new power plants are
now sprouting across sub-Saharan Africa
like acacia seeds after a rainstorm. A tally
by The Economist of announced power
projects (under construction or at an ad-
vanced stage ofplanning) suggests that the
region’s electricity-generating capacity
will increase by more than half by the end
of the decade.

In the longer term governments have

Electricity in Africa

Lighting a dark continent
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2 distribution companies, while Kenya, Gha-
na and Tanzania are all attracting foreign
investment. Anton Eberhard ofthe Univer-
sity of Cape Town reckons that, although
investment by governments in power has
largely remained stable, there have been
big increases from other investors, includ-
ing Chinese state-owned firms.

Asecond factor is the rapidlyfalling cost
of renewable energy. Africa has some of
the world’s best potential sites for wind,
solar and hydropower. Investors are prov-
ing readier to test the market by putting up
a few windmills than by committing to big
power stations. Wind farms and solar
parks can also provide decentralised or
“off-grid” power directly to customers, re-
ducing the load on congested transmission
lines. Given the high cost of power from
diesel generators in Africa, renewable en-
ergy can be an attractive alternative.

Ahmed Heikal, chairman of Qalaa
Holdings, an investment firm with hold-
ings in several power producers, thinks
that in Africa a “new model [of renewable
energy] that bypasses the government is
emerging”. It is one in which firms are able
to offer competitively priced renewable
power without the hefty government sub-
sidies needed to encourage investment
elsewhere, such as solar parks in cloudy
Germany or offshore wind farms in the
rough waters of the North Sea. Africa has
the potential to jump from being the
world’s electricity laggard to a leader in re-
newables—if inefficient governments
don’t hold it back. 7

FOR a town known as “home of peace”,
Maiduguri, the capital of Borno in

northern Nigeria, is seeinga lotofviolence.
It stands at the centre of an insurgency by
Boko Haram, an Islamist outfit trying to es-
tablish a caliphate, and its fate is being
closely watched in Western capitals.

Several towns in the state, including
Gwoza and Bama, are now under the in-
surgents’ control. Maiduguri, home to as
many as 2m people, seems to be their ulti-
mate target. Recent attacks have been di-
rected at Konduga, a town roughly 35km
(22 miles) outside the city. “The only route
going into and outofBorno nowis the Mai-
duguri-Kano road,” says one Western em-
bassy official. The other main roads to the
capital are controlled by militants.

The army appears to be more serious
about defending the city than surrounding

settlements. This week it captured hun-
dreds of militants. But the momentum
may still be against it. The 7th Division,
created in 2013 to defend Maiduguri, is
poorly equipped, disillusioned and dwin-
dling thanks to desertion and losses, even
taking into account the reported deploy-
ment of500 new troops. This month 12 sol-
diers from the division were sentenced to
death by firing squad for mutiny. 

“The army probably only has 8,500-
12,000 combat-ready troops in the state,
which might not be that much more than
Boko Haram,” says Jacob Zenn, an analyst
for the Jamestown Foundation, an Ameri-
can think-tank. “If Maiduguri falls then
consider Borno in Boko Haram’s hands.”
The riskof the city falling is alarming West-
ern governments, worried about the sta-
bility of Africa’s most populous country
and of the wider region. “What do we do if
Maiduguri falls?” asks one senior dip-
lomat. “We can’t let Nigeria collapse,” adds
another.

An extra concern is the risingflow ofref-
ugees. Maiduguri is still a sanctuary for
people from surrounding settlements, and
officials reckon that58,000 people are now
seeking safety in the city. Public schools in
Borno are closed, international aid agen-
cies have long since fled and farming has
ground to a standstill, pushing up food
prices. Costs will rise further now that the
majority of roads have been taken over,
says Patricia Donli, a lecturer at the local
university. One unhappy consequence is
that militants may be pushed to raid far-
ther afield for food and money, much of
which comes from looting towns and con-
voys. “If they take Maiduguri,” says a dip-
lomat, “they are going to have to go outside
ofBorno for their booty.”

It is even possible that violence could
delay the presidential vote due for early
next year. Local press reported earlier in
September that David Mark, the senate
president, had said there was “no question
of elections” because the country was at
war. That comment was swiftly retracted.
But despite such talk, there is little to sug-
gest that Nigeria’s political and economic
elite are paying the insurgency much heed,
possibly because the problems in the
north-east are perceived as being mostly
removed from the commercial and politi-
cal centres ofLagos and Abuja.

There are signs that the government is
realising the severity of the situation, but it
is proving slow to act. “I doubt that cur-
rently there is the political and military
support to bring an end to the problem,”
said one civil-society leader. “It requires
the highest level of political engagement
but I don’t think there is the interest at pre-
sent to solve it.”

For the moment locals in Maiduguri re-
main calm. But unless the army convinc-
ingly pushes the militants back, that may
not last long. 7

Nigeria’s Islamist insurgency
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home of peace
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Boko Haram tightens the noose

South African holidays

TG it’s braai day

THE braai (Afrikaans for barbecue) is a
cornerstone ofsocial life in South

Africa. It typically involves a marathon
session ofdrinking, eating dead crea-
tures cooked over coals, and enjoying
the sunny climate. But the beloved braai
is at the centre ofcontroversy over the
rebranding ofa September 24th bank
holiday. It was once celebrated by Zulus
as King Shaka Day. It was declared a new
holiday, Heritage Day, under Nelson
Mandela’s government in a compromise
meant to include all South Africa’s di-
verse cultures, rather than just one tribe.
But it is now proving divisive. 

The holiday falls in the southern
hemisphere’s spring, offering a chance
for the first braai of the season. However
a campaign to remake September 24th as
“National Braai Day” has touched an
unexpectedly deep nerve. A champion
of the rebranding is a white man who
goes by the moniker Jan Braai, and who
likens Braai Day to America’s Thanks-
giving. He sees the holiday as a unifier—
South Africans ofall backgrounds put-
ting aside their differences and gathering
around fires to grill in harmony. The
official patron is Archbishop Desmond
Tutu, who declared with a characteristic
giggle that, “the braai, like rugby and
sunny skies, is in our DNA!” 

To some South Africans, the rebrand-
ing is oblivious of the past. One col-
umnist, T.O. Molefe, describes Braai Day
as the “white supremacist-capitalist-
patriarchy’s day ofsponsored forget-
ting.” The debate flares up yearly, as the
weather turns warm and braais are
dusted off. It is much ado about an activi-
ty South Africans ofall backgrounds will
be doing anyway this Heritage Day. But
therein lies the problem: in a country still
largely racially segregated, the vast ma-
jority ofpeople braai with their own ilk. 

JOHANNESBURG 

The politics ofgrilled meat
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IN THE cafés ofTripoli, the talkis ofwho is
running the country. More than 1,000km

(620 miles) east, in the small coastal town
of Tobruk, sits a parliament elected in June
whose writ extends little beyond its poorly
attended sessions. A rump of its unpopu-
lar predecessor, the Islamist-dominated
General National Congress, has resurrect-
ed itself in Tripoli on the back of a fierce
weeks-long militia battle that established
its power in the capital. 

Congress members invited a failed
prime-ministerial candidate, Omar al-
Hassi, to create a so-called “national salva-
tion” government in Tripoli to challenge
that of the prime minister, Abdullah al-
Thinni, currently based in the east. Each
camp has what the other lacks: those in To-
bruk make much of their electoral legiti-
macy (albeit on a turnout of just 600,000)
and the international recognition that
springs from it. Their rivals boast they con-
trol the capital plus more of Libya’s territo-
ry. “They might have the parliament but
we have the land,” says one businessman
from Misrata, a prosperousport citywhose
militias form the backbone of the new dis-
pensation in Tripoli. 

In August a Misrata-led militia coalition
known as Fajr Libya (Libyan Dawn) wrest-
ed control of Tripoli’s airport from militias
hailing from the conservative mountain
town of Zintan. These latter are broadly
aligned with anti-Islamist political and
armed elements.

The withdrawal of Zintan-allied fac-
tions made the Dawn alliance the domi-
nant power in the capital. It contains an ar-
ray of Islamist and non-Islamist militias
and also includes Amazigh (or Berber)
fighters. “The majority of Dawn are not Is-
lamist,” says one Amazigh commander.
“We all have different reasons for wanting
less Zintani influence in western Libya.”

In the Tripoli hotel where Mr Hassi
holds court, petitioners from tribal elders
to tycoons and militiamen file past. Hanan
Shallouf, one of a group of parliamentari-
ans boycotting the sessions in Tobruk, ac-
cuses those meeting there of further divid-
ing an already polarised country. The
decision to convene in Tobruk prompted
controversy, as did calls for foreign inter-
vention. The central bank was pulled into
the fray when the parliament in Tobruk
dismissed its governor. With rival govern-
ments, nobody knows what will happen
to oil revenues, the economy’s mainstay.

The UN hopes to bridge the gap in forth-

coming talks, yet insecurity plagues the
country, particularly its second-largest city,
Benghazi, where assassinations are on the
rise. Among the recent dead are two liberal
teenage activists, a prominent cleric
known for his opposition to a local strong-
man, Khalifa Haftar, and members of the
security forces. Moreover, the power strug-
gle threatening to tear it apart is fought not
just by Libyans. Factions within each camp
are supported by external backers and foes
of political Islam, particularly Qatar, Egypt
and the United Arab Emirates. When Mo-
hammed al-Mubasher, head of Libya’s
Council of Elders, a body mediating in the
country’s multiple conflicts, resigned, his
frustration was telling. “Warring Libyans
are not listening to us,” he said. “They are
more willing to listen to outside calls.” 7

Libya’s rival governments

Too many chiefs

TRIPOLI

And none in control

REALITY is just beginning to sink in for
Yemenis astounded by the speed with

which their capital city, Sana’a, has fallen
to an insurgent group known as the
Houthis. A decade ago the movement,
which champions the 40% Zaydi Shia mi-
nority whose hereditary leaders ruled
much of the country until 1962, was a rag-
tag bunch of tribesmen squeezed by an
army siege in the remote northern prov-
ince ofSaada. Talkof the Houthis in Sana’a
was dismissed; the idea that their leader
might some day give a victory speech in its
Tahrir Square unimaginable. 

But over the past three years, taking ad-
vantage of a security vacuum created by
the country’s2011uprisingand the political
deadlock that followed, the Houthis have
gathered momentum both as a fighting
force and as a political movement. Ad-
vancing from the north, they moved last
month in numbers into the capital, erect-

ing street camps and roadblocks to press
demands for sweeping reforms. Following
fighting that left several hundred dead, on
September 23rd thousands of Houthi sup-
porters gathered before giant screens in
Tahrir Square to cheer a rousing speech
from their leader, Abdel Malikal-Houthi.

His followers, who prefer to call them-
selves Ansar Allah, or Partisans ofGod, are
now effectively in charge of the city, whose
calm is punctured by celebratory fireworks
rather than gunfire. Bowing to the pres-
sure, Yemen’s president, Abd Rabbo Man-
sour Hadi, has signed a deal to grant the
Houthis a say in the selection ofa new gov-
ernment, to be formed within a month, as
well as representation in the new cabinet.
Along with southern Yemeni separatists,
they will become advisers to the president.
Fuel prices will drop by 25%, fulfilling a
populist demand by the Houthis. 

Although he insists that Yemen’s army
should fight al-Qaeda in the Arabian Pen-
insula (AQAP), the deadly and deeply en-
trenched local franchise of the extremist
movement, MrHouthi haspromised not to
marginalise other political groups, among
them Islah, a coalition including the Mus-
lim Brotherhood. Islah is Yemen’s main
Sunni Islamist party and the Houthis’ big-
gest political rival. There are worrying
signs. Houthi men have targeted Islah insti-
tutions and the homes of prominent Islah
members, in some cases blowing them up.
Mr Houthi says his fighters will keep con-
trol of Sana’a until the army is strong
enough to tackle AQAP.

Many ordinary Yemenis, including
Sunnis, have supported the Houthis be-
cause they represent a break from knotted
politics, or because their relatively liberal
leadership contrasted with the creeping
conservatism promoted by Islah and more
radical Salafist groups. Yet worries are
growing. Not only is renewed fighting pos-
sible, should resistance mount to the
Houthis’ influence, butMrHouthi’s follow-
ers, many of them country folk, do not
share their leaders’ sophistication. “The
field commanders and the conservatives
are in charge now,” Hussein al-Bokhaiti, a
liberal Houthi supporter said. “We don’t
know what will happen next.” 7

Yemen’s violent politics

Houthis take over

SANA’A

But are they the Ansar?
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FLUSH with cash from the European Un-
ion and backed by a phalanx of ultra-

loyalist MPs, Viktor Orban, Hungary’s
prime minister, seems unstoppable. Brush-
ing aside concerns about democracy, the
European Commission last month signed
a €21.9 billion ($28.2 billion) partnership
agreement. The money will arrive be-
tween 2014 and 2020 to boost competitive-
ness and growth. Hungary will also get
€3.45 billion for rural development and
€39m for fisheries. GDP rose in the second
quarter at an annual rate of3.9%. Industrial
output is up 11.3%. Tourism revenue has ris-
en by more than 10% year-on-year.

Next month’s local elections will con-
solidate Mr Orban’s grip on power. The
once mighty left has splintered into three
parties, none of which poses a serious
challenge to his ruling right-wing Fidesz
party. Instead, disillusioned Fidesz suppor-
ters are moving farther right. Polls show
Jobbik, a nationalist party, neck-and-neck
with the Socialists. Attila Juhasz at Political
Capital, a think-tank, reckons that Jobbik
could win up to 30 mayoralties in small
towns and villages. The party might even
take Miskolc, a big city in the east.

Budapest highlights the opposition’s
malaise. The left-wing candidate, Ferenc
Falus, a formerchiefmedical officer, is a de-
cent sort but has no chance. An amateurish
video has provoked derision. It shows him
standing in socks and sandals, drenched,
together with a horse and a weeping

Hungary would remain a democracy, and
not reject liberal principles such as free-
dom of speech, but would be based on “a
different, special, national approach”. The
approach, say critics, was evident earlier
this month when police raided the Buda-
pest office of Okotars, an NGO that man-
ages funds from Norway, Iceland and Lich-
tenstein, and confiscated computers and
documents for alleged financial misman-
agement. Okotars strongly denies the
charge. The police raid was “completely
unacceptable”, thundered Vidar Helgesen,
Norway’s minister for Europe. 

The show of force has sent shivers
through Hungary’s non-profit sector. The
EU had no comment, as the NGOsare fund-
ed by Norway. But Kate Byrnes, the deputy
chiefofAmerica’s OSCE mission, demand-
ed that Hungary allow NGOs to operate
without “further harassment, interference
or intimidation”, repeating earlier protests.

Whereas most EU leaders have scaled
down theircriticism ofMrOrban’s illiberal
ways, the Americans are stepping theirs
up. Bill Clinton, a former American presi-
dent, told a talk-show host on the Daily
Show, a current-affairsprogramme, that Mr
Orban was an admirer of “authoritarian
capitalism” and never wanted to leave
power. “Usually those guys just want to
stay forever and make money,” Mr Clinton
added. A few days later, Barack Obama,
America’s president, took Hungary to task
in a speech at the Clinton foundation, not-
ing that “from Hungary to Egypt, endless
regulationsand overt intimidation increas-
ingly target civil society”.

The Hungarian foreign office insisted
that Mr Obama’s remarks “lackany factual
basis”. Around 80,000 NGOsare operating
in Hungary and they receive more than
200 billion forints ($825m) in state funds,
according to Zoltan Kovacs, a spokesman.
The government has no intention of hin-

grandson after issuing an ice-bucket chal-
lenge to Istvan Tarlos, the incumbent. Even
444.hu, a website scathingly critical of the
Orban government, called on Mr Falus to
give up. A poll by Nezopont, an institute
close to Fidesz, shows Mr Tarlos with 50%
of the vote. Had the left united around La-
jos Bokros, a former finance minister, it
might have had more chance: Mr Bokros
gets 14% in the poll whereas Mr Falus trails
with 11%.

Mr Orban swept to power with a two-
thirds majority in April 2010, a feat repeat-
ed four years later, in part thanks to Fidesz-
friendly adjustments of campaign rules
and biased media coverage, according to
the Organisation for Security and Co-oper-
ation in Europe (OSCE). Mr Orban’s cen-
tralisation of power has drawn protests
from the European Union, America’s State
Department and human-rights groups.
Corruption has worsened, says Transpa-
rency International, a watchdog. More
than a third of the population live at or be-
low the poverty line. The situation of the
Roma, the largest minority in the country,
remains as parlous as ever. In Miskolc a
slum-clearance programme has made
many homeless. 

Mr Orban outlined his longer-term vi-
sion in a much-noted speech on July 26th
in Baile Tusnade, in neighbouring Roma-
nia. Hungary, he explained, would be-
come an “illiberal state”. Speaking admir-
ingly of Russia, China and Turkey, he said

Hungary’s prime minister

Orban the Unstoppable
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2 dering their activities, but all NGOs are
subject to Hungarian law, no matter where
their funds come from.

Against this backdrop Tibor Navracsics,
a former justice ministerand deputyprime
minister, can expect a bumpy ride next
week at his hearing at the European Parlia-
ment. Mr Navracsics, who was Mr Orban’s
right-hand man in his radical reforms since
Fidesz came to power four years ago, has
been designated as the EU’s education
commissioner. Education has been cen-
tralised in Hungary in recent years. Its uni-
versities were once renowned for produc-
ing distinguished scientists and thinkers,
but are now notably absent in the top uni-
versity-rankings. The opposition refers to
Mr Navracsics as Mr Orban’s “butler”. His
close relationship with his master may be
a liability during his tenure in Brussels. 7

“OUReuphoria isdangerous. Itmakes
us overbearing, blind and dull.” So

writes Marcel Fratzscher, head of the Ger-
man Institute for Economic Research, in a
new book, “The Germany Illusion”. The
book’s message is that Germany, for all its
economic strength, has weaknesses. It
should be “required reading”, declared Sig-
mar Gabriel, Germany’s economy minis-
ter, who joined MrFratzscherfor its launch.
Mr Gabriel, who also leads the Social
Democrats, junior partner in the coalition
government, has already drafted Mr
Fratzscher into an expert commission. Its
goal, derived from Mr Fratzscher’s thesis, is
to work out how to boost investment by
both German firms and the government.

Plugging the “investment gap” is all the
rage in Berlin. On September 20th Chan-
cellor Angela Merkel devoted her weekly
podcast to the subject. Growth only hap-
pens “when people really invest”, she said,
talking up electricity grids, computer net-
works, roads and other opportunities for
private or public investment. Such rhetoric
is a personal success for Mr Fratzscher.
Having spent much of his career outside
Germany, he has an international perspec-
tive that nowadays counts as leftish in Ger-
man economic circles, dominated by such
conservatives as Hans-Werner Sinn of Mu-
nich’s Ifo Institute. The conventional nar-
rative starts with a triple triumph: a “jobs
miracle” thanks to labour-market reforms
in the previous decade, export prowess
due to competitive firms and a more-or-
less balanced federal budget. 

Germans are right to be proud of these
achievements, MrFratzscherconcedes, but
they must not be blind to the problems
they mask. The jobs miracle was achieved
in large part by creating lots of part-time
and “precarious” jobs. Total hours worked
have barely risen, even as the number of
unemployed has fallen (from more than
5m in 2005 to fewer than 3m this year). Ex-
port success came not from greater produc-
tivity but from holding down wages.
Meanwhile, much of Germany’s non-
traded service sector is notably uncompet-
itive. And credit for closing the budget def-
icit goes mainly to big tax receipts that
came with high employment.

Germans have derived from this tale
three illusions, Mr Fratzscher thinks. The
first is thatGermanywill staystrong justby
doing more of the same. The second is that
it doesn’t really need the euro zone. The
third is that its euro-zone partners are only
after its money—and that German taxpay-
ersare the real “victims” from all the rescue
efforts to save the euro. 

The real story, Mr Fratzscher argues, has
more to do with a huge imbalance be-
tween saving and investment. Germans
“save much but save badly,” he says. They
send their savingsabroad, where they earn
meagre returns. They could have got high-
er returns by investing at home. Whereas
Germany invested 23% of GDP in the early
1990s, it now invests only about 17%, less
than most comparably rich countries. Gov-
ernment gross investment as a share of
GDP is also strikingly low (see chart).

This missing domestic investment
means imports have been lower than they
might have been. The capital outflow
creates huge current-account surpluses,
about which America and the European
Commission complain. And low invest-
ment is partly responsible for low produc-
tivity growth. In many industries the capi-
tal stock is smaller than it was in 2000. This
means Germans are less wealthy than
they could be and their economy will be
less strong in future than it should be. 7

Germany’s economy

Three illusions

BERLIN

Germans are wrong to assume theycan
just do more of the same

Hey, small spender
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TO THOSE who oppose further Euro-
pean Union expansion to the western

Balkans, the statement in July by Jean-
Claude Juncker, the new European Com-
mission president, was heartening. Negoti-
ations would continue, he said, but “no
further enlargement will take place over
the next five years.” The political message
seemed to be that the whole process was
being slowed down.

The statement was “controversial and
populistic,” says Stefan Fule, the outgoing
enlargement commissioner, because no
Balkan country would have been ready to
join in the next five years. “It was a wrong
message to the western Balkans at a wrong
time”. Rumours spread the enlargement
job would be dropped in Mr Juncker’s new
commission. A few angry words (and
tweets) from Carl Bildt, the outgoing Swed-
ish foreign minister, helped head that off.
To drop the enlargement portfolio, he said,
would be a “very bad signal” and an “abdi-
cation of responsibility”.

The appointment earlier this month of
Johannes Hahn, an Austrian, as the new
commissioner, led to a search for meaning
in his job title: neighbourhood policy and
enlargement negotiations. The neighbour-
hood comprises six ex-Soviet countries
plus the southern Mediterranean. Charles
Tannock, a British member of the Euro-
pean Parliament, suggests that Mr
Juncker’s downplaying of enlargement “is
to assuage public opinion”. It has become a
harder sell, he says, because of fears of or-
ganised crime and migration, quite apart
from the unrelated controversy about a fu-
ture membership ofTurkey. 

The western Balkans have lost the pre-
vious strong support of Britain, which 

The western Balkans and the EU
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The doorto membership remains open,
but the region must do more to get it
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2 mainly worries about immigration these
days. But Germany has become more ac-
tive. However, the deeper problems lie not
within the EU but in the region itself. The
progress of Bosnia, with its dysfunctional
government, has been stalled for eight
years. That of Macedonia remains blocked
by a dispute with Greece about its name.
Kosovo is so far behind that it remains the
only country west of Ukraine whose citi-
zens cannot travel to the EU’s Schengen
zone without a visa. 

This leaves Montenegro, which is nego-
tiating, Albania, which became an official
candidate in June, and Serbia, which has a
green light to begin talks and hopes to do
so by the end of the year. Tanja Miscevic,
Serbia’s chief negotiator, has mixed feel-
ings. Putting the emphasis on negotiations
is a good thing, she says, but political com-
mitment also matters. 

There is a risk, says a new report by The
Balkans in Europe Policy Advisory Group
of analysts, of a “Turkish scenario” of talks

that never end. That could open up other
dangers, including meddling by Russia or
Turkey. The report suggests that giving up
the goal ofEU membership, even ifnot for-
mally, would have consequences “for de-
mocracy, inter-ethnic relations and for
long-term economic investments”. 

Luckily the western Balkans will short-
ly acquire one new ally in Brussels: Feder-
ica Mogherini, the Italian who is to be the
EU’s high representative for foreign policy.
Her country, like Mr Hahn’s, knows the
Balkans well and understands that en-
largement is a security issue. A stable Bal-
kans is an asset for all, but an unstable and
poor one could export crime and migrants
or even lurch back into conflict. For Mr
Juncker, says Miroslav Lajcak, the Slovak
foreign minister, enlargement is clearly not
a priority; but this need not cause the Bal-
kans undue alarm. As Elmar Brok, chair-
man of the European Parliament’s foreign-
affairs committee grufflysumsup, they just
need to do their homework. 7

THE Sarko show is back, and half of
France is mesmerised, the other half

dismayed. More than 8m viewers, almost
twice the usual evening television-news
audience, tuned in on September 21st to
watch Nicolas Sarkozy, the former centre-
right president, explain why he was mak-
ing a return to politics. A poll by Odoxa for
Le Parisien, a daily, then suggested that 54%
of the French do not want him back. 

Mr Sarkozy made a studied effort in his
interview to appear wiser and calmer: a
mature elder statesman who has travelled
widely since his defeat in 2012 at the hands
of François Hollande, a Socialist, and who
has no choice, faced with the “humiliating
spectacle” of France today, but to come
back to serve his political family and his
country. “With all the experience that I
have accumulated,” he declared, “am I

able to say ‘France is sinking, I’ll stay at
home?’” But it was still vintage alpha-male
Sarko, as he is familiarly known: vigorous
and combative, bordering on finger-wag-
ging aggressive.

The French are bracing themselves for a
political whirlwind, as Mr Sarkozy cam-
paigns for the leadership of his UMP party,
due to be chosen by a vote of members on
November 29th. First stop is a campaign
rally in Lambersart in northern France, an
area that has traditionally belonged to the
leftbutwhere both the UMP and Marine Le
Pen’s populist National Front have made
strong gains. He plans to follow this in the
coming weeks with town-hall meetings
across the country. Two other candidates,
Bruno Le Maire, a former minister, and
Hervé Mariton, an MP, are also standing.
But the polls suggest that Mr Sarkozy will
win by a landslide.

