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d The world this week

Politics

Several governmentsin Latin
America and the Caribbean
advised women to delay
getting pregnant because of an
outbreak of Zika, a mosquito-
borne virus that may cause
birth defectsin babies of moth-
ers who are infected. The
government of El Salvador
suggested that women wait
until 2018 to get pregnant.
Those of Colombia, Ecuador
and Jamaica recommended
shorter delays. Brazil, which
has more cases than any other
country, will deploy 220,000
troops to help battle the
epidemic.

Venezuela’s National Assem-
bly rejected a request by the
president, Nicolas Maduro, for
emergency powers to deal
with an economic crisis
caused by a combination of
low oil prices and the govern-
ment’s populist policies. The
opposition-controlled legisla-
ture said that the government
already has enough powers to
deal with the crisis. The IMF
forecast that the economy will
shrink by 8% this year and that
theinflation rate will be 720%.

The United States further
eased restrictions on trade to
Cuba. The new rules allow
American banks to finance
exports of all products except
farm goods. Sales of products
to government agencies will
be permitted on a case-by-case
basisif they benefit ordinary
Cubans.

Harvest doom

The impact of a drought across
large parts of southern Africa
became clearer when South
Africa forecast a 25% fall in the
harvest of maize, its staple
crop. Zimbabwe is likely to be

particularly hard hit after poor
crops in 2015. The 2016 harvest
is expected to be even smaller
and16% of its population
already gets food aid.

A panel of experts at the UN
recommended that sanctions
should be imposed on the
leaders in both sides of South
Sudan’s bloody civil war,now
inits third year.

Talks aimed at bringing an end
to five years of civil war in
Syria failed to get under way
as planned in Geneva because
of arguments about which
factions should be invited and
whether a ceasefire should
precede negotiation. It was
hoped that they might start on
January 29th.

Iran’s president, Hassan
Rohani, visited Rome and Paris
hoping to drum up investment
in his country, newly liberated
from nuclear-related sanc-
tions. In Rome, nude statues
were covered up to spare Mr
Rohani’s blushes.

Migration watchers

Greece was criticised by the
European Commission for
“seriously neglecting” its
obligations during the migra-
tion crisis as a member of the
Schengen passport-free area.
As aresultthe commission
may advise other EU member
states to reintroduce tempo-
rary migration