Then the real questions begin. Al-
though Mr Sarkozy has not confirmed that
he will run for a second presidential term
in 2017, nobody doubts his intentions. He
plans to rebuild the party, give it a new
name and recruit younger faces to rejuve-
nate its crusty image. In principle, the UMP
is committed to holding a presidential
primary, with a vote among party suppor-
ters rather than members. And two other
strong candidates are in the running, both
former prime ministers: Alain Juppé, from
the moderate centre-right, and François Fil-
lon, who has unveiled a surprisingly liber-
al programme.

At the moment, polls suggest that Mr
Juppé is the preferred candidate among
voters. But, among UMP supporters, Mr
Sarkozy is the hands-down favourite: 65%
want him as their nominee, next to 23% for
MrJuppé and only7% forMrFillon. Forvot-
ers on the right, Mr Sarkozy retains a star
power that far exceeds that ofhis rivals. He
got a measure of this when turning up in
the audience at various concerts given by
his wife, Carla Bruni, a model-turned-sing-
er, which stirred a mini-frenzy.

The biggeruncertainty forMrSarkozy is
his legal entanglements. He has been
placed under formal investigation for al-
leged influence-peddling, following the
tapping of his mobile phone—although on
September 24th the case was put on hold
while judges examine a request by Mr Sar-
kozy for it to be dismissed. 

As for Mr Sarkozy’s platform, that too
remains unclear. In his TV interview he of-
fered little detail, leaning on generalities
about restoring French confidence. In of-
fice, Mr Sarkozy veered between moments
of liberal zeal (urging the French to work
more), acts of Colbertist interventionism
(pumping state aid into an ailing engineer-
ing giant), and a late move to raise taxes
(after public finances were battered by the
financial crisis). Today, it is hard to know
quite what Mr Sarkozy stands for—or if, for
that matter, he knows himself. 7
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WITH violence in eastern Ukraine
waning (for the moment), attention

has tentatively turned to the country’s
post-warcontours. Both the government in
Kiev and the separatists claim to be with-
drawing heavy weaponry, following an
agreement on September 20th to create a
30km (19 miles) buffer-zone, though clash-
es have continued in some places. Uk-
raine’s president, Petro Poroshenko, claims
that “serious work” is under way to build a
defensive line around rebel-controlled ter-
ritory. No matter its final shape, Ukraine
will be left with boorish new neighbours
on its eastern flank.

Directly west ofDonetsk, the Dniprope-
trovskregion is preparing for more trouble,
including banditry, kidnapping and terror.
Dnipropetrovsk officials have faced assas-
sination attempts by “liquidation groups”
from the Donbas in recent months, and
criminals have begun arriving under the
guise of refugees. Borys Filatov, a deputy
governor of Dnipropetrovsk, speaks wor-
ryingly of a “Somalia scenario”, under
which the Donbas becomes a swathe of
ungoverned territory harbouring bandits
who cross into the rest of Ukraine to raid,
kidnap and steal. Another troubling prece-
dent lies in Moldova’s breakaway Trans-
dniestria region, where organised crime
and corruption have flourished under a
Russian-backed regime.

Throughout Dnipropetrovsk, fortifica-
tions are cropping up along the main road-
ways. The most robust checkpoints feature
crews of roughly 20 men, networks of
trenches, bunkers and anti-tank barriers.
Any cars with Donetsk or Luhansk licence
plates face searches from armed soldiers.
While officials downplay these measures
as a means of “control”, construction of a

new internal border has in effect begun.
Reflecting the sorry condition of the

Ukrainian state, Dnipropetrovsk’s security
has been left to the private sector. Local
business, private donors and concerned
citizens fill the coffers of two non-state
charitable funds, one for defence and the
other for humanitarian causes. While the
regional administration oversees the pro-
jects, the money remains outside state
structures in order to bypass a centralised,
“unjust and ineffective” system, says an-
other deputy governor, Svyatoslav Oliy-
nyk. Such a strategy, however, begets con-
cerns over corruption and command
structures at the checkpoints, where a
poorly co-ordinated mix of volunteer bat-
talions, police and security-service officers
stand guard.

Over one newly constructed bunker on
the border with the Donetsk region fly two
flags: Ukraine’s blue and yellow, and the
red-and-black nationalist flag of the local
Sicheslav battalion. The motley crew on

duty answer to different commanders, and
at times receive conflicting orders. When
asked about Mr Poroshenko’s “special sta-
tus” law for the Donbas, a group ofsoldiers
at the checkpoint scoff, calling it “traitor-
ous”. An older fighter who goes by the
nickname “Grandpa” asks, “What did our
guys die for?”

The regional elite accepts the law with
gritted teeth—they know from bitter expe-
rience about the futility offighting the Rus-
sian army. Two lists taped to the front win-
dows of the administration building in
Dnipropetrovsk enumerate 400 names of
those missingand 800 prisoners. Through-
out the conflict, Dnipropetrovsk has borne
a disproportionate share of the burden.
“Every day we deal with battalions, securi-
ty, the wounded, the killed, the ill, prison-
ers, funerals, and so on, while in Kiev they
just work on elections,” says Mr Filatov,
who recently announced plans to run for
the national parliament, as did Mr Oliy-
nyk. Their boss, the governor of Dniprope-
trovsk, Ihor Kolomoisky, began supporting
the country’s military preparations early
on, building up volunteer battalions long
before the Ukrainian government threw its
full weight into the war. The region has suf-
fered more than most in termsofwounded
soldiers and soldiers killed in action. 

Although the death toll has slowed
since the ceasefire on September 5th, it has
yet to stop entirely. Dnipropetrovsk’s 25th
airborne brigade remains stationed
around Debaltseve, a city between Do-
netsk and Luhansk, where the troops take
and return heavy artillery fire daily. Resi-
dents say that the ceasefire has not halted
the fighting, norhas it restored running wa-
ter, which was cut nearly a month ago.
Clashes have also persisted near the port
of Mariupol and Donetsk airport, which
Ukrainian forces still control. It is “a cease-
fire in name only”, declares Philip Breed-
love, NATO’s supreme allied commander
in Europe. With the risk of renewed war
still looming, training and recruitment for
volunteer battalions continues in Dnipro-
petrovsk. “While the Kiev government gets
itself together,” comments Mr Filatov, “we
don’t have time to wait.” 7

Ukraine in turmoil

A Somalia scenario?
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Neighbouring regions worryabout the Donbas becoming a largely ungoverned
swathe of land
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The territory controlled by pro-Russian
rebels in the Donbas region of Ukraine has
varied significantly. By early July they
held large parts of Luhansk and Donetsk,
but they were then driven back by the
Ukrainian armed forces. They lost more
ground after the shooting down of Malay-
sia Airlines flight MH17. In late August
Russian forces crossed the border in large
numbers and pushed the Ukrainians back.
The rebels have now regained much of
what they earlier lost. 

Rebel areas in Ukraine
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THE demonstrations that led to the fall of the Berlin Wall came
out of nowhere, says Günther Dauwen, and had conse-

quences nobody could foresee. Observing the proceedings in
Scotland last week, he wondered if something similar might be
brewing. From a quiet fourth-floor office in Brussels Mr Dauwen
runs the European Free Alliance (EFA), a rum assortment of40 re-
gional political groups, including the Scottish National Party
(SNP), that seek greater autonomy, or, in some cases, indepen-
dence, from existing countries. From the plains of Silesia to the
beaches ofCorsica, reckons Mr Dauwen, there is a growing clam-
our for power among Europe’s long-neglected regions. Scotland
is a “beacon” for such places; that its independence referendum
was achieved at all encouraged others to think “Yes, we can!”,
even though the outcome was negative. In the run-up to the vote
the EFA’s website nearly crashed under the weight of traffic.

Watching the streets of Edinburgh filling up with Saltire-wav-
ingCatalans, Flemingsand South Tyroleans (not to mention Qué-
bécois, Kurdsand Taiwanese) lastweek, a visitormight have been
forgiven for assuming that something was stirring in Europe.
Some commentators fretted about the prospect of “balkanisa-
tion” across the continent. Yet although parts of Europe may one
day drift towards dissolution, and Catalonia is trying to hold a
vote on its future, the Scottish effect was overdone. Pro-indepen-
dence campaigners in Flanders or the Veneto will have taken
heart from the Scottish campaign, butgiven the different constitu-
tional arrangements of Belgium and Italy they will struggle to
drawuseful lessons from it. And itwill take a lotmore to rouse the
good burghers ofBavaria or Frisia from their slumbers. 

Outside Britain, the biggest impact ofa Scottish vote for seces-
sion would have been felt within the European Union. Ever since
it adopted “Independence in Europe!” as a slogan in 1988, EU
membership has been central to the SNP’s proposition. For small
nations, the prospect of staying in a giant trading block with its
own foreign policyand currencymakes the idea ofstatehood less
daunting. In contrast to what is perceived as an oppressive multi-
national state, itmayofferspace for identities to flourish. Asked in
2007 if his country wanted to establish a “Greater Albania”, an
Albanian official referred to the EU symbol: “Yes we do. It has a
blue flag and gold stars on it.”

All the trickier, then, that the EU has no explicit legal provision
for dealing with breakaways. At times Alex Salmond, the SNP’s
leader, appeared to suggest that Scotland’s accession to the EU
could be achieved through a minor treaty revision. But most ob-
servers, including the European Commission, agree that an inde-
pendent Scotland (or Catalonia, or Flanders) would have to reap-
ply for membership after obtaining statehood. That could take
years, so an interim solution would have to be found to avoid, for
example, Germans in Edinburgh suddenly finding that they lose
the right to work. As ever in the EU, politics trumps law, and paths
can be smoothed if the will is there. 

But for precisely that reason, would-be Scotlands might find
the road to membership rougher than they predict. Had Scotland
seceded, the terms of its accession to the EU and any interim ar-
rangement would have set precedents for other potential break-
aways. They would therefore have been subject to fierce wran-
gling. Spain would probably not have gone as far as to veto
Scottish accession, but itwould have had every incentive to make
it as difficult as possible, as a warning to Catalans and Basques. In
Scotland’s case, the obligation of new members to work towards
membership of the euro and the Schengen passport-free zone,
both of which it has no interest in joining, would have created
plenty of trouble. The only guarantee would be that of a healthy
pay cheque to constitutional lawyers.

Breaking up is hard to do
The EU has improvised its way through before. Independence
campaigners like to cite the example of East Germany, swept by
the gusts of politics into the then EEC after German reunification
almost before fellow members had a chance to notice (although
helped by an article in the West German constitution that fore-
saw reunification). Maps of the European Coal and Steel Com-
munity, a precursor to the EU, drawn up before 1962 often include
Algeria as part ofFrance. Danish-administered Greenland left the
club in 1985 without triggering a constitutional crisis. 

But there are running sores. Cyprus was admitted to the EU in
2004 with more than one-third of its territory under Turkish oc-
cupation. Some countries in eastern Europe with restive minor-
ities worried about the consequences of a Scottish “yes”. Five EU
members, including Spain, still refuse to recognise Kosovo as an
independent country for fear ofrousing secessionist sentiment at
home. In Ukraine the self-proclaimed Donetsk People’s Republic
expressed solidarity with Scots seeking independence, and the
leaderofRussia-annexed Crimea announced thathe detected hy-
pocrisy in the West’s treatmentofScotland’s referendum and that
in his territory.

In the run-up to Scotland’s referendum EU officials strained to
avoid taking a position on the consequences of a “yes” (while
quietly preparing contingency plans in case of a sudden flight of
capital). But theywere immenselyrelieved by the outcome. There
have been very few changes to the borders of west European
countries since the second world war. The EU is designed to bring
members together, not to manage theirdisintegration—or the pro-
cess of “internal enlargement” that may have to follow. “After
halfa century ofbuilding Europe, we riskentering a period ofde-
construction,” said François Hollande, the French president, as
Scots went to the polls. That may be an exaggeration, but it cap-
tures the fears ofmany. 7

Let’s stick together

The European Union realises it is not designed to deal with the disintegration ofmembers
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NOBODYasked to design a political sys-
tem for Britain would ever propose

the one it has. The one-and-a-bit large is-
lands (and many smaller ones) that The
Economist calls home are a hotch-potch of
parliamentary systems, unevenly distri-
buted powers and constitutional uncer-
tainties. The set-up is as uneven as Britain’s
history is eventful, which is no coinci-
dence: the causes of the mess date back
centuries. The latest upheaval—Scotland’s
referendum on independence, which end-
ed with a “no” vote on September 18th—
has made things untidier still. 

The formation of a United Kingdom
was far from inevitable. For centuries Scot-
land was politically closer to France (and at
times even to Norway) than it was to Eng-
land. Even when the Anglo-Welsh and
Scottish crowns were joined in 1603, they
remained two separate countries, their
border a lawless place inhabited by bands
of lance-wielding “reivers”. A failed Scot-
tish colonial venture in Panama gave the
English the diplomatic leverage to form the
United Kingdom in 1707. That an indepen-
dent Scotland died at the quill rather than
at the sword explains why it was never
wholly dissolved into the British state. The
country kept its own church and legal sys-
tem. In 1801 Ireland, too, was assimilated
into the union by treaty. 

For many years the cracks between the
United Kingdom’s parts were subtle; “Eng-
lish” and “British” were used interchange-

vote threshold that had been inserted into
the referendum bill. 

At about the same time, the union be-
gan to pull part politically. The Scots and
the Welsh resented the monetarist reforms
of Margaret Thatcher, Britain’s prime min-
ister in the 1980s, and turned away from
her party. In the 1950s the Conservative
Party was level-pegging with Labour in
Scotland; in the 2010 general election it
won just one of its 59 seats. 

When, in 1997, Labour returned to gov-
ernment ready to finish the taskthat its pre-
decessors had started two decades earlier,
the Scots, Welsh and Northern Irish all en-
dorsed devolution. Edinburgh and Cardiff
got eye-wateringly expensive new civic
buildings to complement their new pow-
ers. The Scottish Parliament meets in a lop-
sided wood-and-glass complex evoking
pine forests and upturned fishing boats. 

The politicians within spend a good
deal, too. Scotland has done especially
well out of the Barnett formula, which cal-
culates grants for the devolved authorities
by scaling down spending changes in Eng-
land according to population and levels of
devolution. In the 2012-13 fiscal year, the lat-
est for which figures are available, total
public spending per head was £10,152
($16,600) in Scotland but £8,529 in England.

The Scottish Parliament can make laws
in all areas, including education, health
and some bits ofwelfare policy, not specifi-
cally reserved to Westminster by the Scot-
land Act of 1998. The Welsh, by contrast,
can only exercise specifically devolved
powers in their Assembly. Northern Ire-
land is another case entirely. Devolution
there is tied to power-sharing between na-
tionalists and unionists. Powers were
pulled back to London when relations
broke down between 2002 and 2007.

Though most politicians in the de-
volved authorities want more power, they

ably. Colonial derring-do helped solidify
the union at home. Scots were especially
prominent in the British empire: they tu-
tored both Thomas Jefferson and James
Madison, often ran India and founded
Hong Kong’s mightiest trading company. 

The bonds came apart in jolts, many
years apart. The rise of Irish nationalism in
the 1880s prompted William Gladstone,
Britain’s prime minister, to advocate
“home rule” for Ireland—and to muse
about what was then known as “home
rule all round”, ora federal structure for the
entire United Kingdom. Ireland eventually
gained independence after the first world
war. In the 1930s separatist violence began
to flare in the northern, mostly Protestant
bit that had remained in Britain. Then the
Empire went, dissolving the glue that had
bound the union. 

Land ofhope and Tory
As heavy industry declined in Scotland,
Wales and Northern Ireland and oil was
found under Scottish waters, talk of home
rule started up again. In two general elec-
tions in 1974, support for the secessionist
Scottish National Party (SNP) surged as
posters went up bemoaning the loss of
“Scotland’s oil”. The unstable Labour gov-
ernment that followed drew up plans for
devolution in return for the support of
Scottish and Welsh nationalists. Scottish
voters approved an assembly in a plebi-
scite in 1979, but failed to clear a minimum

Devolution and nationalism

Let England shake

Scotland’s independence referendum has opened cracks in the United Kingdom
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2 are getting it at a different pace. The first
minister of Wales, Carwyn Jones, says he
will only take on tax-raising powers if the
Barnett formula (under which Wales does
worse than Scotland, though better than
England) is reformed and ifthe power to al-
ter tax bands is also devolved. Scotland
gained control of its railways in 2007, then
its planning rules in 2008. In 2012 a new
Scotland Act granted Edinburgh greater in-
come taxand borrowingpowers, due to be
transferred in 2015 and 2016. 

Still, the overall direction of travel is
clear: towards greater autonomy for every
bit of Britain except England, which con-
tains 84% of the population. The English
have been remarkably sanguine about de-
volution: fewer than a quarter say they
would reverse it. Yet resentment at the
anomaly is rising. 

Askan Englishman what most riles him
about devolution and he will probably
mention the amount of public spending
lavished on Scotland. Polling suggests that
the proportion thinking thisover-generous
rose from a quarter to over half in the de-
cade to 2012. In the Dog and Duck, a pub in
the Yorkshire town ofBeverley, it is the sub-
ject of lively debate. “They’re like the reiv-
ers,” jokes one man of the Scots, “coming
over the border and raiding our coffers.”

Meanwhile the mixture of British and
English identities is separating out. In a
forced-choice question asked annually in
the British Social Attitudes survey, 55% of
English voters in 1997 called themselves
British and 33% said they were English. By
2012 that 22-point lead had vanished: both
identities were on 43%. English identity is
now more strongly felt than most equiva-
lents in western Europe, including Bavar-
ian, Galician and Breton nationalities. Mi-
chael Kenny, an authority on Englishness,
cites it as a factor in the rise of the UK Inde-
pendence Party (UKIP), a right-wing outfit
attracting disaffected voters from the Con-
servatives and Labour. 

Despite years of devolution to Britain’s
periphery, the parliament in Westminster
looks remarkably similar to how it did in
1997. Scottish, Welsh and Northern Irish
MPs have the same rights as English ones,

even in votes not affecting their constitu-
ents. This gives rise to the West Lothian
Question, after Tam Dalyell, MP for that
Scottish seat, who asked in 1977 why, under
devolution, he should vote on matters
only affecting the English. In practice the
anomaly has rarely affected votes in Parlia-
ment—with a few exceptions, including
one in 2004 when Scottish MPs helped in-
crease tuition fees paid by English stu-
dents. Still, the principle appears increas-
ingly unjust to the English (see chart 1). 

Pulling apart
Austerity and the general election of 2010
intensified resentments on both sides of
the border. The SNP partly owed its unex-
pected majority in the 2011 Scottish elec-
tion to anger at spending cuts imposed by
the Conservative-Liberal Democrat co-
alition government, which seem to have
drawn Scots’ attention to the fact that
many decisions are still made in London
(see chart 2). That voters north of the bor-
der had strongly favoured a Labour gov-
ernment in the 2010 election enabled na-
tionalists to advocate independence on
the grounds that Scots would henceforth
get the government they voted for. 

The referendum campaign that ended
with a “no” vote on September 18th was
fought between nationalists decrying the
heartless English yoke and unionist lead-
ers promising Scots ever greater autonomy
within the United Kingdom—and a contin-
uation of the Barnett formula—to encour-
age them to stay. These pleas culminated
on September16th, when the leadersof the
Conservative, Labour and Liberal Demo-
crat parties issued a panicked “vow” to
grantScotland newpowerswithin months
ofa “no” vote.

English MPs—particularly Tory ones—
seethed as the Scottish campaign wore on.
By referendum day, says one Conservative

grandee, the anti-English tone in Scotland,
combined with the promise of further de-
volution and the preservation of the hated
Barnett formula, had rendered the status
quo unsustainable. David Cameron
would have to offer something to England.
His response on the morning after the re-
sult, calling for a decisive answer to the
West Lothian Question, was a canny way
of embracing the inevitable. The prime
minister reportedly hit on the wheeze over
a curry with George Osborne, the chancel-
lor of the exchequer, the night before. 

The two main parties have long agreed
that the English deserve more power. But
they differ over the form this should take.
The Tories could thrive electorally in insti-
tutions covering England as a whole,
where they do better electorally than
across Britain, so tend to endorse these. La-
bour’s strongholds are in the big cities and
the north, so it leans towards regional and
metropolitan devolution.

In the past three general elections, the
Conservatives have included English-only
parliamentary votes on English laws
among their manifesto pledges. In his
statement after the Scottish referendum
David Cameron revived this old cause, ap-
pointing William Hague, a former Tory
Party leader, to chair a cabinet committee
to look into such solutions to the English
question. The measure could help the To-
ries woo English nationalists tempted to
vote UKIP and is overwhelmingly popular
among Conservative MPs. Handily, it
would also dilute Labour’s voting
strength—from 40% of MPs at present to
37%. Ed Miliband and other Labour figures
have spent the past few days wriggling
when asked whether they would support
the measure. 

Sir Malcolm Rifkind, a Scottish Conser-
vative, has argued that it is practical. He ad-
vocates a requirement that bills applying
only to England obtain majorities both of
the whole House ofCommons and ofEng-
lish MPs. A milder solution—which Nick
Clegg, the Lib Dem leader, has been talking
up—was floated by the McKay commis-
sion, a panel asked to look into the matter
by the government in 2012. Under this

2The Tory bounce
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2 model, legislation deemed English-only
would pass through committees ofEnglish
MPs foramendment before beingvoted on
by the entire house.

English-only votes in any guise would,
however, be tricky. Ministers and civil ser-
vants would have to find a way of drafting
legislation to separate out sections apply-
ing only to England—or perhaps England
and Wales. And it would create a risk of
deadlock in the event ofa national govern-
ment reliant on Scottish MPs for its major-
ity. This has rarely been the case in the past,
but could result from next year’s election. 

Some Conservatives, along with the
English Democrats, a small nationalist
party, would go further and create an Eng-
lish parliament either in Westminster or
elsewhere (York, Warwickand Winchester
have all been mooted). The British prime
minister would look more like a president,
dealing with foreign affairs, defence and
infrastructure but with little control over
mostdomesticpolicy. Thiswould solve the
West Lothian Question once and for all. 

But it could create big problems. Robert
Hazell of University College London
points out that federal systems with a sin-
gle dominant state have rarely survived for
long. The West Indies Federation failed in
1962 after just four years in part because of
the heft of Jamaica—which was still not as
great as is the might of England within the
United Kingdom. An English first minister
would have the power to undermine the
British prime minister; if the two were of
different parties, a long power struggle
could ensue. 

Labour’s preferred alternative—English
regional assemblies covering populations
roughly the size of Scotland—went down
in flames when voters in north-east Eng-
land voted on it in 2004. But many in the
party remain convinced that sub-national
devolution is the answer to the English
question, or at least a large part of it. Some
would revive regional assemblies, protest-
ing that the 2004 referendum was badly
managed and the offer of local power in-
sufficiently bold. Mr Miliband, responding
to Mr Cameron’s call for English-only
votes, argued for a detailed constitutional
convention to lookatoptions such as great-
er autonomy for regions. Others in Labour
would pass more power to cities and city
regions (see next article). 

Muddling through, as usual
No solution besides English-only votes en-
joys consistent majority support among
the English. Backing for an English parlia-
ment has inched up in the Future of Eng-
land Survey, but is still below a third. And
even the popular option will not be imple-
mented soon. Parliamentary time before
next year’s general election, due to take
place in May, is running out and no party is
in the mood for compromise. 

Instead, it is expected that Mr Hague’s

cabinet committee will spell out the op-
tions for reform, which will then be used
by Conservatives to bash Labour for ne-
glecting the rights of English voters. Unless
the Tories win a majority next year, the re-
sult will probably be a fudge involving one
or more of the milder possibilities on offer. 

For reformers, this is infuriating. Brit-
ain’s messy constitution is a product of de-
cades, even centuries, of muddling
through, slapping sticking plasters on pro-
blems and hoping the whole thing holds
together. Even now, as the United Kingdom
recovers from a close brush with oblivion,
such an outcome appears more likely than
a thorough solution. As Benjamin Disraeli,
a Victorian prime minister, once put it (re-
ferring to Britain): “England is governed
not by logic but by Parliament.” That Brit-
ain has an illogical Parliament, then, is per-
haps only natural. 7

DAVID CAMERON’s announcement on
the morning of September 19th that

the constitutional status of England must
be resolved set offa political storm. But the
prime minister also said something else,
largely ignored by Westminster but keenly
heard in the provinces. There is a need, he
said, “to empower our great cities”. 

Britain’s big cities used to be political
and economic powerhouses—witness the
spectacular town halls in Birmingham, Liv-

erpool and Manchester (pictured). But
since the second world war Westminster
hasgraduallystripped them ofpower, and,
London excepted, their importance has de-
clined. Many of England’s provincial cities
perform below the national average, and
stack up poorly against European counter-
parts. In 2010 Manchester had a GDP per
head of €23,687 ($31,430), compared with
€48,606 in Munich and €30,932 in Mar-
seilles, according to ResPublica, a think-
tank.

But as MPs try to work out how to give
England powers roughly commensurate
with those given to Scotland, Wales and
Northern Ireland, the cities are seizing the
opportunity to push for more autonomy.
Leading the way is the world’s first great in-
dustrial city: Manchester. 

In 2011 Manchester and its nine metro-
politan neighbours formed the Greater
ManchesterCombined Authority (GMCA).
This has regenerated large tracts of land
and built a city-wide tram system. Other
ambitious plans are in the offing. The city
wants to add powers over welfare, tax-
ation and public spending to its control of
transport, housingand planningpolicy. Al-
ready, some of the tax proceeds of eco-
nomic growth are rebated to finance infra-
structure investment. 

Greater Manchester has a population
of2.7m, and growing. Its economy is bigger
than that of Wales and its growth rate is
faster than Scotland’s. Yet it is burdened
with welfare payments, and struggles to
deliver services efficiently. Its public
spending is £22.5 billion ($36.7 billion) each
year, but it raises only £17.7 billion in tax. 

“Public services don’t work because
they are run through departmental silos
dictated by Whitehall,” says Mike Emmer-
ich of New Economy, a Manchester think-
tank. Lack of co-ordination between, for
example, the National Health Service, con-
trolled centrally, and elderly care, handled
locally, leads to waste. Local leaders say
that millions of pounds in training do not
produce the right skills because it is all con-
trolled from London. It defies logic, says Mr
Emmerich, to believe such things are best
micromanaged from the capital.

Other combined authorities have
sprungup, centred around Liverpool, Shef-
field, Leeds and Newcastle. That has
thrilled some wonks, who believe that fur-
ther decentralisation would enable such
cities to do for the north of England what
London has done for the south. 

It would not, however, solve the West
Lothian Question. Everywhere outside the
big cities would still be run from Westmin-
ster, so even ifManchesterwere to be given
control over schools there would still be
national education bills on which Scottish
MPs could vote. That still needs to be re-
solved. In the meantime, devolution to cit-
ies is up and running, and could lead to a
new urban renaissance. 7

Devolution to cities

Devo Manc
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Westminsterhas already begun giving
more powerto English cities 
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“HAPPY”, this summer’s big feel-good hit, blared before Ed
Miliband’s speech to the Labour Party’s annual confer-

ence in Manchester on September 23rd, but heaven knows why.
On the evidence of this subdued assembly, just seven months
from the next general election, Labour has little to smile about.
Neither, in Mr Miliband’s view, does Britain.

It is a wretched place, explained the Labour leader. On jour-
neysacross the country—though mostlywithin a two-mile radius
ofhis north London abode—he claimed to have detected a “silent
majority” ravaged by bad jobs, low wages, high tuition fees and
unaffordable housing. The young, represented in his speech by a
pair of students Mr Miliband met while ambling on Hampstead
Heath, despair at the “black hole” dug for them by the baby
boomers. Apprentices are so rare Mr Miliband had brought one
with him, an embarrassed-looking trainee engineer called Eliza-
beth. “One of the lucky few,” he intoned morosely, as if she had
survived an atrocity. The only contented ordinary person Mr Mi-
liband appeared to have met was Colin, who liked the National
Health Service, but “sadly passed away a few weeks later.”

With its patchy recovery, creakingpublic services and housing
shortage, Britain has problems all right. And opposition politi-
cians always do attack the status quo. But ifScotland’s nationalist
surge showed anything it is the political force of hope—and to
find any in the Labour leader’s miserabilist diagnosis you have to
believe he is uniquely able to bring the enormous change he
promises to his ruined land. Hardly anyone does. Only a fifth of
Britons—including fewer than halfofLabour voters—consider Mr
Miliband up to the taskofbeing prime minister.

That is the humiliating context in which the Labour leader’s
increasingly dreich analysis, mawkish sentiment, outlandish
promises and murdering of the English language (“Together says
it isnot just the rich and powerful whose voice should be heard!”)
are being received, even by his own party. The Labour crowd in
Manchester listened in quiet dismay to much of Mr Miliband’s
speech. It rarely cheered—Mr Miliband had to repeat a line about
how awful Conservatives are to raise the first hurrah—and it guf-
fawed with nervous relief when he made a self-deprecating gag
about his own unpopularity. The biggest ovation Mr Miliband
got, for his courage in denouncing a vicious tabloid slandering of

his dead father, was more in comradely sympathy than triumph.
Labour people like their amiable, decent leader. But few are en-
thusiasticaboutgoing into battle forsuch an uninspiring and gen-
erally ridiculed politician—even as Mr Miliband retains, through
electoral happenstance, a solid chance ofbecomingBritain’s next
prime minister.

He believes his poor standing is largely down to the hostility
of the right-wing media. He is also said to suspect anti-Semitism
playsa part in that. He would do better to considerhis bunglingof
what could have been, in more adroit hands, a promising agenda.
Because the Labour’s leader’s initial observation, that the 2008 fi-
nancial crisis was an indictment of a complacent elite, against
which some sort of public backlash was likely, was correct. Pre-
senting himselfas a man to take on that establishment was there-
fore well judged. Yet the problems with his efforts to break “the
closed circles ofBritain” have been glaring.

Mr Miliband, who collects his ideas more from left-wing pam-
phlets than strolls in the park, misjudged the nature of the back-
lash. He anticipated rising demand for a bigger state role in the
economy, in the form ofregulation, publicownership and a thou-
sand other of the social-democratic interventions he had always
hankered after. Yet most Britons, even members of the hard-
working “squeezed middle” whose problems he aptly describes,
are suspicious ofan agenda that appears hostile to free enterprise
and personal responsibility, the intellectual foundation of every
administration they have elected for 35 years. They also have a
more jaundiced view of government than Mr Miliband. Most
blame politicians, as well as bankers, for the crisis—in particular
the free-spending Labour politicians in power at the time. Again,
that includes Labour voters, fewer than half of whom trust their
leader to run the economy. 

Mr Miliband has had four years to respond to these doubts.
His priority should obviously have been to win back a degree of
credibility on the economy, by insisting that a future Labour gov-
ernment would show the fiscal discipline of the current Conser-
vative-led one. He and his shadow chancellor, Ed Balls, feared
this would make Labour indistinguishable from the Tories. To the
contrary, it was the essential enabling condition for Mr Miliband
to sell his ideas, includingsome good ones, forexample on boost-
ing apprenticeships and decentralisation, to a sceptical public. 

Having failed in this, Mr Miliband has resorted to rallying La-
bour’s base. Hence his increasingly apocalyptic descriptions of
Britain under the Tories, a place so implausibly grim that only the
most tribal Labour voter could recognise it. Hence, too, his failure
to say almost anything about enterprise or deficit reduction, nei-
ther of which he mentioned this week. Mr Miliband later said he
had intended to talkabout the deficit, but forgot.

Ed the undeserving
Absent something astonishing, Mr Miliband is not going to
change the pooropinion most Britons have formed ofhim before
the election. Ifhe winspower, itwill be down to the rise ofthe UK
Independence Party, which has split the right. Weak, accidental,
unprepared for the austerity measures it would be forced to un-
dertake and with no popular mandate for Mr Miliband’s bold
ideas, his government would have its disadvantages.

That no one in Manchester showed much relish for power
may be partly down to François Hollande. Mr Miliband once lau-
ded the French president’s left-wing programme, which has since
flopped. Now he is threatening to emulate it—without the sex. 7

The dreary world of Ed Miliband
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SILVIA CATALÀ, a publisher in Barcelo-
na, used to live in Glasgow. On Septem-

ber 18th her social-message apps filled up
with photographs from Glaswegian
friends of the red and gold Catalan flag be-
ing waved by activists from the north-east-
ern Spanish region, visiting for Scotland’s
referendum on independence. Back in Bar-
celona the Loch Inn, a Scottish bar, showed
its support by serving haggis with neeps
and tatties (turnips and potatoes). 

Even forlorn and far-flung separatist
hopes were briefly fanned: in the run-up to
the Scottish vote the Texas Nationalist
League said it was “paving the way” for the
secession of Texas from the United States.
Catalonia is not the only place where die-
hards have found inspiration even in Scot-
land’s eventual No. Separatists in Quebec,
who have twice lost referendums, and
where the Parti Québécois (PQ), the main
separatist party, has recently suffered a
crushing defeat in a provincial election,
have started to hope again, too. And the
wording of the Scottish vote, the response
of national governments to the possibility
of defeat and the differing fortunes of the
three nations’ separatists hold lessons for
governments and independence move-
ments around the world.

Since 2008 the Catalan independence
movement has been boosted by the euro
crisisand bySpain’seconomic travails. The
region is one of Spain’s richest; locals be-
lieve they are held backby an inept Madrid

pressure group founded in 2012 that has
helped push support for separatism to his-
toric highs. Polling results are mixed. Al-
though three-quarters ofCatalans say they
want a referendum, only around half iden-
tify as separatists.

IfMrMasbows to a ban imposed by the
centre it would enrage the fervently sepa-
ratist Catalan Republican Left (ERC) party
which props up his minority government.
He might turn to Catalonia’s Socialists,
who oppose any referendum not sup-
ported by the central government. He
could defy the constitutional court, face ar-
rest and see Catalonia’s self-government
suspended. Or he could resign and call
elections: a resounding victory for separat-
ist parties would be hard for the national
government to ignore. But the ERC, histori-
cally more hardline than Mr Mas’s own
Convergence and Union coalition, would
probably emerge the biggest winner. 

From aye to oui
Quebec has experienced no similar sepa-
ratist surge. Referendums on indepen-
dence were lost in 1980 and 1995. The sec-
ond of those losses, by a wafer-thin
margin, seems to have been a high-water
mark for separatism. The PQ, whose vote
share is a reliable indication of separatist
sentiment, was tossed out of power in
April and is now leaderless. 

Young voters, who used to be keenest
on independence, had been leaving in
droves. But after witnessing the campaign
in Scotland theyhave started to come back,
says Jean-François Lisée, a potential PQ
leadership contender. The negotiations be-
tween the British and Scottish govern-
ments on holding the referendum, the re-
spect for campaign-spending limits and
the simple majority required for secession
were also fine examples for Canada, he
adds—and very different from Quebec’s

government. Their cause was strength-
ened in 2010 by widespread outrage after
the country’s constitutional court over-
turned parts ofa 2006 Catalan self-govern-
ment charter that referred to the region as a
“nation” and further privileged the Cata-
lan language. In recent years Catalonia’s
national day, September 11th, has seen
huge marches for independence.

The dayafterScotland’svote ArturMas,
the Catalan president, steered a law allow-
ing local referendums through Catalonia’s
parliament. As The Economist went to
press he was due to announce a non-bind-
ing referendum for November 9th. The
Spanish prime minister, Mariano Rajoy, is
expected to ask the constitutional court to
overturn the law and halt the referendum
(the constitution says only the central gov-
ernment may call referendums on major
issues). But Mr Mas is showing no sign of
backing down.

Catalan separatists contrast Mr Rajoy’s
stance with that of David Cameron, Brit-
ain’s prime minister. “We could have
blocked [the referendum]…but I am also a
democrat,” he said after the vote. Mr Mas
says that all Catalans seek is the chance to
make a similar choice. Catalan separatists
also think Mr Cameron was right to say
that, if he had not agreed to a referendum,
Scottish separatism would have been giv-
en a fillip. “The [Spanish] government has
helped us a lot,” says Carme Forcadell,
head of the Catalan National Assembly, a

Separatism after Scotland

Where the dream lives on

BARCELONA AND OTTAWA

Scotland’s No to independence disappointed separatists everywhere. But it has
stoked theirdesire to vote 
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2 previous two votes.
The federal Clarity Act passed in 2000

gave the government in Ottawa the right to
decide whether the question posed in any
future referendum on independence was
clear and whether a “clear majority” had
been achieved. A Yes vote would merely
trigger negotiations with the federal gov-
ernment. Legal separation would then re-
quire amending the constitution, a slow

and difficult process. “The Canadian way
has been completely rebuffed by the Brit-
ish government,” says Mr Lisée. “That’s a
very powerful message.”

Another lesson from Scotland for Que-
bec’s separatists is the importance of win-
ning immigrants over to the independence
camp. A big reason for the PQ’s failure in
April was its proposal for a “charter of val-
ues”, banning the display of “conspicu-

ous” religious symbols in public buildings
or by public employees. This alienated
many of Quebec’s 1m immigrants and
many voters in multicultural Montreal. 

Identity politics was not completely ab-
sent in Scotland, says André Lecours of the
University of Ottawa, who studies inde-
pendence movements and was in Edin-
burgh for the vote. But overall Scotland’s
nationalists presented an inclusive vision
of the country’s future as an independent
nation. Eligibility to vote depended on resi-
dency, rather than place of birth. Both Mr
Lisée and Bernard Drainville, the minister
behind the charter and another potential
leadership candidate, have noted that the
Scottish separatists’ commitment to inclu-
sion seemed to help their cause.

Perhaps the most important lesson
Quebec can offer Britain—and all govern-
ments with restless regions—is that the los-
ing side will watch closely to see whether
promises made in the dying days of a cam-
paign are kept. As the polls briefly swung
in favour of Scottish secession, Mr Camer-
on said that, if Scotland stayed, it would
continue to be favoured in the allocation
of public money, and would be granted
new powers on matters such as taxation
and welfare spending. Those promises are
now proving a headache. But should Mr
Cameron be tempted to fudge, he should
note that the Canadian federal govern-
ment’s reneging on promises made before
the 1980 vote led directly to the referendum
in 1995—and continue to keep the separatist
dream alive today. 7

Separatism in Africa

Why can’t we do it peacefully?

AFRICA embraces more than a thou-
sand ethnic groups and languages

lumped crudely together by colonial
mapmakers. So it is surprising that bids
for secession have become rare. The
African Union (AU), like its predecessor,
the Organisation ofAfrican Unity,
frowns on the idea, since so many coun-
tries are artificial affairs where tribal
loyalties often trump national ones. 

Separatist sentiment across the con-
tinent has also dwindled as governance
has improved, federalism or decentral-
isation have been more widely accepted
and democracy has become more en-
trenched. And past bids for secession still
make Africans quail. The Nigerian civil
war (1967-70), when the south-eastern
region known as Biafra sought to break
off, left up to 2m dead. A similar bid by
Congo’s south-eastern province ofKatan-
ga in 1960 caused five years ofmayhem. 

In two other cases, long, bloody civil
wars eventually led to internationally
recognised separation. Eritrea’s secession
from Ethiopia was accepted in 1993. And
South Sudan was hailed as independent
of the mainly Arab north in 2011 (though
the new country has since fallen into
internecine chaos). In both cases, peace
accords were sealed by referendums. 

When central government fails, sepa-
ratist feeling on the fringe, often spurred
by ethnic or sectarian strife, tends to rise.
That happened two years ago in Mali,
where the Tuareg people, together with
assorted jihadists, sought secession or
something like it. France and a regional
alliance stepped in to prevent the split by
force. In turbulent Libya there has been
talkofCyrenaica, its eastern part, bidding
for autonomy or independence. And the
Islamist fanatics ofBoko Haram in north-
eastern Nigeria seek to hold territory
there as part of their would-be caliphate.

In other places where prosperity and
stability have increased, separatist fer-
vour has faded: for example, in oil-rich
Angola’s little Cabinda enclave, Senegal’s
Casamance region and in a once-British
coastal strip ofmainly Francophone
Cameroon. The two most serious un-
resolved cases for separation concern
Western Sahara, claimed and controlled
by Morocco, and Somaliland, which runs
itself. The Saharans’ Polisario movement,
egged on by Algeria, seeks independence
for the phosphate-rich coastal strip from
Morocco, which grabbed the strip after
Spain left in 1975. Nearly half the AU,
including South Africa, backs Polisario,
but France and other big powers lean
towards Morocco. An agreement to hold
a referendum has foundered on the
question ofwho would be eligible to
vote in it. In global forums, Polisario’s
cause may be fading. 

In 2001the Somalilanders, whose
territory was separately administered (by
Britain) before becoming part ofSomalia
in 1960, voted overwhelmingly in a refer-
endum for independence from the rest of
Somalia, which has been ravaged by two
decades ofcivil war. The longer it can
remain stable and relatively democratic,
the better its chances of international
recognition. Like other African separat-
ists, its rulers lookat the decision to hold
a vote in Scotland and askwhy they
should not also be given an opportunity
to depart in peace.

Acontinent’s dwindling secessionists looked wistfully at Scotland 
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ONE of the happier trends of the first
years of this century has been a dra-

matic fall in infant mortality. In 2013
around 6.3m children under the age of five
died around the world, down from 9.7m in
2000. Achieving a two-thirds decline from
1990 mortality rates (when 12.7m children
aged five or under died) was one of the
UN’s Millennium Development Goals
(MDGs), a set of eight development targets
for 2015 that were approved at a UN sum-
mit in 2000. Working out the extent to
which the MDGs were responsible for this
decline has become a bigpart ofthe debate
over whether they were a success and
what should replace them when they ex-
pire next year.

The main difficulty is to guess what
would have happened had the MDGs not
been set, points out John McArthur of the 

Falling child mortality

The causes of a
welcome trend

NEW YORK

Setting goals helped save young lives
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2 Brookings Institution in a new paper, “Sev-
en Million Lives Saved”. During the 1990s
the number of child deaths was already
falling steeply, and it may be reasonable to
assume that this would have continued. 

The paper models the counterfactual
by extrapolating from the 1990s using data
from all 173 countries with populations
above 200,000 in 2000, of which 141 were
considered “developing” rather than “de-
veloped”. Since the decline in infant mor-
tality seemed to accelerate in the second
half of the 1990s, it considered two coun-
terfactual trends: one based on the decade
and another on 1996-2001, after which the
phrase “millennium development goal”
began to be used widely by policymakers
around the world (see chart). Nearly two-
thirds of developing countries included in
the study saw the decline in child mortal-
ity accelerate compared with 1996-2001. 

If the trend for the whole of the 1990s is
extrapolated to 2013, 8.2m children under
five would have died globally last year; the
cumulative total oflives“saved” since 2001
is 13.6m. Using the second extrapolation,
the numberofchild deaths last yearwould
have been around 7.4m—1.1m higher than it
actually was—and cumulatively 7.5m more
children would have died if that trend had
continued. 

In Sub-Saharan Africa, where in 2001
only two countries were on track to
achieve the MDG child-mortality goal by
2015, more than 90% ofcountrieshave seen
the decline in child deaths accelerate com-
pared with 1996-2001. (Less happily, the
number of countries in Latin America and
the Caribbean on track to achieve the goal
by 2015 has slipped from 11 in 2001to six.)

These findings do not prove that setting
the MDGs caused child deaths to fall, mere-
ly that something improved in the years
that followed. Nor does the fact that the
biggest improvements came in poorer
countries that were the main focus of
MDG-inspired policies, lobbying, educa-
tion and aid. Perhaps all this would have
happened anyway. On balance, though,
there is good circumstantial evidence that
setting the child-mortality MDG helped
save millions ofyoung lives. 7

Falling faster

Source: Brookings Institution *Developing countries

Number of deaths of under-5-year-olds*, m

4

6

8

10

12

14

1990 95 2000 05 10 13

Actual At 1990-
2000 trend

At 1996-
2001 trend

OUSMANE sweats under a tin roof as
he thumbs through a Chinese smart-

phone that he is selling at the technology
market in Bamako, Mali. Words in French,
Mali’s official language, scroll down the
screen. “A ka nyi?” (Is it good?) a customer
asks him in Bambara, Mali’s most widely
used tongue. 

Mozilla, the foundation behind Firefox,
an open-source web browser, wants Ous-
mane’s customers to have the option of a
device that speaks their language. Smart-
phones with its operating system (OS) are
already on sale in 24 countries, including
Bangladesh, India, Indonesia and Mexico,
for as little as $33. Other countries will be
added as it makes more deals with handset
manufacturers. And Bambara is one of
dozens of languages into which volunteer
“localisers” are translating the OS. 

Mozilla has 230 localisation teams, says
Jeff Beatty, who co-ordinates some from
his office in Utah. Their work takes both
time and ingenuity. Firefox for a computer
uses about 40,000 words; for the phone
OS, 16,000. Translators must express tech-
nological terms in languages shaped by
livestock, farming and fishing, and choose
alternatives for culture-specific words
such as “cookie”, “file” and “mouse”. 

Ibrahima Sarr, a Senegalese coder, led
the translation ofFirefox into Fulah, which
is spoken by 20m people from Senegal to
Nigeria. “Crash” became hookii (a cow fall-
ing over but not dying); “timeout” became
a honaama (your fish has got away). “As-

pect ratio” became jeendondiral, a rebuke
from elders when a fishing net is wrongly
woven. In Malawi’s Chichewa language,
which has 10m speakers, “cached pages”
became mfutso wa tsamba, or bits of left-
over food. The windowless houses of the
440,000 speakers of Zapotec, a family of
indigenous languages in Mexico, meant
that computer “windows” became “eyes”.

The world speaks nearly 7,000 lan-
guages. Mali, with a population of15m, has
13 national languages and 40-60 smaller
ones, depending on where the border be-
tween language and dialect is drawn. Fire-
fox is available in 90 languages, which
serve almost all of the 40% of the global
population already online. Apple’s most
recent computer OS offers 33 languages out
of the box, and the new iPhone, 35. Google
offers 150, including dialects (and some
spurious ones such as “Pirate”). But some
languages spoken by millions are exclud-
ed, including Tibetan (3m-4m speakers)
and Bambara (10m, including those for
whom it is a second tongue). Bringing the
rest of the world online is not just a techni-
cal challenge, but a linguistic one. 

As a non-profit, Mozilla can put effort
into languages that offer no prospect of a
quick return. Songhai and Fulah, recently
made available in Firefox, are spoken
mainly by poor, illiterate herders and farm-
ers in the Sahel, who do not have smart-
phones. But when such people eventually
get online, they will benefit more if they
can do so in their own tongues.

As more languages are added, the Fire-
fox OS will create a sort of global Rosetta
stone. It uses all parts of speech, and older,
colourful words are pressed into service.
Mozilla has created a statistical tool for lin-
guistic analyses. And though 40,000
words is not a whole vocabulary, it is a sig-
nificant part. As well as bringing the lin-
guistically excluded online, localisation
may keep small languages alive. 7

Minority languages

Cookies, caches
and cows
BAMAKO, MALI

Translating technological terms throws
up some peculiarchallenges
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“CHANGE everything except your
wife and children.” Thus spoke Lee

Kun-hee, the boss of Samsung, two de-
cades ago at an emergency meeting with
his senior managers. He wanted the con-
glomerate (whose name means “Three
Stars”, implying that it would be huge and
eternal) to stop churning out vast quanti-
tiesofcheap productsand focuson quality,
to become one ofthe world’s leadingfirms.

Mr Lee (pictured, left) accomplished his
mission, probably beyond his wildest
dreams. Today the Samsung group, whose
74 companies have estimated annual rev-
enues of more than 400 trillion won ($387
billion) and 369,000 employees, is into
everything from washing-machines and
holiday resorts to container ships and life
insurance. But it is the group’s predomi-
nant electronics division that has made its
patriarch particularly proud: Samsung has
overtaken its Japanese rivals to become the
world leader in this industry by revenues,
outselling everyone in memory chips, flat-
panel televisions and smartphones.

Now Samsung is again at a point in its
76-year history at which much has to
change. This will be underlined if, as ex-
pected, Samsung Electronics issues a fresh
profit warning shortly. The company is not
facing existential threats. But the world
around it is in flux, and Samsung has to
adapt—from top to bottom.

Start at the top. In May Mr Lee, 72 years
old, suffered a heartattack. He is still in hos-
pital. Nobody expects him to return as he

gotiate with Apple, a bigcustomer for Sam-
sung’s chips (and a rival in smartphones),
young Mr Lee apparently managed to get
along with the often prickly Steve Jobs. He
was the only Samsung executive to be in-
vited to Jobs’s memorial service.

The succession is unlikely to happen
before another badly needed change is
well underway: reforming the group’sByz-
antine corporate structure. For example,
the group’s holding company, which has
just changed its name from Samsung Ever-
land to Cheil Industries, owns 19.3% of
Samsung Life, which owns 34.4% of Sam-
sung Card, which owns 5% of Cheil. (For a
simplified depiction, see next page.) 

This corporate hairball has let the Lees
exert control over the group with a stake of
less than 2%. But for various reasons they
are now likely to simplify it, explains
Shaun Cochran, a longtime Samsung-
watcher at CLSA, a broker. One is that the
rules against such circular shareholding
structures are being tightened. But the
most immediate consideration is the im-
minent succession—and the resulting in-
heritance tax. The family will have to pay
about six trillion won, according to some
estimates, and needs to raise cash.

This also goes a long way towards ex-
plainingwhy Samsungdenies any talkof a
restructuring: the more it seems a sure
thing, the higher the share price and thus
the taxbill. Because of the complexowner-
ship structures, some listed companies
within the group trade at a discount. When
news broke of the older Mr Lee’s heart at-
tack, the shares of Samsung Electronics
went up—mainly because a restructuring
was seen as more likely.

Denials notwithstanding, the restruc-
turinghasclearlybegun. Earlier this month
Samsung Heavy Industries and Samsung
Engineering announced plans to merge.
This will be followed by the IPOs of Sam-
sung SDS, a provider of IT services, per-

did in 2010, when he came back after
avoiding prison for embezzlement and tax
evasion. (He got off with a suspended sen-
tence of three years and was later par-
doned so he could remain a memberofthe
International Olympic Committee.)

Mr Lee’s only son, Lee Jae-yong (pic-
tured, right), looks certain to take control of
Samsung’s main businesses, and his two
daughters will run some smaller ones. The
younger Mr Lee, now 46, joined Samsung
Electronics in 2001 and ten years later had
the title ofvice-chairman. Other than a few
bare biographical facts, little is known
about him. “He is unproven as a manager,”
says Chang Sea-jin, a business-school pro-
fessor and author of “Sony vs Samsung”, a
book about the two Asian tech giants. De-
spite Samsung’s best PR efforts, most Kore-
ans still associate him with eSamsung, a
disastrous internet venture.

Those who have met him call him ap-
proachable and unassuming—quite unlike
his father, who is known for an imperial
management style. When the elder Mr Lee
visited factories, the red carpet was rolled
out and employees were not allowed to
look down on him from the windows. In
1995 he had thousands of faulty mobile
phones and other devices burned and
bulldozed in front ofweeping employees.

His son’s more restrained personality
may be just what Samsung Electronics, in
particular, now needs. To thrive it must
attractflighty technical talentand get along
with partners. Sent to Silicon Valley to ne-

Samsung

Waiting in the wings

SEOUL

As succession looms at the Korean conglomerate, much has to change
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2 haps as early as November, and of Cheil,
which is expected early next year. 

The flotation of Cheil is key, argues Mr
Cochran. Unlike other group companies it
is controlled directly by the Lee children
and a family foundation. The listings will
not only raise cash, but also make it easier
to put values on the group’s cross-share-
holdings. So it will be easier to unpick
these without attracting lawsuits. 

The sooner all this happens, the better:
the restructuring is distracting executives
from running theirbusinesses. One, in par-
ticular, needs attention: smartphones. Not
only has it been directly responsible for a
big chunk of the profits at Samsung Elec-
tronics, and thus the group; it is also the
biggest customerforotherpartsofthe busi-
ness, such as making chips and displays.

Samsung Electronics came from no-
where in the space of a few years, to grab
one-third of the market for smartphones in
2012. It did so mainly by being among the
first to bet on Android, Google’s popular
mobile operating system, and by offering
iPhone-like handsets at lower prices than
Apple. Yet since then, problems have been
piling up, and Samsung’s market share has
now slipped to 25%, reckons IDC, a market-
research firm. The Galaxy 5S, which Sam-
sung introduced in January, was derided
for its cheap plastic casing. 

Low-cost makers from China, such as
Xiaomi and Huawei, and new European
brands such as Wiko and Archos, are
attacking Samsung’s market from below.
From above, Apple has regained share, and
looks set to keep doing so after its recent
launch ofa “phablet”, a phone with a large
screen—a category where Samsung still
had an advantage. What ismore, the smart-
phone market is maturing; indeed, in Brit-
ain it is already shrinking.

If fighting back were simply a question
of making better hardware, Samsung
would be safe. This is what it knows best,
says Ben Wood of CCS Insight, another
market researcher. Since it launched Gal-
axy Gear, a smart watch, a year ago, it has
followed up with five further models.
“Samsung is prototyping in public,” says
Mr Wood. But smart watches also show
why Samsung is in trouble. The Apple
Watch, launched at the same time as the
bigger iPhone, may look a lot like the Gal-
axy Gear, but it comes embedded in an
ecosystem of software and services, such
as a new touchless payment system and
sophisticated health-monitoring apps.

Samsung will have a hard time match-
ing such an ecosystem. It does not control
Android, and an effort to establish its own
mobile operating system, Tizen, seems to
have been put on the back burner. Being
structurally a hardware company, and one
with a conformist Confucian culture, Sam-
sung would surprise many if it suddenly
came up with great apps and services.

So, the firm’s best chance is to stick with
gadgets, and to try to create ones that con-
sumers love so much that they fly off the
shelves, argues Francisco Jeronimo of IDC.
But it has to act fast. The fates of Nokia and
BlackBerry (which made another attempt
at a comeback on September 24th by
launching a new smartphone, the Pass-
port) show how quickly fortunes can re-
verse. And Apple sold 10m of its new
iPhones, including an updated smaller
model, in three days—a number that the
Galaxy 5S only reached after 25 days.

In all, the younger Mr Lee has his work
cut out for him. Samsung-watchers won-
der if he has it in him, but when he takes
overhe mayhave to make a “change every-
thing” speech ofhis own. 7

Circular chaebol

Source: CLSA *Formerly Samsung Everland

Corporate structure of Samsung Group, simplified version, September 2014

Unlisted Listed  % stake

Samsung
Electronics

SEMCO

Samsung
C&T

Samsung
SDI

Samsung
Card

Samsung Fire &
Marine Insurance

Samsung
Life Insurance

Cheil
 Industries*

Samsung
SDS

17.1 

4.0 

7.9

22.6 

23.7

3.5
19.3

15.0 

6.2 

5.0

0.0

4.8

1.5 

7.2

1.3 
8.0 

19.1 37.5 

34.4

NOTHING has changed, except for the
titles. That was the word from Oracle

after Larry Ellison said on September 18th
that he was resigning as chief executive.
The firm he founded in 1977 is now the
world’s biggest maker of business soft-
ware, with annual sales of $38 billion. Mr
Ellison will stay on as executive chairman
and focus on his main interest—technol-
ogy. His old job will be split between Safra
Catz and Mark Hurd, who already run the
firm’s operations.

Though there may be little immediate
effect, the title-shuffling may one day be
seen as the startofan upheaval like the one
IBM had to go through when smaller com-
puters dethroned the mainframe in the
1980sand early1990s. BigBlue almostwent
under in the process. BigRed—the colour of
Oracle’s logo—is unlikely to run such a risk,
but the shift will not be easy.

Other than when Oracle’s sponsored
boat won the America’s Cup last year, the
company has not been in the headlines
much since itboughta bunch ofother busi-
ness-software firms in the mid-2000s. It
seems to be doing a decent job of integrat-
ing those acquisitions. But they are less im-
portant than its core database business.
Most of the world’s big companies keep
their sales data and other crucial informa-
tion in Oracle’s digital stores. Rare is the
firm that switchesprovider. Thatgives Ora-
cle huge pricing power and a steady rev-
enue stream from upgrades and support
services. Its operating margin is 47%.

Oracle’s boss resigns

Transition, not
succession

Larry Ellison’s job swap is only the start
ofa big transition at the firm he founded
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2 But the beauty of technological pro-
gress is that it tends to undermine such
dominance. One trend is open-source soft-
ware: free programs written by communi-
ties of developers. This has been around
for some time, but is getting increasingly
sophisticated. A more recent development
is the cloud: computing services that are
delivered over the internet. And then there
is “big data”: the amount of information
companies collect is exploding, as more
and more data are gleaned from observing
and interacting with consumers.

Oracle has answers to these shifts. The
firm distributes its own open-source data-
base, MySQL. It was also one of the first to
offer “software as a service”, as cloud com-
puting used to be called; 4% of its revenues
now come from cloud services. And its
database software is quite capable of deal-
ing with huge amounts ofdata.

The problem is Oracle’s business mod-
el. Selling old-style corporate software is
not quite like sausage-making, but it is
equally unappealing: a pushy salesforce
persuades firms to pay a fat licence fee and
then charges for maintenance (more than
20% of the list price per year). In the case of
Oracle databases, most fees are high and
per processor, which means things get ex-
pensive quickly, eating up IT budgets. So
clients clamour for usage-based pricing,
which rivals, such as MongoDB, offer.

Oracle has a good chance of keeping
most existing contracts. But for many new
online applications, firms will opt for alter-
natives, says George Gilbert of TechAlpha
Partners, a consulting firm. This puts Ora-
cle in a quandary similar to one IBM once
faced. IBM pioneered Oracle-type data-
bases, but it hesitated to sell the low-price
servers needed to run them, to protect its
mainframe franchise. That created space
for disruptive newcomers—like Oracle.

Oracle has no intention of starring in a
remake of IBM’s film (possible title: “The
Innovator’s Dilemma”). Brent Thill of UBS,
a bank, says that “It took them some time,
but they now seem to know what they
need to do.” Oracle’s sales force now focus-
es on consulting, rather than commissions.
On September 28th, at its annual customer
shindig in San Francisco, it will launch a
new cloud-database service. But that still
leaves Oracle’s pricing problem: how to
maintain prices for its old customers, but
be competitive for new applications.

All ofwhich leaves the question of why
Mr Ellison, who still owns 25% of Oracle,
decided to step sideways now. Perhaps he
justwanted to markhis70th birthday—and
the beginning of a slow separation. At any
rate, the new job titles say little about who
will run Oracle when he really does go. In
the past he has suggested this might be
Thomas Kurian, now the head of product
development. Mr Kurian is still the man to
watch when Mr Ellison retires, perhaps to
the Hawaiian island he bought in 2012. 7

OF ALL the dark days that Tesco has
seen recently, September 22nd was

the blackest. That was when Britain’s big-
gest grocer—and the world’s third-largest
retailer—confessed that it had overstated
its already dismal profits for the first halfof
its fiscal year. They were £850m ($1.4 bil-
lion), not £1.1 billion, as Tesco had said in
August. Its share price has slumped by
about 15% since the disclosure. Credit-rat-
ing agencies have put its debt on watch for
a possible downgrade.

Tesco’s accounting fiasco (see box, next
page) follows a series of profit warnings
and the ousting in July of its boss, Philip
Clarke. His successor, Dave Lewis, has
promised “a comprehensive independent
investigation” and suspended four execu-
tives, including the chief of the company’s
British business, its biggest unit.

Serious questions are being asked
about how such a huge, established com-
pany could get into such a mess. Do its
directors know too little about selling gro-
ceries? None ofthe ten board members has
direct experience of managing a retailer. Is
Mr Clarke somehow to blame? He was
said to be a micro-manager, and several ex-
ecutives have left, including the chief fi-
nance officer in April. Did Tesco have a cor-
ner-cutting culture? Analysts have worried
before that its accounting policies were
more adventurous than those of its peers.

Whatever investigators now find in
Tesco’sbooks, it is clear that itsproblems go
deeper. They started under Mr Clarke’s

much-praised predecessor, Sir Terry Leahy,
who widened Tesco’s lead over its rivals
but built too many big stores and led ill-
judged forays into foreign markets like
America. Its profitability, as measured by
return on capital employed, fell by one-
third between 1998 and 2010. When Mr
Clarke arrived, he splashed out on store
upgrades but let Tesco’s prices creep up,
driving away customers. 

That was a killer mistake, given the
threat that Tesco and other conventional
supermarkets, from America to Australia,
face from “hard discounters”, which sell
food far more cheaply without compro-
mising on quality. The most fearsome are a
family-owned, publicity-shytrio from Ger-
many: Lidl and two firms called Aldi,
which separated to form northern and
southern branches in 1960.

In Europe the sales of discount grocers
(including those of a softer sort, like Penny
Markt of Germany and Dia of Spain) will
grow at a rate of 4.8% a year until 2017, pre-
dicts Kantar Retail, a market-research firm.
Those of conventional supermarkets will
rise at a rate of just 3.1%. The difference
sounds small, but soon adds up: by 2017
discounters will have almost one-fifth of
the European market. 

The hard discounters grow fastest
where their sort of retailing is least devel-
oped. In Britain the sales of Aldi and Lidl
jumped 29.1% and 17.7% respectively be-
tween the 12 weeks to September 15th 2013
and the same period this year. Tesco’s Brit-

Tesco’s crisis

A hard rain

Even if the British grocer’s accounting scandal is soon forgotten, its failure to protect
itselffrom hard discounters like Lidl and Aldi will still hang over it
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2 ish sales meanwhile dropped 4.5%. What-
ever the motives behind its miscounting of
revenues, it had the effect of disguising
how much Tesco was having to sacrifice
profits to limit the decline in sales.

Hard discounters differ from standard
supermarkets in several important ways.
They typically stock fewer than 2,000 pro-
ducts rather than the 40,000 or so in a big,
conventional supermarket. Most are own-
label rather than the manufacturers’ heavi-
ly advertised brands. They arrive at the
shops in “shelf-ready” packaging, which
avoids laborious stacking. Discounters
shun the special offers that supermarkets
and their suppliers use to boost sales (and
that were the reason for the rebates that
Tesco miscounted). Instead, they sell at
consistently low prices, which in Britain
are about a fifth lower than those of their
mainstream competitors.

Simplicity begets efficiency. When you
sell just one or two types ofmustard rather
than 30, notes Matthias Queck of Planet
Retail, a consulting firm, you get high vol-
umesforeach one, easierhandlingat ware-
houses and less riskofstockrunning out or
hitting its sell-by date. Promotional offers
mire supermarkets in wrangles with sup-
pliers; discounters’ consistent prices make
for easier negotiations, which focus on
quality and cost. Discounters plaster their
itemswith barcodes, shavingfractions ofa
second off the time to scan them; and the
low prices make shoppers less fussy about
customerservice. So discountersneed few-
er staff. 

Lidl has swept across western and cen-
tral Europe. Aldi North is in France, Spain
and the Benelux countries; the southern
branch is in Britain, Ireland and Austria. In
Australia Aldi South broke up a cosy oli-
gopoly, starting in the early 2000s, and has
claimed about10% of the market. 

In America they have “barely scratched
the surface,” says Bryan Roberts of Kantar
Retail. Yet Aldi South, which operates un-
der its own name, has already caused
“huge local disruption to pricing”; Aldi
North’s American venture is Trader Joe’s, a
slightly upmarket version of the German

original. Their expansion will add to the
woes ofWalmart, which is already fighting
competition from “dollar stores”. Lidl also
has its eyes on America, though it recently
postponed its entry from 2015 to 2018. 

As they chase conventional supermar-
kets the discounters themselves are chang-
ing. Just as Ryanair and easyJet are cau-
tiously adding some of the features of the
full-service airlines (such as flexible tickets
for business travellers), so as to continue
demolishing them, the hard-discount groc-
ers are compromising a little on their prin-
ciples, all the better to keep grabbing cus-
tomers from Tesco and its peers. The range
ofitems in a typical Aldi haswidened from
1,000 or so five years ago to 1,300-1,400.
Diet Coke now appears alongside Aldi’s
own Vive diet cola. Fresh and chilled food,
which had been a sideline for the hard dis-

counters, now accounts for a large share of
their sales. Lidl is shiftingfaster. Its German
stores stock 500 more items than Aldi’s,
says Mr Queck, and it has begun to offer
supermarket-like special offers.

The strategy is working. The recession
encouraged shoppers to give the discount-
ers a try. They kept coming back in part be-
cause they could find cosmetics and crois-
sants as well as cola and cornflakes. The
range has grown enough that discounters
can now serve as one-stop shops for some
people. 

The discounterscould go too far: as they
add frills like wine, which has to be stacked
by hand, and start spending on television
ads, they “risk falling into the trap of com-
plexity” that has ensnared the mainstream
supermarkets, says Mr Roberts. 

But right now, the march ofthe hard dis-

Special offer: half price

Sources: Thomson Reuters; press reports
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Tesco’s accounting problems

Not so funny

IT IS too soon to say whether the ac-
counting misstatement at Tesco was

cock-up or conspiracy. The source of the
discrepancy is already clear, however,
and it is as old as book-keeping itself: the
premature recognition of revenue.

Suppliers make payments to super-
markets that meet certain sales targets for
their products, run promotions or place
the goods in eye-catching places, such as
at the end ofaisles. Tesco managers
appear to have been too ambitious in
forecasting these “rebates”. They may
also have underreported the costs of
stolen and out-of-date produce.

In a study ofaccounting scandals at
American companies by the Committee
ofSponsoring Organisations, a business-
ethics body, the misrecording of revenues
was to blame in 60% ofcases. Manipula-
tion generally falls into one of two cate-
gories. In the first, involving “timing
differences”, the revenue is genuine but,
say, sales at the start ofa quarter are
booked as having been struck in the
previous one. The flipside of this is “cook-
ie jar” accounting: pushing today’s rev-
enue into tomorrow so it can be dipped
into to shore up weakquarters. 

In the second, more serious category,
the sales are fake: often, a related party
poses as a customer to generate phoney
invoices. Examples include Gowex, a
Spanish technology firm that folded
earlier this year, and Satyam Computer
of India, whose boss compared the esca-
lation of the $1.5 billion fraud to riding a
tiger that was ever harder to dismount
without being eaten.

Working out how much revenue to

bookand when can be a matter offine
judgment. It is especially tricky in long-
term contracts, such as in construction, or
when the sale ofgoods is bundled with a
service agreement, as with photocopiers.
In a sign ofhow complex an area this is,
only this year—after more than a decade
of talks—did European and American
standard-setters agree on a common
approach to revenue recognition. 

The complexity ofTesco’s promo-
tional deals with suppliers may also have
left much room for discretion, and honest
mistakes, as well as deliberate distor-
tions. But the risks around accounting for
such payments are hardly new. The
auditors ofseveral big retailers have
amplified their warnings in recent years
as rebates have taken up more space on
balance-sheets. In its most recent report,
in May, Tesco’s auditor, PwC, warned of
the “riskofmanipulation”. 

IfTesco’s books turn out to have been
deliberately cooked, it would be the
biggest fraud of its type in retailing since
the scandal at US Foodservice in 2000-03.
Several executives were fined or jailed for
creating bogus rebates to boost profits
and bonuses—complete with secret side
agreements, in which suppliers agreed
not to collect the exaggerated rebates. The
Dutch parent company, Royal Ahold,
settled with shareholders for $1.1billion.
Even if there was no fraudulent intent
and the problems stem from a misun-
derstanding of the rules rather than
knowing misapplication, the apparent
scale of the error suggests that, at the very
least, Tesco’s internal controls need a
thorough overhaul. 

Booking revenues, like comedy, is all about timing 
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2 counters looks set to continue. Even in
places like America and Britain where
economies are growing, real wages are
stagnant or falling. Tesco and its peers were
horribly late in recognising the lasting ef-
fect that squeezed incomes have had on
shoppers’ budgets. 

Belatedly they are slashing prices to
buy back a bit of market share—Carrefour,
France’s biggest hypermarket operator, has
had some success with this. But it will
knock a hole in their profit margins, and
does nothing to solve another problem:

they are burdened with huge, edge-of-
town outlets that look out of place in the
online-shopping age. The discounters’
smaller, more central stores are better
suited to changing consumption patterns. 

Shareholders of the mainstream groc-
ers should be angry at how they have let
these cut-price rivals steal customers from
under their noses. Tesco’s especially: after
all, the discounters are only following the
advice of its founder, Jack Cohen: pile it
high and sell it cheap. Tesco lost sight of
that simple message a long time ago. 7

RARE is the finance minister of a devel-
oping country who does not have

Cleary Gottlieb Steen & Hamilton on
speed-dial. Cleary, based in New York, has
long been the go-to law firm for govern-
ments in debt crises. Since 1983 the firm has
advised 28 sovereign debtors in 54 restruc-
turings. Its recent clients include Greece
and Iraq, as well as sturdier places like
South Korea. Cleary’s lawyers have reaped
both fame and fortune as a result: a survey
of 17,000 lawyers by Vault, a jobs site,
ranked it America’s seventh most presti-
gious firm. Its profit per partner of $2.9m
last year ranks it 12th, according to Ameri-
can Lawyer magazine.

In 2014, however, the firm’s sovereign
litigation clients have had a year to forget.
In July arbitrators in The Hague ruled that

Russia had illegally expropriated Yukos, a
big oil company. They ordered the govern-
ment to pay shareholders $50 billion, 20
times the previous record for arbitration.
Argentina has suffered three setbacks at
America’s Supreme Court. In March the
justices reinstated a $185m award against
the country. Three months later, they let a
ruling stand that banned Argentina from
servicing the bonds it issued in debt swaps
in 2005 and 2010, unless it also paid the full
claim of “holdout” investors who rejected
those deals. The decision led Argentina to
default. The court also approved the hold-
outs’ use of American subpoenas to hunt
for Argentine assets abroad.

Other parts of Cleary’s practice are also
having a rough year. This week an appeals
court in New York ruled that a lower court
was wrong to dismiss lawsuits that victims
of terrorist attacks in Israel had brought
against Cleary’s client, National Westmin-
ster Bank (see page 75). A charity linked to
Hamas, a Palestinian militant group, had
held an account at the bank. Cleary also
represented Google in a failed effort to pre-
vent a new “right to be forgotten” being es-
tablished in Europe, forcing the company
to block some search results. And press re-
ports have identified Cleary as one of the
firms said to have given advice to BNP Pari-
bas, a French bank, on transactions with
Iran, Sudan and Cuba, over which BNP lat-
er had to pay a $9 billion settlement. (Cle-
ary has declined to comment on this.) 

In any other industry, such a string of
losses would send customers scurrying.
Indeed, in Argentina opposition lawmak-
ers have proposed a bill to make the gov-
ernment switch firms. However, the rela-
tionship between a law firm’s income and
its success in court is murky. Clients know
that in a high-stakes suit they and their op-
ponents will both hire skilled and costly

counsel, and one side will lose. Unlike in
college debating contests, real-world re-
sults depend mainly on the merits rather
than the ingenuity of the arguments. Fur-
thermore, governments are sometimes
more motivated by the political benefits of
pursuing a case than by their chances of
winning. Attempts by President Cristina
Fernández de Kirchner (pictured) to make
political hay out of Argentina’s restructur-
ing case seem to have annoyed the judge,
making Cleary’s job harder. 

Since a firm’s record of suits won and
lost is a poor measure of the quality of its
work, clients rely instead on reputation, ex-
perience and capacity. And on these crite-
ria, the barriers to entry in sovereign-debt
litigation are formidable. Most diversified
law firms are wary of advising govern-
ments, since that would prevent them
from working for the hedge funds that of-
ten sue sovereign issuers for payment. Of
the rest, few have the global presence to
represent a government wherever its
bonds are sold or creditors try to seize as-
sets. About half of Cleary’s 1,200 lawyers
work outside America, spread among 11
countries. Given Cleary’s prestige and gen-
erous pay, it would be hard for rivals to
poach its lawyers. 

Often, when Cleary loses it wins. If
Argentina or Russia had been victorious in
their recent cases, legal work for them
would probably have fallen off. Instead,
their defeats pave the way for years of
enforcement battles, and thus lots of juicy
fees for its lawyers. 7

The legal business 

The default choice

NEW YORK

Don’t cryforsovereign borrowers’ favourite lawfirm

Get me my lawyer! 

IN THE late 1800s a New York doctor
noticed that gettingan infection after sur-

gery helped some cancer patients. So he
began to treat cancer using infections and
had a little success. But many doctors were
sceptical of his work, and other treatments
such as radiation therapyand chemothera-
py eventually tookoff. Today, however, the
pharmaceutical industry understands
how his treatments would have worked
and hasplaced a sizeable bet that immuno-
oncology—the treatment of cancer using
the body’s immune system—will yield
breakthrough drugs. 

Earlier this month one of a promising
new class of immuno-oncology drugs was
approved for use in America by the Food
and Drug Administration (FDA). Devel-
oped by Merck, pembrolizumab will be
used to treat advanced melanoma, a skin 

Pharmaceuticals

Priceless pills

Why a promising new class ofcancer
treatments is so hard to value
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THE gaudy pachinko parlours that dis-
figure many a Japanese high street are

an acquired taste. The country’s12,000 par-
lours keep players sealed off from the out-
side world behind a thick wall of noise,
smoke and gambler’s tension. The pinball-
with-prizes machines, with their flashing
lights and ceaseless din, induce a trance-
like state, prompting Donald Ritchie, an
American writer on Japan, to describe pa-
chinko as “cut-price Zen”. 

Pachinko has been in decline for years,
yet its revenues last year were put at 19 tril-
lion yen ($175 billion). To give some idea,
that was almost twice the Japanese motor
industry’s export revenues. About one in
seven Japanese adults play it regularly. For
decades it has thrived in a legal grey zone,
just about dodging an official ban on gam-
bling. Now it faces two challenges: a gov-
ernment plan to allow the building of big,
legal casinos; and finding a way to reinvent
itself for the video-game generation. 

The second problem is the toughest. To
young Japanese, pachinko is a bit naff,
something your fusty old uncle wastes his
time with. The number of regular players
has halved since 2002 and the existing cus-
tomer base is ageing. Its survival is at risk
unless it can attract younger men, and
more women, admits Toshiharu Kikuchi, a
spokesman for Dynam Japan, the largest
pachinko-parlour chain.

So, flush with more than $200m from a
2012 flotation on the Hong Kong stock-

market, Dynam plans to open 1,000 new
parlours (it currently operates 380). Its new
ones are luxurious and air-conditioned,
with restaurants and uniformed staff akin
to casino attendants. Eventually, says Mr
Kikuchi, all Dynam’s parlours will be non-
smoking—a radical move in an industry so
reliant on chain-smoking geezers. Other
big operators are also investing in more
modern premises. Earlier this year Zent, a
rival, opened what it claims is the coun-
try’s largest parlour, in Nagoya. 

The casino-legalisation law, which the
prime minister, Shinzo Abe, wants to pass
in the next few months, will not just bring
new competition for the pachinko par-
lours. The aim is to drag casino gambling
away from the seedy company it keeps in
illegal backstreet dives and put it in big,
family-friendly resorts. So it is inevitable
that pachinko will come under similar
scrutiny, says Takeshi Iwaya, a lawmaker
with the ruling Liberal Democrats.

Pachinko bosses insist the game is
played for fun and for trivial prizes. How-
ever, the metal balls that players “win” on
the machines can also be swapped for
tokens and then for cash, at a separate pre-
mises nearby. This contrivance used to be
dominated by yakuza criminal gangs,
which extorted cash from the parlours’
owners. Many parlours are run by Korean-
Japanese, some of whom used to send
money to the hostile regime in Pyongyang.
The authorities have stopped the flow of
cash to North Korea, and the police have
squeezed out the mobsters—but with un-
expected consequences. 

The industry is now regulated by the
Security Electronics and Communications
Technology Association (SECTA), a state
agency stuffed with retired policemen.
Many parts of the industry, such as the
makers of the pachinko machines (which
are certified and inspected by SECTA) em-
ploy ex-cops as consultants. The resulting
bureaucracyhascaused “more trouble and
expense for pachinko businesses than the
yakuza ever did,” concludes a study by An-
drew Rankin, a Cambridge University re-
searcher. And as Colin Jones of Doshisha
Law School delicately puts it, the police are
now deeply involved in the industry in a
way that “may not always be conducive to
police integrity.”

If the government’s gambling liberal-
isation formally legalises pachinko, as
looks likely, that would pave the way for
taxing it. The finance ministry could look
forward to billions of dollars a year. And
perhaps a dozen or so big parlour opera-
tors could list on the Tokyo stockmarket,
raising money to modernise. Dynam’s
chairman, Yoji Sato, insists his firm is ready
to take on the legalised casinos: he thinks
the government is likely to allow no more
than ten; and that they will mainly draw
rich foreign tourists. His working-class cus-
tomers will stickwith their pachinko. 7

Gambling in Japan

Balls in the air

TOKYO

Legal gambling and changing tastes
threaten the huge pachinko business

Zen and the art of pachinko

cancer. Another American firm, Bristol-
Myers Squibb, hopes to gain FDA approval
soon for its melanoma treatment, nivolu-
mab, which is already in use in Japan. 

Cancer cells have defences that stop the
immune system from attacking them, but
pembrolizumab and nivolumab are
among an emerging category of drugs
called “checkpoint inhibitors”, which
overcome these defences by interacting
with proteins on the surface of either can-
cer cells or the immune system’s T-cells.

Four drugmakers in particular—Astra-
Zeneca, Roche, Merck and Bristol-Myers
Squibb—are chasingnew immuno-oncolo-
gy medicines. Evidence has grown that
some checkpoint inhibitors may be effec-
tive in treating a wider range of malignan-
cies than was first thought. Two years ago
Bristol-Myers reported that nivolumab
shrank tumours in 28% of melanoma pa-
tients, 27% of people with kidney cancer
and 18% of those with advanced lung can-
cer. This news fired the starting pistol on
large numbers of costly clinical trials with
tens of thousands ofpatients. 

Analysts are finding it hard to value the
potential market for these treatments. Citi-
group, a bank, thinks they will generate
sales of up to $35 billion a year within the
next ten years. Leerink Swan, an invest-
ment bank, says $29 billion by 2025. San-
ford C. Bernstein, an equity-research firm,
thinks around $16 billion, by 2020. Deci-
sion Resources Group, which analyses the
health-care industry, ismore cautious, reck-
oning $9 billion by 2022. 

There are good reasons for the uncer-
tainty. This is not a simple, predictable con-
dition, like high cholesterol or diabetes. No
one yetknowshowmanydifferentcancers
each drug will work on. Some patients
mayonlyneed a fewdoses, which makes it
especially hard to predict the market. 

Tim Anderson, an analyst at Bernstein,
notes that developing cancer drugs always
involves a lot of trial and error—even more
so in treatments like these that represent a
paradigm shift in howto attackthe disease.
Another complication is that some check-
point inhibitors may, alone, work on per-
haps 20% of patients, but when combined
with another could be far more successful.

Indeed, the industry is now in a frenzy
of partnering, with companies speed-dat-
ing their rivals to form treatment alliances.
For example, Pfizer, whose drug is called
crizotinib, is collaborating on a trial with
Merck and pembrolizumab to treat one
form of lung cancer. Other collaborations
will combine immuno-oncology with con-
ventional cancer drugs, and even chemo-
therapy. With all these potential combina-
tions of treatments, it is going to be quite a
struggle for scientists, let alone stockmark-
et analysts, to keep up. But future cancer
patients will have much to hope for, espe-
cially if lots of rival treatments emerge,
since that should constrain their prices. 7 WorldMags.netWorldMags.net
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IN GORILLA society, power belongs to silverback males. These
splendid creatures have numerous status markers besides their

back hair: they are bigger than the rest of their band, strike space-
filling postures, produce deeper sounds, thump their chests lusti-
ly and, in general, exude an air of physical fitness. Things are not
that different in the corporate world. The typical chief executive
is more than six feet tall, has a deep voice, a good posture, a touch
ofgrey in his thick, lustrous hair and, for his age, a fit body. Bosses
spread themselves out behind their large desks. They stand tall
when talking to subordinates. Their conversation is laden with
prestige pauses and declarative statements.

The big difference between gorillas and humans is, of course,
that human society changes rapidly. The past few decades have
seen a striking change in the distribution of power—between
men and women, the West and the emerging world and geeks
and non-geeks. Women run some ofAmerica’s largestfirms, such
as General Motors (Mary Barra) and IBM (Virginia Rometty).
More than half of the world’s biggest 2,500 public companies
have their headquarters outside the West. Geeks barely out of
short trousers run some of the world’s most dynamic businesses.
Peter Thiel, one of Silicon Valley’s leading investors, has intro-
duced a blanket rule: never invest in a CEO who wears a suit. 

Yet it is remarkable, in this supposed age of diversity, how
many bosses still conform to the stereotype. First, they are tall: in
research forhis 2005 book, “Blink”, Malcolm Gladwell found that
30% ofCEOs ofFortune 500 companies are 6 feet 2 inches or taller,
compared with 3.9% of the American population. 

People who “sound right” also have a marked advantage in
the race for the top. Quantified Communications, a Texas-based
company, asked people to evaluate speeches delivered by 120
executives. Theyfound thatvoice qualityaccounted for 23% oflis-
teners’ evaluations and the content of the speech only accounted
for11%. Academics from the business schools of the University of
California, San Diego and Duke University listened to 792 male
CEOs giving presentations to investors and found that those with
the deepest voices earned $187,000 a year more than the average. 

Physical fitness seems to matter too: a study published this
month, byPeterLimbach ofthe Karlsruhe Institute ofTechnology
and Florian Sonnenburg of the University ofCologne, found that

companies in America’s S&P 1500 index whose CEOs had fin-
ished a marathon were worth 5% more on average than those
whose bosses had not.

Good posture makespeople act like leadersaswell as looklike
them: Amy Cuddy of Harvard Business School notes that the
very act ofstanding tall, with your feet planted solidly and some-
what apart, your chest out and your shoulders back, boosts the
supply of testosterone to the blood and lowers the supply of cor-
tisol, a steroid associated with stress. (Unfortunately, this also in-
creases the chance that you will make a risky bet.) 

Besides relying on all these supposedly positive indicators of
fitness to lead, those who choose bosses also rely on some nega-
tive stereotypes. Overweight people—women especially—are
judged incapable of controlling themselves, let alone others.
Those who “uptalk”—habitually ending their statements on a
high note as if asking a question—rule themselves out on the
grounds that they sound tentative and juvenile.

The rise of the giant emerging-market multinationals has yet
to make much difference to all this stereotyping. Such firms’
bosses often suffer from the corporate equivalent of a colonial
cringe. TheywearWestern business suits. They litter their conver-
sations with Western management-speak. And they pack their
children off to Harvard Business School, where they will learn
how to look and sound like Western-style managers. High-tech
companiesmerrilyabandon MrThiel’s rule once theyreach a cer-
tain size and recruit a besuited outsider as CEO. Female leaders
have reacted in different ways. Some have defined themselves by
wearing power suits and working long hours. Others have cele-
brated motherhood: in her book, “Lean In”, Sheryl Sandberg,
Facebook’s chief operating officer, writes about delousing her
children aboard a corporate jet.

Posing forpower
Can anything be done about this predisposition for promoting
people of a certain type? Ideally, those selecting a new boss
would conscientiously set aside all the stereotypes, and judge
candidates purely on their merits. However, given a plethora of
candidates, all with perfect CVs, selection committees continue
to lookfor the “X” factorand find, strangely enough, that it resides
in people who look remarkably like themselves. Another sol-
ution is to introduce quotas forCEOsand board members. But the
risk is that this ends in tokenism rather than a genuine equalising
of opportunity. So, some management experts suggest we just
accept that stereotypes and prejudices cannot be wished away,
and simply help those born outside the magic genetic circle pro-
ject a sense ofpower and self-confidence. 

MsCuddygave a talkon “powerposes” to the 2012 TED Global
conference which has since become TED’s second most down-
loaded talk. In herrecentbook, “Executive Presence”, Sylvia Anne
Hewlett of the Centre for Talent Innovation in New York urges
young women to lower the register of their voices, as Margaret
Thatcher did, eliminate uptalking and other vocal tics, and look
people in the eye when giving presentations. She advises every
would-be manager to work out regularly and look as fit as possi-
ble. This may sound like a bit of a cop-out. But the evidence is
strong that candidates for top jobs can still be undermined by
superficial things like posture and tone ofvoice. More than a cen-
tury ago, OscarWilde quipped: “It is only shallow people who do
not judge by appearances.” Unfortunately those who choose
leaders still seem to think this way. 7

The look of a leader

Getting to the top is as much to do with howyou lookas what you achieve 

Schumpeter
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TO ATONE for the gravest misdeeds, ac-
cording to Catholic tradition, a sinner

mustspend seven years in purgatory. Bank-
ers had hoped that, after seven years of
penance for theirpart in the financial crisis,
the end of wrenching overhauls forced by
fierce newregulationsmightbe nigh. But to
their dismay, the regulators’ zeal is un-
dimmed. Far from giving banks respite,
they are toughening up old rules and de-
vising new ones, perhaps heralding a new
wave of restructuring.

Take the vexed question of the level of
capital banks should hold to guard against
future losses. Higher capital ratios, which
force banks to fund their loans and invest-
ments more with equity and less with
money borrowed from investors or depos-
itors, are one of the main reasons returns
have fallen since the crisis (see chart). Yet
regulators are still tinkering. They have de-
vised at least four new measures of the
strength of banks’ balance-sheets since the
crisis, including one due to be finalised by
the G20, a club of the world’s biggest econ-
omies, in November. These all come on top
of the higher capital standards included in
the latest international agreement on
banking regulation, known as Basel III. 

One of the most contentious of the new
tests is the leverage ratio, which will limit a
bank’s loans and investments to a certain
multiple of its capital, without taking into
account how risky they are. Regulators in
many jurisdictions have said they will
adopt a maximum leverage ratio, but have
not yet decided what the all-important

“living wills” submitted by all 11 of the big-
gest banks. In theory, failure to address the
problem could lead to the forcible
break-up of the recalcitrant titans. While
that seems unlikely, mandatory changes to
banks’ legal structures or yet-higher capital
requirements may well be in store.

The European Union has for years been
mulling an obligation for banks to “ring-
fence” different units to limit the fallout in
case of trouble. Again, that may involve ex-
tra capital. The EU’s rules to cap bonuses,
and British plans to “claw back” past
payouts, are another headache. A new sys-
tem for trading derivatives has hammered
margins in a once-profitable niche.

Bankers reserve their most ardent com-
plaints for fines, which have swollen from
a trickle to an industry-shaking torrent.
Regulators around the world will have
squeezed $295 billion out ofbanks by 2016,
according to Huw van Steenis of Morgan
Stanley. Bank of America and JPMorgan
Chase alone have already paid or provi-
sioned $100 billion between them.

The burden has fallen most heavily on
banks deemed “too big to fail” (or “system-
ically important” in regulator-speak). To
bolster their capital to comply with new
rules, many have retained profits or issued
new shares, thus annoying existing share-
holders. The likes of Citigroup, Barclays
and HSBC, which combine thrusting in-
vestment banking with the sleepier retail
sort, have been singled out forspecial regu-
latory torment by virtue of their size, com-
plexity and funding arrangements. 

Some investment-banking titans, in-
cluding Morgan Stanley and UBS, are be-
ginning to focus instead on asset manag-
ers, a business that worries regulators
much less. Goldman Sachs, JPMorgan
Chase and HSBC have not changed as
much, but are run well enough to have
made better-than-average returns.

A few big banks have simply hunkered
down in the hope that the regulatory

multiple will be.
In many cases, national rules are strict-

er than those set in international agree-
ments. Daniel Tarullo, a senior official at
the Federal Reserve, which regulates
American banks, startled the industry in
early September when he suggested that
the biggest ones would have to exceed an-
other globally-agreed capital standard by
perhaps as much as two percentage points.

Capital isnot the onlyarea in which reg-
ulation remains incomplete. Most novel,
and least understood by senior bankers,
are new rules about how their firms
should be structured. Regulatorswant sim-
pler set-ups, which they hope would make
it easier to close or otherwise deal with
banks that hit the buffers. Last month the
Federal Deposit Insurance Corporation,
another American regulator, rejected the

Global banks
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2 storm will soon pass over. Deutsche and
Barclays are both negotiating potentially
expensive settlements for misdeeds in
America. They are both especially reliant
on businesses such as bond-trading that
will only thrive if volumes and interest
rates rise markedly and regulators let the
industry be. Investors might wonder why
they tolerate units that, in Barclays’ case,
will deliver a 2.1% return on equity this
year, by one estimate. That is well short of
the group’s11.5% cost ofequity, the amount
it theoretically pays shareholders.

In America, Citi is the big bankwith the
least cohesive strategy. Its bosses admit

they are unsure of what the ultimate effect
of the regulatory barrage will be, and have
tweaked rather than revolutionised. Many
analysts argue that its parts would be
worth more separate than together.

A more gentle regulatory stance could
yet emerge, for example if Republicans
take over the Senate in elections in Ameri-
ca in November. In the euro zone bank reg-
ulation will pass from national agencies to
the European Central Bank, giving it more
clout in global talks. It may relay argu-
ments made by executives there that
tighter global rules on bank capital are sty-
mying Europe’s economy, which is far

more dependent than America’s on bank
lending. The Bank of England this week
begged American regulators to consult
their counterparts abroad before imposing
ruinous fines.

Yet most regulators seem to believe that
big banks are a liability. A string of scan-
dals, from JPMorgan’s $6.2 billion trading
loss in 2012 to the fiddling of interest rates
and currency markets, will have done little
to reassure them. The fact that banks are al-
lowing their corporate clients to lever
themselves up to levels that would make
even a pre-crisis banker blush adds to su-
pervisors’ resolve to girdle the industry. 7

“YOU cannot hope to bribe or twist,
thank God, the British journalist.

But seeing what the man will do, un-
bribed, there’s no occasion to.” Those
lines from Humbert Wolfe come to mind
when contemplating a new book of es-
says* that asks whether financial journal-
ists were to blame for abetting, or not
spotting, the financial crisis of2007-08.

The picture that emerges is mixed. Did
journalists spot that house prices were in-
flated? Yes, a study found that the Spanish
press used the term “real estate bubble”
2,500 times between 2003 and 2008. Did
journalists report on the worrying
growth of subprime instruments like col-
lateralised debt obligations? Yes, at least
in the specialist press. Did they spot that
banks were expanding their lending very
rapidly? Yes, an oft-cited quote from
Chuck Prince of Citigroup about the bank
having to keep dancing as long as the mu-
sic played comes from an interview with
the Financial Times. Did anybody tie the
whole thing together to predict a seizure
in banking and the deep recession that
followed? No. But regulators and econo-
mists did not foresee that either.

Nevertheless, the crisis did illustrate
how the message can be scrambled.
There isa trade-offbetween access and in-
dependence. Back in the 1980s the biggest
names in British financial journalism
(City editors, as they were called) were
very grand figures, often lunching at the
Savoy or the Ritz with the titans of indus-
try. Public-relations firms indulged in the
“Friday night drop”, whereby they would
place favourable stories about their cli-
ents in the Sunday papers. Scoops were
the currency of the day and hostile cover-
age would cause such scoops to stop.

Things are not as bad as that today,
largely because regulators have enforced
the need to release financial newsto all in-

vestors simultaneously; there are fewer
scoops. But journalists are nevertheless
aware that they may lose access to sources
if their coverage is too critical.

A related problem is that of asymmetry
of information. When writing about the
complex structured products at the heart
of the credit boom, journalists had two
main sources: the bankers who devised
them and the credit-rating agencies who
analysed them. Neither was wholly inde-
pendent. Academic papers did start to
emerge about the riskiness of this lending
in early 2007, but by that stage there were
alreadysignsofa burstingbubble. Nor was
it possible for journalists to know who
owned the most risky tranchesofsuch pro-
ducts; that information was not public.
When regulators announced that the fi-
nancial system had become less risky be-
cause securitisation had diversified the
ownership of mortgage debt, it was hard
for newspapers to prove them wrong. 

Another issue is that newspapers tend
to report on what has recently happened,
not what might happen. After 40 days of
sunshine, journalists will be writing about
water shortages and forest fires, not about

the risk of floods. In a booming economy,
the bulkofarticleswill be explaining why
things are going well. This can, of course,
lead to a feedback loop in which positive
stories boost investor confidence, spawn-
ing more positive stories. Readers do not
always welcome contrarian views: those
commentators who decried the excesses
of the dotcom bubble were often told
they “just didn’t get it”.

One final criticism is that journalists
get captured by those they cover, subcon-
sciously absorbing their world view.
Many financiers would disagree: Button-
wood once spent an uncomfortable hour
on stage, along with colleagues from rival
papers, being berated by hedge fund
types about negative coverage of their in-
dustry. Familiarity with the financial mar-
kets tends to breed, ifnot contempt, then a
healthy degree ofscepticism.

But if journalism consists of talking to
people and then writing down what they
say, it is hardly surprising that most press
coverage reflects the consensus. As a his-
torical essay by Richard Roberts shows,
the press welcomed Britain’s return to the
gold standard in 1925 and then applauded
its exit in 1931. The Archduke Franz Ferdi-
nand’s assassination in June 1914 was
treated with indifference by the financial
press and the markets. 

When the First World War started, the
financial presshelped to coverup news of
a run on the Bank of England. One brave
streetvendordared to tell the truth, shout-
ing “Run on the bank”. He was immedi-
ately arrested. Not quite shooting the
messenger, but close enough.

Scrambled signalsButtonwood

Did financial journalists fail to spot the crisis?

...............................................................
*“The media and financial crises: Comparative and
historical perspectives”, edited by Steve Schifferes and
Richard Roberts, Routledge, 2014.
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ZHOU LIBO, a famous Shanghai comedi-
an, spoke for many long-suffering in-

vestors when he observed that the Chi-
nese word for stockmarket, gushi, ought to
be reversed. As shigu, it sounds more like
the word for accident. Since peaking seven
years ago, Chinese shares have been
among the world’s best means of separat-
ing investors from their wealth. The main
stock index, consistently one of the worst
performers in Asia, is nearly two-thirds be-
low its 2007 high even after a recent rally.
Insider trading is rampant. Fund managers
with strong track records elsewhere trip up
in China. Many locals have given up on
stocks altogether.

Despite all these horrors, global inves-
tors still hunger for Chinese shares. For-
eigners willing to chance it have had few
opportunities to do so due to China’s strict
capital controls. That will begin to change
in October when the Hong Kong and
Shanghai stockmarkets launch a scheme
called Shanghai-Hong Kong StockConnect
or “the through-train”. It will allow any for-
eign investor, from hedge funds to day
traders, to buy and sell stocks listed in Chi-
na directly for the first time. Valuation gaps
between shares listed in Hong Kong and
Shanghai have narrowed in anticipation
(see chart). The Chinese unitsofglobal bro-
kers say the demand for their services has
increased dramatically as their customers
request information about obscure firms
listed in Shanghai. “Theoretically, all of our
clients can now invest in China,” says Yang
Xia of UBS, a Swiss bank. 

There will be big speed bumps. Quotas
will cap the flow of funds from Hong Kong
to Shanghai at 13 billion yuan ($2.1 billion)
a day and at 300 billion yuan in total. From
Shanghai to HongKong, the ceilingswill be

10.5 billion yuan a day and 250 billion
yuan in all. But these limits are net, so
when one investor sells, another can buy.
Trading volumes can thus exceed the caps,
and probably will, especially from Hong
Kong to China. Any investor with a broker-
age account in Hong Kong can participate.

Until now, the only foreigners with ac-
cess to Chinese stocks were institutional
investors such as pension funds, and only
with special approval. They have been
subject to strict individual quotasand have
had trouble getting their money out again
because of the capital controls. China’s fi-
nancial reforms are often touted as steps
towards the freer movement of capital; the
through-train is a bigger one than most. If
all goes well, a similar through-train could
connect Hong Kong and Shenzhen, where

more ofChina’s start-ups are listed.
But investors who dare to catch a ride

will struggle with the many oddities and
dysfunctions of the Shanghai market. The
Chinese government has for years failed to
clarifywhetherforeignersshould pay capi-
tal-gains tax. Administrative controls are
heavy-handed: stocks cannot be bought
and sold on the same day, and regulators
determine the timing of initial public offer-
ings. Individuals account for 80% of stock
turnover and institutions just 20%, the op-
posite of most markets in the rich world;
this can make for a wild ride. Corporate go-
vernance is often appalling. Chinese offi-
cials hope the through-train will bring
more professionalism to its stockmarket,
which is another way of saying there are
lots ofderailments at present. 7

Investing in Chinese shares

Rickety rails

Shanghai

Anewtie-up opens Shanghai’s
stockmarket to foreigners

End of the line

Source: CEIC
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WHEN Narendra Modi’s Bharatiya Ja-
nata Party won a thumping majority

for its pro-growth promises in India’s elec-
tions in May, hopes swelled that the new
government would adopt economic re-
forms that had proved beyond the brittle
coalitions of the past. Yet in defiance of the
maxim that the boldest stepsare best taken
early, Mr Modi has so far eschewed dra-
matic change.

Cuts to subsidies (such as on fuel and
fertilisers), which cost 2.3% ofGDP lastyear,
have been deferred at least until a commit-
tee of experts produces a fresh report to
add to the existing library of studies on the
subject. There is no firm timetable for a na-
tional goods-and-services tax, which
would boost GDP substantially by remov-
ing barriers to trade between India’s many
states. Caps on foreign direct investment in
many areas, including supermarkets, re-
main in place. Instead the government has
taken a series of small steps, ginning up In-
dia’s sluggish bureaucracy, for instance. Is
the chance to reshape India’s economy
slipping away already? 

India was as badly shaken as any
emerging market last year, when the Feder-
al Reserve first hinted at slowing its bond
purchases, raising the prospect of higher
yields in the rich world, reducing the at-
traction of investing elsewhere. It is now
on a sounder footing. The economy grew
at 5.7% year-on-year in the second quarter.
That is not a sparkling rate for an economy
that until a few years ago was growing at
9% a year, but is a good deal better than in
most places. The foreign money that

washed out of India last year has returned.
The stockmarket has risen to record levels.
Inflation is too high, at 7.8%, but no longer
in double digits. The current-account defi-
cit has narrowed; the rupee is steady. But
the impetus for reform has slowed.

The small measures taken so far have at
least focused on some big problems. One
cause of the slowdown was a sudden drop
in investment, as big projects, such as pow-
er plants and roads, got snarled up in bu-
reaucracy (see chart 1). Sajjid Chinoy of
JPMorgan Chase, a bank, attributes almost
30% ofthe peak-to-trough fall in the growth
rate to this backlog. Civil servants were al-
ready struggling to keep up with the paper-
work before a rash of corruption scandals
made them especially cautious.

Mr Modi has cracked heads. Shocking
tales ofcivil servants working late have be-
come commonplace. Many permits can 

India’s economy

Reform à la Modi

MUMBAI

The newgovernment’s modest policies will not bring back9% growth

1No juggernaut

Source: Thomson Datastream
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2 now be obtained online. By the start of
September the government had approved
175 stalled projects, according to Citigroup,
another bank. But this good work was set
back when, on September 24th, the su-
preme court cancelled 214 of the 218 coal-
mining licences sold between 1993 and
2010. The government has pledged to auc-
tion new licenses quickly.

Meanwhile, small changes at the cen-
tral bank have helped curb another blight:
inflation. As it rose, Indians put their sav-
ings into gold, still a common store of val-
ue. As imports surged, the current-account
deficit widened to more than 6% of GDP,
sapping the rupee and so exacerbating the
problem. Raghuram Rajan, the head of the
Reserve Bankof India (RBI), is inching clos-
er to a formal inflation target. He hopes to
limit rises in consumer prices to 8% by the
start ofnext year and 6% in 2016.

To that end MrRajan has raised rates, al-
though they are still only barely higher
than inflation (see chart 2). They will come
down, he has said, when it is clear his tar-
gets will be met. This strategy has done
much to stabilise the rupee and calm finan-
cial markets. When funds began to flood
back into India in anticipation of Mr
Modi’s election victory, the RBI seized the
opportunity to add to its foreign-exchange
reserves. 

The new stability should help growth
to pick up, from around 5.5% this year to
perhaps 6.5% next. The recovery would be
quicker but companies are weighed down
by the debts they ran up in the go-go years.
Happily, many with weak balance-sheets
have taken advantage of the rising stock-
market to raise equity. But unless the gov-
ernment does its part by adopting more
radical reforms, the 9% annual growth that
India briefly enjoyed before the financial
crisis is hard to imagine. The world econ-
omy, after all, is much more sluggish now. 

Mr Modi’s defenders say the big re-
forms to taxes, subsidies and labour laws
thatwould boostgrowth require the co-op-
eration ofIndia’s states. His party is hoping
to win more local seats (see page 40). But
getting states’ support takes time. Then
again, that is a good reason to start soon. 7

2Rajan the wrangler

Source: Thomson Datastream

India’s:

benchmark interest
rate, %

consumer prices,
% increase on a
year earlier

2006 07 08 09 10 11 12 13 14
0

2

4

6

8

10

12

14

WHAT would you rather lose: your
house or your car? In America,

where a car is usually essential to get to
work, many borrowers would sooner lose
their house, which explains why in the
years after the crisis, mortgages were more
likely to go bad than car loans. It also ex-
plains why auto loans, unlike mortgages,
are booming. New loans reached $371 bil-
lion in the year to June, up 7.4% from the
previous year and 64% since 2009. Sub-
prime auto loans, made to the riskiest bor-
rowers, have grown even faster, by 93%
since 2009.

This growth is due to rising car sales
and ample credit as banks, finance compa-
nies and carmakers’ financing arms com-
pete to lend to consumers, either directly
or via car dealers. Those loans are then
packaged into securities for yield-hungry
investors. Experian, a credit-scoring agen-
cy, reckons 85% of new and 54% of used
cars are now bought with loans, compared
to 79% and 52% in 2007.

As volumes have soared, underwriting
standards have slipped, with the average
subprime loan rising to 115% ofthe car’sval-
ue this year from 112% in 2011, according to
Standard & Poor’s, a ratings agency. The av-
erage life of a loan has grown too, to more
than five years. Delinquencies, naturally,
are rising: more than 3% ofloans are at least
60 days in arrears, up from 2% in 2011.

There is much talk of a new subprime
bubble, akin to the cavalier mortgage lend-
ing that helped spark the financial crisis.
The Department of Justice has asked two

big car-loan companies, GM Financial, a
unit of General Motors, and Santander
Consumer, controlled by Spain’s Santan-
derGroup, fordetails about their subprime
underwriting and securitisation. 

Yet the two markets are fundamentally
different. Start with size. At $905 billion, to-
tal auto loans are barely a tenth of total
mortgage debt. Subprime is also more es-
tablished in auto lending, accounting for
20% to 30% of total loans since 2000. 

The mortgage bubble fed on the delu-
sion of both borrowers and lenders that
house prices could only rise and thus a
loan could always be repaid. In contrast,
lenders assume cars only depreciate, and
charge accordingly: annual subprime inter-
est rates average 14%, and 25% is not un-
common. Cars are also easier to repossess
and resell. 

So while losses are likely to mount,
lenders do not face a mortal threat. It is bor-
rowers who have more reason to worry. A
car loan is a complex transaction that
hinges not juston the price ofa car, but also
on its trade-in value, extras such an extend-
ed guarantee orrustproofing, and most im-
portant, the interest rate. A dealer typically
selects a quote from a bankorfinance com-
pany via his computerand marks it up. The
higher the markup, the greater the pay-
ment he receives from the lender. 

Consumer advocates fret that this pro-
cess leaves the unsophisticated—as sub-
prime customers tend to be—at the mercy
of unscrupulous dealers. They may be
charged a higher rate despite qualifying for 

Car loans in America

Bad carma

Washington DC

Borrowers, not lenders, have more to fearfrom the latest subprime lending boom
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SINCE becoming South Korea’s finance
minister in July, Choi Kyung-hwan has

been busy. First came a 41 trillion won ($39
billion) stimulus package. Now Mr Choi is
trying to pep up the economy further by
getting South Korean firms to spend more
on wages and dividends.

Mr Choi’s scheme, submitted to South
Korea’sparliament thisweek, will tax com-
panies’ cash piles on the grounds that cor-
porate stinginess is holding the country
back. Cash reserves at South Korea’s ten
biggest chaebol, or conglomerates, have
doubled in five years. Together, the coun-
try’s non-financial firms hold over 450 tril-
lion won. Though corporate earnings tre-
bled between 2000 and 2012, household
income in Korea barely doubled. The pace
of salary growth has dropped, from 4.4% a
year between 2001 and 2005 to just 0.3% a

year since 2011. 
If the plan is approved, the 4,000 or so

South Korean firms with over 50 billion
won in capital will pay a 10% surcharge on
their corporate tax rate unless they have
spent a certain proportion of their income
on dividends, investment and wages. The
government has yet to set the threshold,
but it is likely to be 60-80%. Firms will also
be exempt if they spend 20-40% of income
on dividendsand wagesalone, a nod to the
low investment rate of the service sector.

Companies are stockpiling cash in the
face ofmountingChinese competition and
slowing domestic demand as South Kore-
ans age. Their bosses also remember the
Asian financial crisis of1997-8, when many
firmsran outofcash and were forced to sell
assets. They are miserly with dividends
(see chart). Yieldson South Korean equities
are among the lowest in the world, at
around 1.2%. Payouts dropped by15% in the
first halfof this year, to 455 billion won.

Low dividends are thought to be part of
the reason for the “Korea discount”: the rel-
atively low valuations of Korean firms.
Daishin Securities, a local broker, esti-
mates that Mr Choi’s scheme will boost
dividend paymentsbyabout3 trillion won
a year, a 28% increase. 

It is less clear, argues Shaun Cochran of
CLSA, another broker, how much the tax
will help the economy. Foreigners, who
hold a third of the shares of South Korea’s
200 biggest companies, will be some of its
chief beneficiaries. Forcing companies to
spend their cash could lead to unproduc-
tive investments. Many will squirrel away
their reserves in property. Last week Hyun-
dai, another chaebol, bought a plot of land
for new headquarters in central Seoul for a
whopping $10 billion. Kim Hak-soo of the
Korea Institute of Public Finance, which
advises the government, says it ought to be
lowering corporate tax rates to achieve
higher growth, not raising them. 

Firms may choose to pay the tax rather
than make marginal investments or raise
wages (which are tricky to cut). Mr Choi’s
ministry insists that it wants “zero rev-
enue” from the scheme. It, too, may soon
find itselfwith lots ofcash on its hands. 7

Taxing corporate cash

A tempting target

SEOUL

South Korea’s government tries to get
firms to spend theiraccumulated riches

From munificent to miserly

Sources: Bloomberg; The Economist
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a lower one, sold unneeded or overpriced
extras, or even told, a few days after they
drive off with the car, that their loan was
turned down and they must pay a higher
rate. “None ofthe prices are fixed, and each
unfixed price is a potentially abusive nego-
tiating point,” says Tom Domonoske, a
lawyer who represents aggrieved buyers.
Consumer advocates would like markups
replaced with a flat fee.

The Consumer Financial Protection Bu-
reau (CFPB), a new watchdogagency set up
after the financial crisis, is also worried
that lots of borrowers get a raw deal. It has
told banks and finance companies that it
holds them responsible for the behaviour
of the dealers they work with (over which
it has no direct authority), and that it con-
siders dealers’ discretion over markups an
invitation to discrimination. It has already
got one big finance firm to pay $98m to set-
tle a claim that it was charging minority
borrowers higher interest rates and is in-
vestigating others. 

Dealers are fuming at the CFPB’s mus-
cle-flexing. Competition, they say, ensures
that customers get the best rate; dealers
need discretion to compete. By raising
costs, stricter regulation may actually re-
duce the amount ofcredit available. 7

Arab Bank

Consorting with terrorists

AFTER a six-weektrial it tookonly two
days for a jury to find Arab Bank

guilty ofknowingly providing assistance
to Hamas, the Palestinian militant group
that runs Gaza, and consequently of
complicity in two dozen terrorist attacks
Hamas launched between 2001and 2004
in which Americans were hurt or killed.

The case was originally filed a decade
ago and this week’s verdict notwith-
standing, it is far from over. Damages will
be assessed in another trial. Arab Bank,
which is based in Jordan, has vowed to
appeal, labelling the proceeding “a show
trial”, in which it was prevented from
providing exonerating evidence by other
countries’ laws on banksecrecy.

The case was the first test ofan anti-
terrorism law passed in 1990 in response
to the murder ofan American tourist by
Palestinian militants in 1985. Arab Bank
faces additional claims from hundreds of
others harmed during the same period
but by other Palestinian groups. Similar
cases have been filed in American courts
against various foreign banks, including
BankofChina, Crédit Lyonnais and a unit
ofRoyal BankofScotland (RBS). 

At the nub of these cases is the ques-
tion ofhow far a bankcan reasonably be

expected to go to understand its clients’
activities. Arab Bankargued that it had
never intended to provide any service
that contributed to terrorism, and to that
end had screened its clients using official
lists ofknown terrorists. It failed only by
mistake, when the spelling ofnames on
the lists did not match its own.

The plaintiffs argued that it must, or at
least should have, known better. Bank
documents, for example, showed pay-
ments tied to “martyrdom operations”;
the most notable misspelt name was
Ahmad Yassin, the founder ofHamas. 

Among the most important legacies
of the case will be the standard used to
determine complicity. Arab Bankargued
that there must be a direct causal relation-
ship between a service and a terrorist
act—that but for the service, the act would
not have occurred. But the court ruled
that the assistance need only be sub-
stantial and its consequences foresee-
able. There are conflicting precedents, but
on September 22nd the appeals court
hearing the case involving RBS ruled that
the standard for culpability need only be
“material support to a terrorist organisa-
tion”, not whether it “aided terrorist
activities.” That is a much lower bar.

New York

Avenerable Jordanian bankis found complicit in terrorist attacks
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WHEN Scotland turned down independence, it was bucking
a trend. Since 1946 the number of sovereign states has

soared, from 76 to 197. The steady shrinking of the world’s politi-
cal units raises the question of what the ideal size would be from
an economic perspective. Separatists from Catalonia to the
southern Philippines should be aware that a country’s popula-
tion, economists believe, has a big impact on all sorts of policies,
from the level ofgovernment spending to its openness to trade.

Separatists eyeing the exit have many motivations, but eco-
nomics typicallyplaysa big role in the choice to stay orgo. In their
book “The Size of Nations”, Alberto Alesina and Enrico Spolaore
lay out the costs and benefits of going it alone.* Scale has its ad-
vantages: bigger countries are easier to defend from foreign ag-
gressors, for instance. When barriers to trade are high, a biggerdo-
mestic market allows for more internal specialisation. A
19th-century British prime minister is reported to have com-
plained to a French ambassador, “If you were not such persistent
protectionists, you would not find us so keen to annex territo-
ries!” America’s size allowed it to develop new and highly pro-
ductive forms of industry in the late 1800s, which Europe’s small-
er countries could not match until tariffs fell in the 20th century. 

Yet the biggera countrygrows the more multitudes it contains.
Larger populations are not always more diverse than smaller
ones—Japan isboth much largerand more homogenous than Bel-
gium—but in larger countries there are generally more politically
distinct subgroups. As the voting public becomes more heteroge-
nous, the scope for intractable disputes overgovernment policies
grows. 

Messrs Alesina and Spolaore reckon falling barriers to trade
have reduced the cost of being a small state and boosted interest
in separatism. Ironically, the European Union has made breaking
up especially attractive. Catalan nationalists, for instance, as-
sume that ifCatalonia parted ways with Spain, which it currently
subsidises by payingmore in taxes than it receives in government
spending, it would nonetheless remain within the single market.
That makes independence a much easier sell.

Becoming independent, however, might impose different
costs. Economists generally reckon that smaller states devote a
larger share of output to government, for two key reasons. The
first is that there are economies of scale in the provision of some
public services. In larger economies the cost of financial regula-
tors and courts can be spread over more taxpayers. An indepen-

dent Scotland would have needed to replicate much of Britain’s
bureaucracy, but with a population one-thirteenth the size. Re-
search by Romain Wacziarg of the University of California, Los
Angeles, and Mr Alesina shows that government spending on
things like parks and general administration declines as a share
ofGDP as countries grow larger.

The economies of scale associated with social spending are
not that big, but smaller economies tend to be more generous
where such programmes are concerned. That appears to be a di-
rect result of the greater homogeneity within smaller countries.
In a paper published in 2001 Mr Alesina, Edward Glaeser of Har-
vard University and Bruce Sacerdote of Dartmouth College ex-
amined the generosity of welfare states in America and Europe.
Differences in income inequality or social mobility could not ac-
count for the finermesh ofEurope’ssafetynets, theyreckoned. In-
stead they suggest that racial animus is to blame. White Ameri-
cans, who account for a disproportionate share of rich ones, are
less keen on redistribution, the argument runs, since blacks ac-
count for a disproportionate share of the poor.

More recently Mr Wacziarg, Klaus Desmet of Southern Meth-
odist University and Ignacio Ortuño-Ortín of University Carlos
III in Spain studied the relationship between ethno-linguistic div-
ersity and several economic variables. In general, they reckon,
less diverse economies engage in more redistribution and greater
provision of public goods such as education and infrastructure.
In highly homogenous Denmark, government spending runs to
nearly 60% of GDP. More diverse America allocates just 39% of
GDP to government; in polyglot Singapore the figure is just 14%
(see chart). 

Better together
Borders, no matter how porous, also choke off trade. Despite
sharing a free-trade area, a language (for the most part), an inter-
national diallingcode and much else besides, America and Cana-
da trade roughly a tenth as much as American states do with one
another. Given the costs of national division, decentralisation is
sometimes preferable to outright independence, argues Mr Spo-
laore in a paper published in 2008.

Within such tie-ups, transfers of government revenue be-
tween regions can become a sore point. Mr Spolaore reckons it is
the nature ofthe redistribution, asmuch as the scale, thatmatters.
Pay-offs used to mollify a region with different policy preferences
can actually leave everyone better off. Much as it may grate with
some English politicians, it could be worth the rest of Britain’s
while to bribe Scotland to put up with Westminster’s taste for
small government, as long as the bribe is smaller than the bene-
fits the union with Scotland brings. 

In contrast, redistribution resulting from pronounced differ-
ences in income between regions is often destabilising, as one
side chafes at its relative poverty and the other at its tax bills. That
is not always the case: handouts from the former West to the for-
mer East no doubt helped make German reunification a success.
Where flows from rich to poor also cut across cultural lines, as in
Spain, trouble is more likely to result. The bigger the transfers, the
more likely the country is to fall apart. Enforced solidarity, in oth-
er words, undermines the voluntary sort. 7

Goldilocks nationalism

Friends with benefits

Source: “The political economy of linguistic cleavages”,
K. Desmet, I. Ortuño-Ortín, R. Wacziarg
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The size and homogeneityofa country’s population has a big bearing on its economic policies
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For daily analysis and debate on science and
technology, visit

Economist.com/science

1

IN MARCH Chao-Lin Kuo, an astrophysi-
cist at Stanford University, filmed him-

self knocking on the door of his colleague
Andrei Linde. In the 1980s Dr Linde was
one of several cosmologists who devel-
oped the theory ofcosmic inflation, which
holds that, in the first instants of its exis-
tence, the universe underwent a brief per-
iod of faster-than-light expansion.

Because inflation neatly cleaves several
knotty problems in cosmology, many as-
trophysicists (though not all) subscribe to
the theory. But direct, unambiguous evi-
dence for ithasbeen lacking. Thatwas why
Dr Kuo was visiting Dr Linde—to tell him
that, thanks to the work of a telescope in
Antarctica called BICEP-2, such evidence
had now been found. After digesting the
news, an emotional Dr Linde broke open a
bottle of champagne to celebrate. The vid-
eo has been viewed almost 3m times.

It now seems that Dr Kuo might have to
make a new video, informingDrLinde that
he has wasted a bottle of bubbly. A paper
just released by the team behind Planck, a
European space telescope, casts serious
doubt on the BICEP-2 result. What looked
like a clear window back into the earliest
moments of the universe might simply
have been a faint glow from the diapha-
nous clouds of dust that exist between the
stars.

and polarise starlight. The BICEP team
were confident that the contamination
from the dust was small enough not to af-
fect their detection of gravitational waves.
But the behaviour of the dust is poorly un-
derstood, says Chris Lintott, an astrono-
mer at Oxford University, and not every-
one was convinced. 

The Planck results suggest that they
were right to be sceptical. The European
telescope has just unveiled a map of dust
density across the entire sky. It suggests
that, contrary to the BICEP team’s hopes,
the signal from the dust is so strong that the
telescope might well have seen no primor-
dial gravity waves at all.

That, at least, is the most likely interpre-
tation, but it is not the only one. The Planck
team are careful to stop short ofsaying that
their results are fatal to BICEP’s claims,
pointing out that applying their data to the
BICEP results involves considerable “statis-
tical and systematic uncertainties”. There
are, in other words, a couple of glimmers
of hope that signs of inflation have actual-
ly been seen. One is that the precise behav-
iour of the dust is still mysterious, which
means the mathematical transformations
used to apply Planck’s data to BICEP’s re-
sults may turn out to be incorrect. And
even if those maths are sound, statistics
may ride to the rescue—for if the amount of
radiation from the dust is at the lowest end
of Planck’s estimates, a small gravitational-
wave signal may survive. 

Rowing back on a triumphant an-
nouncement about the first instants of cre-
ation may be a little embarrassing, but the
saga is a useful reminder of how science
works. There is no suggestion that anyone
has behaved dishonourably. Admittedly,
the BICEP team’s original press conference 

The BICEP-2 team, led by John Kovac of
Harvard University, had been studying the
cosmic microwave background radiation
(CMB)—a weak bath of radiation, left over
from the Big Bang, that suffuses the uni-
verse. They were looking for evidence of
primordial gravitational waves. These are
ripples in the fabric of space, created, if the
theory of inflation is correct, as the early
universe was undergoing its post-creation
growth spurt. 

A dusty trail
Such waves should have left a distinctive,
polarised mark imprinted upon the CMB.
And, in a press conference on March 17th,
that is exactly what the BICEP-2 team
claimed to have found. It was the biggest
news in physics since the discovery, in
2012, of the Higgs boson, and it was widely
covered (including in The Economist). Not
only would the BICEP result have con-
firmed the theoryofinflation, but studying
the gravitational waves it purported to
have found would have given cosmolo-
gists a way to look back to the very earliest
moments of the universe. 

But gravitational waves are not the only
things that BICEP-2 might have picked up.
The Milky Way is filled with thin clouds of
interstellar dust which, under the influ-
ence of the galaxy’s magnetic field, scatter

Astrophysics

Dust to dust

Adramatic recent “discovery” in physics is looking ratherdodgy
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2 looks, with hindsight, seriously overconfi-
dent. More information-sharing between
the various gravitational wave-hunters, all
of whom guard their data jealously, might
have helped tone down the triumphalism.
But science, ideally, proceeds by exactly
this sort of good-faith argument and hon-
ourable squabbling—until the weight of
evidence forces one side to admit defeat. 

That could happen soon: the Planck
and BICEP teams have pooled their data
and are working on a joint paper, expected
to be published in the next few months. In-
formation from other gravity-wave hunt-
ing experiments—including some run by
the BICEP team themselves—will shed ex-
tra light, too. It is not yet impossible that Dr
Kovac and his colleagues will be proved
right after all. But at this point it would take
a brave cosmologist to bet on it. 7

Human evolution

Fireside tales

IT SEEMS a universal human rule that
the day is for workand the night for

play. So a study showing this applies to
Kalahari Bushmen as much as to city
sophisticates might lookunremarkable.
But the Ju/’hoansi ofnorthern Botswana
do not have electric lighting (or, at least,
they did not in the 1970s, when the data
in question were gathered). And the
gatherer of those data, Polly Wiessner of
the University ofUtah, wonders whether
her recently analysed findings, just pub-
lished in the Proceedings of the National
Academy of Sciences, illuminate a previ-
ously unperceived effect on human
evolution of the taming offire.

Fire—or, rather, the cooking it per-
mits—is reckoned by some to have been
the thing which, by making more nutri-
ents available for a given hunting-and-
gathering effort, permitted humanity’s
huge, energy-hungry brains to evolve. If
that is true, fire invented people as much
as people invented fire. But Dr Wiessner
thinks fire may also have invented peo-
ple in a different way, by affecting how
the brains it created are used.

As the chart shows, conversations she

recorded as a young researcher demon-
strate a division ofconversational labour
between daylight hours and evening
gatherings around the campfire. The
day’s talk is dominated by economic
matters (including land rights) and com-
plaints about fellow tribesmen. The
night’s is dominated by storytelling.

This storytelling, though, is as func-
tional in its way as daytime speak. Be-
yond their entertainment value, stories
convey experience at one remove, help-
ing people learn useful information
about how to handle situations they
have not, themselves, experienced. In-
deed, this value may be why human
beings have evolved to perceive stories as
entertaining. 

The day/night division ofconversa-
tion could, ofcourse, just be cultural. It is
hard to hunt at night, so it makes sense to
tell yarns then. But, over the hundreds of
thousands ofyears mankind has used
fire routinely, it is easy to believe, as Dr
Wiessner does, that natural selection
would have hard-wired the division into
the brain, and that the rule’s universality
is thus truly part ofhuman nature.

The invention offire mayexplain the preference forevening entertainment
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BROADLY speaking, East Asians and
Westerners suffer the same types of

food allergies in about the same propor-
tions. But there is an exception. Westerners
are roughly twice as likely as East Asians to
be allergic to peanuts. This is a puzzle—as is
the question of why anyone is allergic to
peanuts in the first place. 

A paper in the Journal of Allergy and
Clinical Immunology sheds light on both

matters. The study it describes, conducted
byQuentin SattentauofOxford University
and his colleagues, found that mice are
more likely to develop a peanut allergy in
response to dry-roasted nuts than raw
ones. Since dry roasting is more common
in the West than in East Asia, that may ex-
plain the disparity of incidence. And the
chemical changes induced by dry roasting
help explain what causes peanut allergy in
the first place.

Dr Sattentau and his team injected their
mice with proteins derived from raw or
dry-roasted peanuts, to prime the animals’
immune systems. Then, they fed those ani-
mals raw or dry-roasted peanuts. Mice that
had been primed with proteins from the
dry-roasted nutsexhibited more robust im-
mune responses to both diets. Their levels
of antibodies—specifically of a type called
immunoglobulin E (IgE)—rose significant-
ly. High levels of IgE are the hallmark of an
allergic reaction. Though the mice primed
with raw-peanut protein also produced
lots ofantibodies, far fewer were IgEs.

The difference, Dr Sattentau thinks,
stems from the fact that dry roasting trig-
gerswhat isknown to chemistsas the Mail-
lard reaction, and to chefs as “browning”.
The Maillard reaction is one between sug-
ars and proteins that forms new, complex
molecules called advanced glycation end-
products (AGEs). These create many of the
pleasant aromas associated with cooked
foods, but are also suspected of causing
certain allergies—including, it would now
appear, peanut allergy.

Indeed, Dr Sattentau showed that pro-
teins derived from dry-roasted peanuts
bind to dendritic cells, a type important to
the immune response. Specifically, these
proteins interact with cell receptor-mole-
cules known to bind to AGEs. Dr Sattentau
believes this binding is the molecular
mechanism which triggers peanut allergy.

Don’t go nuts
Why, even so, most people can eat peanuts
without ill effect, is probably a quirk of ge-
netics. The genes that regulate the immune
system are the most variable in the human
genome so, peanutwise, some people are
probably just dealt an unlucky hand by the
genetic shuffling that created their own ge-
nomes out of their parents’. 

But for those people—and particularly
for those among them for whom even
proximity to peanuts risks anaphylactic
shock—there is reason for hope. Results of
an experiment published earlier this year
by researchers at Cambridge University
showed that exposing peanut-sensitive
children to tiny amounts of the nuts can,
over a period, slowly desensitise them. If
this finding holds up it could mean that,
though those who develop peanut allergy
may never enjoy the things in the way that
the rest ofhumanity does, at least effects of
peanuts on them will be peanuts. 7

Peanut allergy

Browned off

Howpeanuts are cooked may help
explain whythey are allergenic
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IN 2001a meeting on scientific publishing
held in Budapest by what was then

called the Open Society Institute (now the
Open Society Foundation) coined the
phrase “open access”. The gathering’s offi-
cial statement asked the world to “share
the learning of the rich with the poor and
the poor with the rich, make this literature
as useful as it can be, and lay the founda-
tion for uniting humanity in a common in-
tellectual conversation”—in other words,
to make scientific papers free to users. 

A noble aspiration, but one which cyn-
ics might have thought had little chance of
coming to fruition. The rich, they would
observe, include academic publishers,
who have enjoyed three centuriesofdomi-
nion over the dissemination of scientific
work and who often have profit margins
approaching 40%. They thus had every in-
centive to scupper change. 

Cynicism, however, is not always cor-
rect. The open-access movement which
the meeting helped spawn now looks un-
stoppable. All seven of Britain’s research
councils, for example, now require that the
results of the work they pay for are open-
access in some way. So does the Wellcome
Trust, a British charity whose medical-re-
search budget exceeds that of many scien-
tifically successful countries. And by 2016
every penny ofpublic money given to Brit-
ish universities by the government will
carry the same requirement. 

Elsewhere, the story is the same. In 2013,
after years of wrangling in America’s Con-
gress, the White House stepped in to re-
quire federal agencies that spend more
than $100m a year on research to publish
the results where they can be read for free.
Countless universities, societies and fund-
ing bodies in other countries have similar
requirements.

Publishers, though they have often
dragged their feet, are adjusting. This week
the oldest, the Royal Society, and arguably
the most prestigious, Nature Publishing
Group (NPG)—both based in London—
joined in. Each will now publish a journal
that readers do not have to pay to look at.

Who will publish, and who perish?
Open-access publishing actually began in
2000, a year before the Budapest meeting,
with the launch, in Britain, ofBioMed Cen-
tral, and in America, of the Public Library
of Science (PLOS). The open-access busi-
ness model shifts the cost of producing the
journal from subscribers, such as universi-

ty libraries, to researchers themselves,
who pay an article-processing charge
(APC) to appear in print or its electronic
equivalent. Either way, the taxpayer picks
up the bill in the end. But open publication
makes research more widely accessible,
which is a public good in its own right.

One problem open access brings is a
shift in incentives. More published articles
meansmore revenue from processingchar-
ges. Rejection rates at high-end paid-for
journals often exceed 90%. A commercial
open-accesspublisher (which PLOS, a char-
ity, isnot) mightbe tempted to publish any-
thing that came his way, in order to pocket
the APC—and many have, giving open ac-
cess a fly-by-night feel to some academics.

For example, in a survey conducted by
NPG, of 27,000 authors of papers in its
journals, 44% expressed some concern
about the quality of open-access publish-
ing and more than a third agreed with the
notion that it was associated with less
prestige. Yet those perceptions may be mis-
guided. Astudy ofNature Communications
(which was, until this week’s announce-
ment, a hybrid between open access and
traditional subscription, but is now pure
open access) shows that its open-access pa-
pers enjoyed a slightly higher number of
citations and significantly more down-
loads and online views than their non-
open-access brethren.

To foster prestige, champions of open
access have launched efforts such as eLife,

an online journal with an arrayofacadem-
ic bigwigs at its helm. They hope to create a
top-tier publication by sheer weight of big-
wiggery. But eLife and its kind cannot force
the change alone, because publishing with
the requisite due diligence is not cheap. 

The Public Library ofScience has found
a way out of this by copying the more-the-
merrier approach, but in a controlled way.
Until 2006 it was a producer of high-im-
pact but loss-making publications. Then it
started PLOS ONE, a different kind of jour-
nal altogether. Instead of acting as an arbi-
ter of the importance of scientific work,
PLOS ONE claims only to ensure that articles
are scientifically sound. With less effort go-
ing into peer review, PLOS ONE publishes
many more papers (in 2013, it carried more
than 31,000 articles, 36 times as many as
the next-most-prolific PLOS journal) while
simultaneously charging less for them and
becominga cash-cowthathelpspayfor the
rest of the outfit. The Royal Society hopes
to recapitulate this idea with its new offer-
ing, Royal Society Open Science.

Free hits
Whether the experience of Nature Com-
munications will overcome researchers’
misgivings remains to be seen. Despite the
Wellcome Trust’s requirement that its
grantees publish in open-access journals,
only 70% do so. To ensure compliance, the
trust has had to introduce punitive mea-
sures, such as withholding money.

Some researchers just don’t care,
though. A survey by Taylor & Francis, a
publishing firm, asked American and Brit-
ish scientists if they had published under
open-access policies; 44% and 32%, respec-
tively, did not know. More than half re-
sponded they did not know if they would
in future. But many do know, and resist.

The point about prestige is not mere
snobbery. The league table of journals is as
finely graded as that of football, and, at the
moment, has far less scope for promotion
and demotion. Grant-awardingbodiesand
appointment committees know this and,
in a wonderful display of doublethink,
promote open access but also promote
those who eschew it by publishing in top-
notch, non-open journals.

Only when that changes will open ac-
cess’s victory be complete. This could hap-
pen either by new open-access journals ac-
quiring the necessary kudos, or by old
ones, seeing the game is up, becoming
open access themselves. Though Nature
Communications is a successful and well-
regarded publication, it is not NPG’s top
product. And Royal Society Open Science is
untested. At the moment, then, both the
Royal Society and NPG seem to be hedging
their bets. When the society’s Proceedings,
and NPG’s eponymous flagship, Nature,
are both free for anyone to read, then open
access’s partisans really will be able to de-
clare victory and go home. 7

Scientific publishing

Grand openings

Changes that will bring scientificdiscoverymore freely into the publicdomain are
happening. About time too
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ABASIC rule of intellectual life is that ce-
lebrity destroys quality: the more fam-

ous an author becomes the more likely he
is to produce hot air. Superstar academics
abandon libraries for the lecture circuit.
Brand-name journalists get their informa-
tion from dinners with the great and the
good rather than hard digging. Too many
speeches must be given and backs slapped
to leave time for serious thought.

Francis Fukuyama is a glorious excep-
tion to this rule. Mr Fukuyama earned glo-
bal applause with the publication of “The
End of History and the Last Man” in 1992.
He won more plaudits in the early 2000s
with his broadsides against the neoconser-
vative movement that had nurtured him.
But rather than milking his fame he has de-
voted the past decade to producing a mon-
umental study of the history of what he
calls “political order”. In its first volume,
“The Origins of Political Order”, he took
the story from prehuman times to the late
18th century. This second and last volume
brings the story up to date. The two books
rest on an astonishing body of learning. 

This burst of intellectual energy was in-
spired by the half-failure ofthe liberal revo-
lution that Mr Fukuyama once celebrated.
“The End of History” proposed that mar-
kets and democracy were part-and-parcel
of a single triumphant formula. But the
past two decades have produced a more
depressing picture. China has adopted a
mixture of state capitalism and authoritar-

of first-rate departments and patronage
dumps. The second is wholesale institu-
tional failure. The failure ofthe Arab spring
was essentially a failure of governmental
capacity. In Egypt the Muslim Brotherhood
failed to understand the difference be-
tween winning an election and winning
total power, so the country’s middle class
reluctantly re-embraced authoritarianism. 

Yet this is not a simple story of the West
versus the rest, or the developed world ver-
sus the underdeveloped world. Mr Fu-
kuyama notes that southern Europe lags a
long way behind northern Europe: Greece
and Italy continue to distribute jobs on the
basis of patronage. But he is at his most in-
teresting on East Asia. China produced a
highly competent state, staffed by first-rate
civil servants chosen by written examina-
tions and capable ofmonitoring the affairs
of a vast empire. Mr Fukuyama argues that
what we are seeing in China now is the re-
vival of this tradition after a century-long
collapse: the Chinese Communist Party is
reaching back into history to prove that
you can create a competent state without
the benefit of the Western traditions of de-
mocracy or the rule of law. 

The book is sometimes frustrating. Mr
Fukuyama frequently overloads the reader
with his learning, and the first two parts of
this book, on the state and foreign institu-
tions, are too lengthy and the second two
parts, on democracy and political decay,
too short. But two things more than make
up for Mr Fukuyama’s occasional failures.

The first is the quality ofhis intellect. He
litters the bookwith insights thatmake you
stop and think. The United States pre-
served the main features of Henry VIII’s
England long after England had aban-
doned them, he says, including an empha-
sis on the authority of the common law, a
tradition of local self-rule, sovereignty split
amongseveral bodies and the use ofpopu-

ianism. Democratisation has failed in Rus-
sia and a host of Middle Eastern countries.
Mr Fukuyama suggests that a major reason
whyhistoryhasproved to be more compli-
cated than he imagined lies in the quality
of political institutions. Neither democra-
cy nor markets can flourish properly in the
absence of a competent state. But such a
state can produce many of the virtues of
modernity without the benefits of either
democracy or free markets. 

State-building is difficult. Mr Fukuyama
argues that Europe and America have long
led the world in doingthe hard lifting. They
inherited strong medieval legal codes.
They introduced merit-based civil services
in the 19th century. For the most part they
introduced mass franchises after creating
efficient state machines. The man who
once talked about “the end of history”
now talks about “getting to Denmark”. 

Mr Fukuyama contrasts the accom-
plishment ofDenmarket al in creating suc-
cessful states with two types offailure. The
first is a failure of institutions to keep up
with social change, as in much of Latin
America. After a spate of reforms in the
1980s Brazil’s government is a hotch-potch

Francis Fukuyama

The end of harmony

Howthe benefits ofpolitical orderare slowlyeroding
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2 lar militias. Africa’s botched state-building
can partly be explained by the fact that it is
the most lightly populated continent in the
world: it was only in 1975 that its popula-
tion density reached the level that Europe
enjoyed in 1500.

The second is his despair about the cur-
rent state of American politics. Mr Fu-
kuyama argues that the political institu-
tions that allowed the United States to
become a successful modern democracy
are beginning to decay. The division of
powers has always created a potential for
gridlock. But two big changes have turned
potential into reality: political parties are
polarised along ideological lines and pow-
erful interest groups exercise a veto over
policies they dislike. America has degener-
ated into a “vetocracy”. It is almost incapa-
ble of addressing many of its serious pro-
blems, from illegal immigration to
stagnating living standards; it may even be
degenerating into what MrFukuyama calls
a “neopatrimonial” society in which dy-
nastiescontrol blocksofvotesand political
insiders trade power for favours. 

Mr Fukuyama’s central message in this
long book is as depressing as the central
message in “The End of History” was in-
spiring. Slowlyatfirstbut then with gather-
ing momentum political decay can take
away the great advantages that political or-
der has delivered: a stable, prosperous and
harmonious society. 7

WHEN a judge writes that an “extraor-
dinary” case “include[s] things that

normally come only out of Hollywood”,
you can be sure that a book will soon fol-
low. In March Lewis Kaplan, a judge in
New York, ruled that a $19 billion award for
damages levied by an Ecuadorean court
against Chevron, an oil company, was
based on fraud. Sure enough, two new
works have just come out to clarify a case
ofunparalleled notoriety and cost.

“Law of the Jungle”, by Paul Barrett, a
business journalist, offers a good starting
point. His tale goes back to the Wild West
atmosphere of Ecuador in 1970, when the
military government invited Texaco, an
American energy firm, to drill in the Ama-
zon region. The gringos dumped oil-ex-
posed water into streams and pockmarked
the land with petroleum-laden pits. For

years the government looked the other
way while pocketing over 90% of the rev-
enues. However, once it asked Texaco to
seal the pits, the firm refused to spend the
piddling $4m a clean-up would have cost.

In 1992 Texaco handed its fields to Pe-
troecuador, the state oil company. A year
later Steven Donziger, an American law-
yer, filed a class-action suit in New York on
behalf of indigenous Ecuadoreans he
claimed had been poisoned by Texaco’s
waste. Following a decade of legal wran-
gling and the purchase of Texaco by Chev-
ron, the case moved to Ecuador’s courts.

On the surface, the trial’s outcome
looked like a triumph for the voiceless vic-
tims of greedy foreign capitalists. Chevron
argued that Ecuador had released it from
its liability after it completed some later
clean-up work requested by the govern-
ment, that the levels of oil-related chemi-
cals in the soil and waterwere safe and that
there was no evidence that Texaco’s by-
products caused any illnesses. But in 2011
the Ecuadorean judge shrugged off these
points and handed down a massive judg-
ment. The case made a star ofMr Donziger,
who was featured in “Crude”, a fawning
2009 documentary. If the award were en-
forced, it would also make him rich.

Here “Crude Awakening”, an e-bookby
Michael Goldhaber of the American Law-
yer, takes over. He embeds his readers with
Chevron’s sleuths as they research the
plaintiffs’ case. Using copied hard drives,
turncoat witnesses, bank records and
scenes cut from “Crude”, the company
demonstrates to Mr Kaplan’s satisfaction
that the legal team led by Mr Donziger had
coerced the Ecuadorean judges into letting
them ghostwrite both an “independent”
expert report and much of the final ruling.
Mr Kaplan issued an order banning the
lawyer and his clients from collecting any
proceeds from the case. So far, no court has
tried to seize any Chevron assets.

Mr Goldhaber recalls that his “naive
hope was that the Ecuador case would for

the first time establish non-US courts as a
viable alternative to hold companies ac-
countable”, but reached the “reluctant”
conclusion that Mr Donziger had behaved
even worse than Chevron. Yet his gleeful
narrative style makes clear where his sym-
pathies lie. “Ding, ding, ding,” he writes, us-
ing the game-show tune for a right answer,
as Chevron lawyers match phrases in the
ruling to files on Mr Donziger’s computer.

In contrast, Mr Barrett makes for an im-
pressively even-handed judge as he ap-
praises his saga’s “knaves and villains”. He
calls Texaco to account for dirty drilling,
and holds Petroecuador, which main-
tained such practices for years, to the same
standard. He too thinks Mr Donziger made
a “deal with the Devil”, noting that the at-
torney even opposed the Ecuadorean gov-
ernment’s own environmental clean-up
plan in order to preserve his lawsuit.

However, Mr Barrett paints his protago-
nist as a well-meaning tragic hero undone
by hubris rather than a venal con man. (Mr
Goldhaber recognises “the purity of [Mr
Donziger’s] motives” only as an after-
thought.) And unlike MrGoldhaber’s view
that Mr Kaplan “honoured his profession
by striving toward the goal of objectivity”,
Mr Barrett writes that the former corporate
lawyer had “a one-sided perspective for a
supposedly disinterested judge”—in Chev-
ron’s favour. He is particularly incensed at
the judge’s ruling that the makers of
“Crude” were not entitled to press free-
dom, which allowed Chevron to see out-
takes from the film.

Despite these differences, the authors
share a conclusion. After 20 years in court,
Mr Donziger, who called the Kaplan ruling
“deeply flawed” and plans to appeal, has
squandered millions of his backers’ mon-
ey and has seen his reputation destroyed.
Chevron’s legal bills are estimated at
$500m—an amount that could probably
have funded a clean-up with cash to spare.
The people of eastern Ecuador, however,
are still no better off. 7

Oil in Ecuador

Murky truth

Law of the Jungle. By Paul Barrett. Crown;
290 pages; $26

Crude Awakening: Chevron in Ecuador. By
Michael Goldhaber. Rosetta Books; 84 pages;
$2.99 (only available as an e-book)
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AS A service, Google has become indis-
pensable to people’s interactions on-

line. As a business worth $400 billion after
16 years, its success has been breathtaking.
Yet in terms of management, it has set up
radically different ways of organising itself
from those of traditional businesses. Few
people have focused on this. 

Now two of Google’s architects have
analysed what they think worked and
why. Eric Schmidt, the current chairman
and former chief executive (and also a
board director of The Economist Group,
this newspaper’s parent company), and
Jonathan Rosenberg, a former senior man-
ager, decrypt the firm’s methods for other
business leaders to learn from. 

Most important is thinking extremely
big—the “moonshot”, as it is called in Sili-
con Valley. Google’s leaders often have to
wrest employees away from seeking a 10%
improvement and towards finding one
that is “10X” (that is, ten times better)—
something that requires them to do things
in an entirely new way, not just optimise
what already exists. Most 10X attempts
will fail, but that is accepted. 

The second insight of the Google meth-
od is to “fail fast”. That way, people can
learn from failure and move on, perhaps
turning some aspect of the setback into the
seedling of a new success. In this respect,
“learning” trumps “knowing”, since no-
body can foresee the future. “Iteration is
the most important part of the strategy,”
the authors advise. 

The third element is the primacyof data
over experience, intuition or hierarchy in
the making ofdecisions. Other books have
explored Google’s data fetish, for every-
thing from hiring to choosing the shade of
blue in its toolbar, but they have only
scratched the surface. Sadly, “How Google
Works” also treats this topic superficially.
And it passes too fast over the way employ-
ees measure their output through a system
called OKRs (for “objectives and key re-
sults”, adapted from Intel, a chipmaker). 

The core of Google’s method is the em-
powering of employees. Bosses at all firms
talk of this, but the search giant takes it to
heart. It has devised systems to enable
good ideas from any quarter to get an air-
ing. Many ofGoogle’sbiggest products and
features (like Gmail) have emerged from
this, and also from a policy that lets staff
workon pet projects for 20% of their time. 

Such a culture places huge emphasis on

the quality of employees. Among the au-
thors’ best pieces of advice is that compa-
nies should ape academe and form hiring
committees to vet candidates and make of-
fers. This helps eliminate the biases of line-
managers and encourages the staffto think
asa team; newhiresowe theirallegiance to
their peers, not only their supervisors. Un-
like firms in most other industries, Google
has to enfranchise its employees: if they
feel stymied, they will simply take their
creativity and ambition elsewhere.

Though it is not discussed in the book,
Google’s management philosophy doubt-
less springs from the careers of the foun-
ders, Sergey Brin and Larry Page. Their
youth, vision and technical genius, togeth-
er with Google’s vast wealth, enabled the
company to take risks that others would

never contemplate. This is why it vies to
photograph every street in the world and
scan every book ever published, to say
nothing of building self-driving cars and
glasses that record almost everything.

It would have been interesting for this
self-examination to have delved into Goo-
gle’s legal quandariesand the frequent per-
ception that the firm, contrary to its cor-
porate motto, is a source of evil. One way
to understand the depth of this problem
would be to read “When Google Met Wiki-
Leaks”, the transcript of a wide-ranging
conversation that took place in 2011 be-
tween Mr Schmidt, his colleagues and Ju-
lian Assange, head of the controversial
whistleblowing site. In Mr Assange’s view,
expressed in his introduction, Google rep-
resents “technocratic imperialism”, a “ti-

Decrypting Google 

Don’t be modest

How Google Works. By Eric Schmidt and
Jonathan Rosenberg. Grand Central
Publishing; 286 pages; $30. John Murray; £25

New fiction

Another Yalta conference

THIS compelling second novel by
David Bezmozgis takes place in Cri-

mea in August 2013, before the province
was annexed by Russia. Baruch Kotler, a
famous Soviet Jewish dissident turned
Israeli politician, has fled to Yalta with his
young mistress after an attempt in Jerusa-
lem to blackmail him.

Kotler can flee his enemies in Israel,
but he cannot escape his past. He has
been haunted for decades by his nem-
esis, Chaim Tankilevich. The two men
were once friends, secretly studying
Hebrew in Moscow. But Tankilevich was
also a KGB agent, spying on the gath-
erings. He denounced Kotler in an article
in Izvestia, a Russian newspaper, and

Kotler was sent to prison for13 years.
Both men seeka kind of redemption

when they meet in Yalta, apparently by
chance, although more powerful, celes-
tial forces may be at play. Kotler wants
revenge for the Gulag. Tankilevich, who
is drawn with great compassion and
complexity, believes he is the wronged
one, forced to collaborate with the KGB in
order to save the life ofhis brother who
was under potential sentence ofdeath.

The interplay between the two is
masterful, rich in the wry, ironic humour
of Jewish eastern Europe. The female
characters also drive the plot. Leora,
Kotler’s mistress, is stubborn, wilful and
insightful. Svetlana, Tankilevich’s wife, is
realistic in her assessment ofher hus-
band but understanding. So, too, is Mir-
iam, Kotler’s wife, whose letter calling
him home is a masterpiece.

Born in Riga, Latvia, Mr Bezmozgis
now lives in Toronto. His previous
books—a collection ofshort stories and
“The Free World”, a novel—have probed
similar themes to “The Betrayers”: exile,
immigration and identity, especially of
Russian Jews. Listed in 2010 as one of the
New Yorker’s top 20 fiction-writers under
40, Mr Bezmozgis has since been garland-
ed with prizes and critical acclaim.

A lesser writer might have wilted
under the expectation that attended this
work. But Mr Bezmozgis’s deft plotting,
atmospheric scene-setting and limpid
style remain assured. Each page is a gem,
its prose carefully weighed and polished.
“No Yiddish and no chess?” asks an
elderly Jewish man in Simferopol of
Kotler. “What kind of Jew are you?” The
flawed, complex, human kind.

The Betrayers. By David Bezmozgis. Little,
Brown and Company; 240 pages; $26.
Viking; £12.99.
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WHEN Andris Nelsons takes the podi-
um for his first official concert as mu-

sic director of the Boston Symphony Or-
chestra (BSO) on September 27th, it will
mark an end to more than three years in
the wilderness for a venerable musical in-
stitution. Having been troubled by the ill
health of its previous musical director,
James Levine, the orchestra endured a long
interregnum of guest conductors while a
replacement was sought. The selection of
the ebullient Mr Nelsons seems calculated
to banish memories of that period.

When his appointment was an-
nounced, Bostonians celebrated in charac-
teristic fashion. June 25th 2013 was desig-
nated “Andris Nelsons Day” in the city and
he was invited to throw the first pitch at
FenwayPark, home ofthe Red Soxbaseball
team. The ritual was symbolic on many
levels. The presence of the six-foot-two
(1.88-metre) Mr Nelsons on the pitching

mound seemed to signal the start ofa new,
more vigorous era at the BSO where musty
halls would open up to let in sunshine and
a boisterous crowd. 

Even before the abrupt ending of Mr
Levine’s tenure in 2011, the orchestra had
suffered on account of his poor health. Fre-
quent absences—exacerbated by a punish-
ing schedule that required him to work in
Boston while also leading New York’s Met-
ropolitan Opera—tooka toll on players and
audience alike. A crisis was reached that
March, during rehearsals for a perfor-
mance of Mahler’s Ninth Symphony at
Carnegie Hall in New York, an ordeal that
the concertmaster, Malcolm Lowe, de-
scribed as “desperate”. Swooping in to
save the day came the Latvian-born Mr
Nelsons, who happened to be guest-con-
ducting close by. The success of that perfor-
mance, and the instant rapport Mr Nelsons
developed with the players, made him a
front-runner when the time came to
choose Mr Levine’s replacement.

At 35, Mr Nelsons will be the orchestra’s
youngest director for more than a century.
But the appointment builds on a recent
trend among America’s top ensembles for
hiring leaders who could be the youngest
people in the concert hall. Look at 39-year-
old Yannick Nézet-Séguin in Philadelphia
and the 33-year-old Venezuelan wunder-
kind, Gustavo Dudamel, in Los Angeles, for
example. For Mr Nelsons, this may repre-
sent a normal changing of the guard—albe-
it one more pronounced after the recent
deaths of such renowned figures as Lorin
Maazel and Claudio Abbado. But some-
thing else seems to be at work here. This
new raft ofconductors also reflects a wider
desire to rebrand an art form that has come
to be seen as the exclusive property of the
grey-haired and well-heeled. 

If the goal is to project a more dynamic
face, Mr Nelsons fits the bill. In conversa-

tion and on the podium he exudesenthusi-
asm. Indeed, he makes a striking contrast
to his predecessor. Whereas Mr Levine’s
health forced him to conduct from a chair
in his last years at the BSO, Mr Nelsons is a
dynamo, lunging towards the brass to sig-
nal a crescendo, or crouching low to rein in
the strings. He seems less the master of the
orchestra than a fellow voyager, carried on
the same tempestuous ride. He eschews
the role of the autocrat, preferring a model
based on collaboration. 

Though his rise to the pinnacle of his
profession has been swift, no one—least of
all Mr Nelsons himself—believes his musi-
cal personality to be fully formed. It has
been just five years, Mr Nelsons admits,
since things really began to click. “To me it
happened when I was about 30,” he says,
“and then I thought, oh my God, every-
thing I’ve done before…Well, I’m thankful
I wasn’t in front of the world’s best orches-
tras before that change happened.” One
distinctive feature ofhis career isa commit-
ment to vocal music rare in a symphonic
conductor, a reflection of his own early
training as a singer and, perhaps, the influ-
ence of his wife, Kristine Opolais, who is a
soprano. His inaugural concert will in-
clude arias from Wagner and Puccini.

The biggest question relating to the ap-
pointment of Mr Nelsons concerns the
way he will adjust to an unfamiliar envi-
ronment. He has one year left on his con-
tract as music director of the City of Bir-
mingham Symphony Orchestra, and a
schedule of guest appearances in festivals
and concert halls across Europe suggests
that his heart lies on that side of the Atlan-
tic, along with his roots. For Boston, for the
BSO and for Mr Nelsons himself, this is a
journey into the unknown. It will require
more than a ceremonial pitch to transform
what still feels a bit like a giddy romance
into a deep and abiding partnership. 7

The Boston Symphony Orchestra

Electric conductor

BOSTON

Anew musical directorpicks up the
baton

Admirable Nelsons

tanic centralising evil” and “the death of
privacy”. Many European officials think
likewise, as Google’s regulatory woes at-
test. Messrs Schmidt and Rosenberg
missed an opportunitybyfailing to discuss
corporate difficulties of this sort. 

In large part Google grew because it
threw out the traditional MBA playbook;
its success speaks for itself. However, this
underscores a shortcoming of “How Goo-
gle Works”. The experience of Messrs
Schmidt and Rosenberg is so coloured by
Google’s accomplishments that many of
their recommendations best apply to man-
aging teams of aces in lucrative, fast-grow-
ingmarkets, not to overseeinga wide range
oftalent in low-margin businesses—the life
ofmost managers. Moreover, the novel ad-
vice that the authors offer is occasionally
diluted by banalities such as keeping meet-
ings short, teams small and yes-men out.
Though the authors do not openly boast,
the triumphalism becomes a bit rich: it
would be instructive to hear what Google
learned from its biggest foul-ups. 

Google’s management practices can be
usefully incorporated into all sorts of busi-
nesses in all kinds of ways. But most
bosses achieve and retain their positions
by safely maintaining an organisation, not
changing it. Few will transform their firms
even if they are armed with the manage-
ment formula that the bookreveals. All the
more reason, then, to celebrate Google’s
unique achievement. 7
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sabrinafeldman@economist.com

To advertise within the classified section, contact:
United Kingdom
Martin Cheng - Tel: (44-20) 7576 8408 
martincheng@economist.com

Asia
David E. Smith - Tel: (852) 2585 3232 
davidesmith@economist.com

Middle East & Africa
Mirasol Galindo - Tel: (971) 4433 4202 
mirasolgalindo@economist.com

Europe
Sandra Huot - Tel: (33) 153 9366 14 
sandrahuot@economist.com
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“SDN” has been funded by the US State Department to implement 
the “Niger Delta Violence Prevention Secretariat & Media Campaign” 
Project under a Cooperative Agreement during the period 17/09/2013 
- 31/03/2015. 

SDN requires external audit services to provide a Programmatic Audit 
compliant to the Generally Accepted Government Auditing Standards 
(set of guidelines produced by the US Government Accountability 
Office) the US Office of Management and Budget Circular A-133 & 
conducted in accordance with section 235 of the mentioned Circular.

SDN is a company limited by guarantee (5101121), and is a registered 
charity (1148143).  

Please email matt@stakeholderdemocracy.org (using the subject 
heading “Programmatic Audit”) to obtain the audit tender pack. The 
deadline for responses to this tender is 5pm on Friday 3rd October 2014.

Stakeholder Democracy Network

Invitation for 
Pre-Qualifi cation

InfraCo Asia - Myanmar Developer Services Programme

InfraCo Asia Development Pte. Ltd. (InfraCo Asia) is a commercially 
managed infrastructure development company which aims to promote 
private investment in infrastructure and is funded by the multi-donor 
Private Infrastructure Development Group (PIDG).  InfraCo Asia acts as 
principal to develop commercially viable infrastructure that contributes 
to economic growth and social development in lower income countries in 
South and South East Asia. 

For more information, see www.infracoasia.com  and www.pidg.org.

InfraCo Asia is expanding its programme into Myanmar and seeks to 
contract with an experienced developer team to undertake project 
development.

InfraCo Asia invites fi rms to Pre-Qualify for the provision of 
infrastructure development services in Myanmar.

To receive full details of the pre-qualifi cation process and complete the 
Pre-Qualifi cation Questionnaire (PQQ) online, please register at: 
www.infracoasia.com/procurement-rfp.asp.

Closing Date for PQQ submission: 27th October 2014.

Business & Personal

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* 2014† latest latest 2014† rate, % months, $bn 2014† 2014† bonds, latest Sep 24th year ago

United States +2.5 Q2 +4.2 +2.0 +4.1 Aug +1.7 Aug +1.9 6.1 Aug -389.2 Q2 -2.4 -2.8 2.54 - -
China +7.5 Q2 +8.2 +7.5 +6.9 Aug +2.0 Aug +2.3 4.1 Q2§ +163.6 Q2 +2.0 -2.9 3.93§§ 6.13 6.12
Japan -0.1 Q2 -7.1 +1.3 -0.7 Jul +3.4 Jul +2.8 3.8 Jul -7.1 Jul +0.3 -7.9 0.53 109 98.7
Britain +3.2 Q2 +3.4 +3.2 +1.7 Jul +1.5 Aug +1.7 6.2 Jun†† -117.7 Q1 -3.9 -4.5 2.50 0.61 0.63
Canada +2.5 Q2 +3.1 +2.3 +5.7 Jun +2.1 Aug +1.9 7.0 Aug -50.4 Q2 -2.8 -2.6 2.20 1.11 1.03
Euro area +0.7 Q2 +0.1 +0.9 +2.2 Jul +0.4 Aug +0.6 11.5 Jul +318.2 Jul +2.3 -2.5 1.01 0.78 0.74
Austria +0.6 Q2 nil +1.4 +1.0 Jun +1.7 Aug +1.6 4.9 Jul +8.8 Q1 +2.5 -3.0 1.19 0.78 0.74
Belgium +1.0 Q2 +0.3 +1.2 +1.6 Jun nil Aug +0.9 8.5 Jul -5.4 Mar -0.6 -2.5 1.33 0.78 0.74
France +0.1 Q2 -0.1 +0.5 +0.1 Jul +0.4 Aug +0.8 10.3 Jul -50.1 Jul‡ -1.2 -4.0 1.34 0.78 0.74
Germany +1.3 Q2 -0.6 +1.7 +2.4 Jul +0.8 Aug +1.0 6.7 Aug +278.7 Jul +7.2 +0.4 1.01 0.78 0.74
Greece -0.3 Q2 na +0.4 -2.1 Jul -0.3 Aug -1.2 27.0 Jun +2.0 Jul +0.6 -3.6 6.25 0.78 0.74
Italy -0.2 Q2 -0.7 nil -1.8 Jul -0.1 Aug +0.4 12.6 Jul +31.7 Jul +1.3 -3.3 2.37 0.78 0.74
Netherlands +1.1 Q2 +2.8 +0.5 +0.7 Jul +1.0 Aug +0.7 8.0 Aug +86.3 Q1 +10.0 -2.7 1.16 0.78 0.74
Spain +1.2 Q2 +2.3 +1.1 +0.9 Jul -0.5 Aug +0.1 24.5 Jul -1.6 Jun +0.7 -5.7 2.15 0.78 0.74
Czech Republic +2.7 Q2 -0.1 +2.5 +8.6 Jul +0.6 Aug +0.6 7.4 Aug§ -0.8 Q2 +0.2 -1.8 1.17 21.5 19.2
Denmark -0.1 Q2 -1.0 +1.3 -6.5 Jul +0.5 Aug +0.8 5.1 Jul +23.7 Jul +6.5 -1.4 1.26 5.82 5.53
Hungary +3.9 Q2 +3.1 +3.0 +12.1 Jul +0.2 Aug +0.3 7.9 Jul§†† +5.9 Q2 +2.0 -2.9 4.60 242 222
Norway -0.3 Q2 +3.7 +2.1 -4.1 Jul +2.1 Aug +2.0 3.4 Jul‡‡ +57.9 Q2 +11.2 +12.2 2.45 6.38 5.97
Poland +3.3 Q2 na +2.7 -1.9 Aug -0.3 Aug +0.3 11.7 Aug§ -4.3 Jul -1.2 -3.5 2.99 3.26 3.14
Russia +0.8 Q2 na +0.4 +0.1 Aug +7.6 Aug +7.5 4.8 Aug§ +51.5 Q2 +3.3 +0.4 9.30 38.2 31.9
Sweden  +2.6 Q2 +2.9 +2.3 -5.7 Jul -0.2 Aug +0.1 7.4 Aug§ +36.6 Q2 +6.3 -2.1 1.55 7.17 6.41
Switzerland +0.6 Q2 -0.2 +1.9 +3.1 Q2 +0.1 Aug +0.1 3.2 Aug +78.4 Q2 +12.3 +0.3 0.57 0.94 0.91
Turkey +2.1 Q2 na +3.0 -4.6 Jul +9.5 Aug +8.9 9.1 Jun§ -48.5 Jul -5.8 -2.6 9.51 2.24 2.00
Australia +3.1 Q2 +2.0 +3.0 +4.6 Q2 +3.0 Q2 +2.8 6.1 Aug -42.8 Q2 -2.2 -1.5 3.61 1.13 1.06
Hong Kong +1.8 Q2 -0.6 +2.4 +2.2 Q2 +3.9 Aug +3.7 3.3 Aug‡‡ +4.4 Q2 +0.5 +0.7 2.06 7.75 7.75
India +5.7 Q2 +3.1 +6.0 +0.5 Jul +7.8 Aug +8.4 8.8 2013 -18.4 Q2 -2.8 -4.9 8.48 61.0 62.7
Indonesia +5.1 Q2 na +5.2 +1.4 Jul +4.0 Aug +5.6 5.7 Q1§ -26.3 Q2 -3.5 -2.2 na 11,953 11,470
Malaysia +6.4 Q2 na +6.0 +0.5 Jul +3.3 Aug +3.1 2.8 Jun§ +18.7 Q2 +6.0 -3.5 3.93 3.24 3.22
Pakistan +5.4 2014** na +5.4 +1.2 Jul +7.0 Aug +8.3 6.2 2013 -3.0 Q2 -2.1 -7.0 13.28††† 103 106
Singapore +2.4 Q2 +0.1 +3.5 +3.3 Jul +0.9 Aug +1.8 2.0 Q2 +56.5 Q2 +19.7 +0.5 2.47 1.27 1.25
South Korea +3.5 Q2 +2.0 +3.6 +3.4 Jul +1.5 Aug +1.5 3.3 Aug§ +87.7 Jul +5.8 +0.6 2.98 1,040 1,072
Taiwan +3.7 Q2 +3.9 +3.5 +7.0 Aug +2.1 Aug +1.5 3.9 Aug +64.0 Q2 +11.8 -1.4 1.73 30.3 29.5
Thailand +0.3 Q2 +3.5 +1.9 -5.2 Jul +2.1 Aug +2.4 1.0 Jul§ +12.5 Q2 +2.8 -2.1 3.20 32.2 31.3
Argentina nil Q2 +3.6 -1.4 -0.7 Jul — *** — 7.5 Q2§ -5.7 Q1 -0.9 -2.0 na 8.43 5.77
Brazil -0.9 Q2 -2.4 +0.4 -3.5 Jul +6.5 Aug +6.3 4.9 Apr§ -78.4 Aug -3.6 -3.9 11.77 2.41 2.20
Chile +1.9 Q2 +0.6 +2.2 -2.6 Jul +4.5 Aug +4.1 6.5 Jul§‡‡ -6.5 Q2 -1.9 -1.1 4.69 598 498
Colombia +4.3 Q2 -0.6 +5.0 +1.8 Jul +3.0 Aug +2.9 9.3 Jul§ -13.2 Q1 -3.7 -1.5 6.55 2,007 1,887
Mexico +1.6 Q2 +4.2 +2.4 +2.1 Jul +4.1 Aug +3.8 4.9 Aug -24.5 Q2 -1.6 -3.6 7.75 13.3 12.9
Venezuela +1.0 Q4 +3.6 -2.5 +0.8 Sep +63.4 Aug +64.4 6.7 Jul§ +6.9 Q3 +1.6 -12.2 15.72 11.7 6.29
Egypt +2.5 Q1 na +1.8 +20.0 Jul +11.5 Aug +9.5 13.3 Q2§ -1.9 Q1 -2.5 -12.2 na 7.15 6.89
Israel +1.0 Q2 +1.5 +2.4 -2.2 Jul nil Aug +0.8 6.4 Aug +8.5 Q2 +1.8 -3.1 2.37 3.67 3.54
Saudi Arabia +4.0 2013 na +4.0 na  +2.8 Aug +2.9 5.6 2013 +132.9 Q1 +14.6 +2.7 na 3.75 3.75
South Africa +1.0 Q2 +0.6 +2.0 -8.0 Jul +6.4 Aug +5.9 25.5 Q2§ -18.8 Q2 -5.4 -4.4 7.91 11.1 9.86
Source: Haver Analytics.  *% change on previous quarter, annual rate. †The Economist poll or Economist Intelligence Unit estimate/forecast. §Not seasonally adjusted. ‡New series. **Year ending June. ††Latest 3 
months. ‡‡3-month moving average. §§5-year yield. ***Official number not yet proven to be reliable; The State Street PriceStats Inflation Index, Aug 38.49%; year ago 20.05%. †††Dollar-denominated bonds. 
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Indicators for more countries and additional
series, go to: Economist.com/indicators

Other markets
 % change on
 Dec 31st 2013
 Index one in local in $
 Sep 24th week currency terms
United States (S&P 500) 1,998.3 -0.2 +8.1 +8.1
United States (NAScomp) 4,555.2 -0.2 +9.1 +9.1
China (SSEB, $ terms) 264.1 +1.0 +5.5 +4.1
Japan (Topix) 1,326.2 +1.6 +1.8 -1.6
Europe (FTSEurofirst 300) 1,385.8 nil +5.3 -2.2
World, dev'd (MSCI) 1,723.7 -0.7 +3.8 +3.8
Emerging markets (MSCI) 1,035.3 -2.5 +3.3 +3.3
World, all (MSCI) 423.7 -0.9 +3.7 +3.7
World bonds (Citigroup) 920.7 -0.5 +1.6 +1.6
EMBI+ (JPMorgan) 706.9 +0.8 +8.5 +8.5
Hedge funds (HFRX) 1,246.4§ nil +1.7 +1.7
Volatility, US (VIX) 13.3 +12.7 +13.7 (levels)
CDSs, Eur (iTRAXX)† 58.8 -0.1 -16.2 -22.1
CDSs, N Am (CDX)† 59.3 +1.0 -5.9 -5.9
Carbon trading (EU ETS) € 5.8 -1.4 +15.7 +7.5
Sources: Markit; Thomson Reuters.  *Total return index. 
†Credit-default-swap spreads, basis points. §Sep 22nd.

The Economist commodity-price index
2005=100
 % change on
 one one
 Sep 16th Sep 23rd* month year

Dollar Index
All Items 156.0 152.8 -6.5 -7.1

Food 168.7 165.1 -7.2 -9.4

Industrials    

 All 142.8 139.9 -5.6 -4.2

 Nfa† 132.8 128.4 -5.4 -19.6

 Metals 147.1 144.9 -5.6 +3.3

Sterling Index
All items 174.9 169.8 -5.2 -9.3

Euro Index
All items 149.8 147.7 -4.0 -2.6

Gold
$ per oz 1,233.1 1,222.2 -4.8 -7.2

West Texas Intermediate
$ per barrel 94.8 92.4 -1.6 -10.6
Sources: Bloomberg; CME Group; Cotlook; Darmenn & Curl; FT; ICCO;
ICO; ISO; Live Rice Index; LME; NZ Wool Services; Thompson Lloyd & 
Ewart; Thomson Reuters; Urner Barry; WSJ.  *Provisional  
†Non-food agriculturals.

Markets
 % change on
 Dec 31st 2013
 Index one in local in $
 Sep 24th week currency terms
United States (DJIA) 17,210.1 +0.3 +3.8 +3.8
China (SSEA) 2,453.4 +1.5 +10.8 +9.3
Japan (Nikkei 225) 16,167.5 +1.8 -0.8 -4.1
Britain (FTSE 100) 6,706.3 -1.1 -0.6 -1.9
Canada (S&P TSX) 15,120.5 -2.2 +11.0 +6.4
Euro area (FTSE Euro 100) 1,056.9 +0.1 +3.6 -3.7
Euro area (EURO STOXX 50) 3,244.0 +0.2 +4.3 -3.1
Austria (ATX) 2,239.1 -1.9 -12.1 -18.3
Belgium (Bel 20) 3,207.8 +0.8 +9.7 +1.9
France (CAC 40) 4,413.7 -0.4 +2.7 -4.6
Germany (DAX)* 9,662.0 nil +1.1 -6.0
Greece (Athex Comp) 1,106.0 -2.3 -4.9 -11.6
Italy (FTSE/MIB) 20,691.0 -2.0 +9.1 +1.3
Netherlands (AEX) 421.4 +0.9 +4.9 -2.6
Spain (Madrid SE) 1,107.8 -0.4 +9.5 +1.7
Czech Republic (PX) 977.5 -0.7 -1.2 -8.7
Denmark (OMXCB) 688.6 -0.4 +21.7 +13.3
Hungary (BUX) 18,092.9 -3.6 -2.5 -13.2
Norway (OSEAX) 676.5 -1.2 +12.2 +6.8
Poland (WIG) 54,416.7 -1.3 +6.1 -1.8
Russia (RTS, $ terms) 1,189.2 -0.1 -4.2 -17.6
Sweden (OMXS30) 1,411.2 +0.3 +5.9 -5.1
Switzerland (SMI) 8,797.2 -0.3 +7.2 +1.1
Turkey (BIST) 75,193.0 -4.8 +10.9 +6.5
Australia (All Ord.) 5,375.9 -0.7 +0.4 nil
Hong Kong (Hang Seng) 23,921.6 -1.9 +2.6 +2.7
India (BSE) 26,744.7 +0.4 +26.3 +28.2
Indonesia (JSX) 5,174.0 -0.3 +21.1 +23.3
Malaysia (KLSE) 1,840.1 -0.2 -1.4 -0.4
Pakistan (KSE) 30,095.8 -0.1 +19.1 +22.0
Singapore (STI) 3,292.8 -0.1 +4.0 +3.6
South Korea (KOSPI) 2,035.6 -1.3 +1.2 +2.7
Taiwan (TWI)  9,098.5 -1.1 +5.7 +4.1
Thailand (SET) 1,591.9 +1.4 +22.6 +25.0
Argentina (MERV) 12,257.1 +6.5 +127 +75.8
Brazil (BVSP) 56,824.4 -3.9 +10.3 +8.1
Chile (IGPA) 19,335.5 -1.1 +6.1 -6.8
Colombia (IGBC) 13,807.4 -3.0 +5.6 +1.7
Mexico (IPC) 45,116.9 -2.0 +5.6 +4.0
Venezuela (IBC) 2,951.0 +6.7 +7.8 na
Egypt (Case 30) 9,718.8 +1.5 +43.3 +39.2
Israel (TA-100) 1,305.0 +0.8 +8.1 +2.2
Saudi Arabia (Tadawul) 10,720.5 -3.1 +25.6 +25.6
South Africa (JSE AS) 50,053.9 -2.2 +8.2 +1.7

Indicators for more countries and additional
series, go to: Economist.com/indicators

na

World merchandise exports

Source: WTO
*Africa, Commonwealth of Independent

States and the Middle East

Forecasts, % change on a year earlier
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Share of total, %2014 2015
The World Trade Organisation has lowered
its forecast for growth in world trade this
year from 4.7% to 3.1%, and from 5.3% to
4% for 2015. It blames weaker than
expected economic growth and increased
geopolitical risk. Both factors have hit
Europe, which accounts for a third of
global exports, especially hard. Commod-
ity exports from South and Central Ameri-
ca are likely to be squeezed as demand
from China continues to decline. Al-
though the WTO expects growth in global
trade to pick up next year, it will still be
below its historical average rate of 5.2%.
Continued conflicts in the Middle East
and Ukraine, and the Ebola health crisis,
pose the biggest near-term risks to
global commerce.
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THE pygmy hog of north-west Assam,
the rarest wild pig in the world, is a

grubbing, rooting creature, brownish-
black and about the size of a cat. It lives in
sal forest or on alluvial plains among the
tall thatch-grass, increasingly chased out of
both by human beings and their fires. Per-
haps 150 are left in the wild, in one grass-
land pocket. Most of the rest are in two
breeding centres in Assam, happily snuf-
fling and nesting behind fences over
which, until recently, a rumpled, tousled
Englishman with a full moustache would
lean and keenly watch them. 

William Oliver could watch wild pigs
for hours, for his life’s workwas to find, ob-
serve and protect them. He could also talk
about them, dramatically and at top speed,
in lecture rooms and over rum-and-cokes
in his apartment in Manila, until the eyes
of friends began to close or his audience
began to steal away. The taxonomy ofwild
pigs in every detail—the recognition, for ex-
ample, that the Desert warthog (Phaco-
choerus aethiopicus) and the Red River hog
(Potamochoerus porcus) were full species,
and the debate over whether the giant pec-
caryfound in Brazil in 2000 wasa newspe-
cies at all—enthralled him and, he felt,
should delight everyone else.

He rejoiced in any suiforme, and was
chairman for 32 years of a shape-shifting

As an acolyte of Gerald Durrell, in
whose zoo in Jersey he started working in
1974, he also stoutly defended the principle
ofzoosand captive breeding. Thiswas sim-
ply sensible insurance in case some catas-
trophe happened in the wild. Saving the
pygmyhogshad been touch and go; he had
drawn up his first action plan in 1977, but
was unable to get the state of Assam and
the government of India to agree to protect
them properly until 1995. Fortunately, the
six little hogs plucked from the wild in 1996
for the first breeding centre, in Guwahati,
co-operated so well that they were soon
too big a crowd for their enclosure. By this
year, 85 had been sent back to the forest. 

A sea snake for lunch
His love affair sprang from a childhood
book, which somehow always fell open at
the picture ofa pygmy hog. He pestered his
nannyto take him to the British Museum to
see a stuffed specimen, and that was that.
His feelings for all wildlife, though, ran
deep. He wept to see an orphan stump-
tailed macaque confined alone, furiously
remonstrated with a man he saw whip-
ping a horse, and once turned up for lunch
with a friend in the Philippines carrying, in
a tank under his arm, a venomous Lake
Taal sea snake that needed protection: “No
time for lunch, let’s go!”

In the Philippines too, where he mostly
lived, he fought hard for the Visayan spot-
ted deer, Philippine hornbills and the Ne-
gros bleeding-heart pigeon, besides alert-
ing the World Land Trust to make
Danjugan Island a nature reserve. He in-
spired the setting up of the country’s Biodi-
versity Conservation Foundation, and per-
suaded Filipinos in general to love their
rarest fauna with a series of exquisitely
painted posters of endangered butterflies,
birds and beasts in which every feather,
hair and scale was tenderly represented. 

The painting was unexpected, and so
was he. As the world spokesman for wild
pigs he was charming, irritating, eloquent
and infuriating, all at once. He never
learned local languages, and didn’t do
small talk; he loathed the meetings he had
to attend and fell out frequently with col-
leagues over taxonomy and best conserva-
tion practice. Nothing counted, in the end,
except the pigs. His clothes didn’t matter—
disintegrating shoes, an ancient watch, the
sempiternal sweaty blue shirt—and his
own health was unimportant, as long as
the smallest suids were preserved to root
and grub unmolested.

He even had his own species of warty
pig, Sus oliveri, known from five skulls (one
mounted, in Chicago) that were more elon-
gated than usual. Its distribution, activity,
food and breeding patterns were all un-
known, for no scientist had seen it. But he
had put it on the Red List and, if it still trot-
ted anywhere, he was the man to save it. 7

Special Group (first Pigs and Peccaries,
then Pigs, Peccaries and Hippos, then Wild
Pigs) within the Species Survival Commis-
sion of the International Union for the
Conservation of Nature. While he provid-
ed encouragement, vision and jammed-
full boxes of books for researchers, in prac-
tice he left the New World peccaries and
the African hippos to others; it was the
smallersuidsofAsia he wasdevoted to. He
would setoffwildly, bycaror Jeep or, in As-
sam, on an elephant, to spot tracks or drop-
pings or to collect skulls, the precise shape
of which would soon tell him whether he
was dealing with a rarity or not.

The pygmy hogs were his greatest coup,
for two reasons: first, he saved them, and
second, he achieved their reclassification
from a species of the genus Sus, Sus salva-
nius, to a separate genus Porcula, its only
members. But he also championed the
warty hogs of Java and the Philippines,
making sure they were put on the IUCN’s
Red List of threatened species and were
kept in the public eye. He bristled (bristling
easily) when others described the Javan
wartiesas skittish, inbred and notworth so
much attention; every species, he would
argue over pages of e-mails, needed both
advocates, like him, and all possible atten-
tion. Moreover, Javan warties were “a dod-
dle” when properly managed.

William Oliver, champion of the world’s wild pigs, died on September10th, aged 67

William Oliver

Obituary
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Digital highlights

Financial markets: Losing momentum
The latest sign of slowing global
growth was delivered this week

when the WTO revised its forecast for trade
growth from 4.6% to 3.1% this year

United States: Seeking change
The experience of a woman who
attempted to pay for her abortion

via a crowdfunding website highlights the
difficulties that pro-choice women face

Sports: A different ball game
Most armchair fans can broadly
categorise football teams by their

different styles of play. New research tries to
do the same thing using statistics

And don’t come back
As Western democracies struggle with how
to deal with home-grown terrorists fighting
abroad, the Conservative government of
Canada has begun revoking the passports of
Canadians fighting overseas as well as those
planning to join them

Links to all these stories 
can be found at:
economist.com/dh86
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/dh86

The not-so-sweet smell of excess
Parents anxious about the alcohol-fuelled
mayhem that awaits their children as they
begin university might be reassured by the
knowledge that 19th-century students drank
warm pints of gin mixed with egg yolks,
strong beer, white wine, sugar and sherry

Tesla’s high-stakes gamble
Betting against Tesla’s Elon Musk is a fool’s
game according to Babbage, our columnist
on science and society. But he has
reservations about the huge size of Tesla’s
$5 billion “gigafactory” that will make
batteries for its new electric vehicles

From our blogs Most read on Economist.com Featured comment

The rise and rise of Xi
Jinping
Xi who must be obeyed

Scotland’s referendum
Britain survives

Banyan
Pax Sinica

Schumpeter
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“Having ended a contract with my employer, I
signed up for Obamacare insurance. I’m
healthy and comfortably middle class, but
without it I would have been completely
uninsured, as I was several years ago. From my
perspective, Obamacare is a poor solution, but
it is a solution.”—on “Experimental
medicine”, September 20th 2014
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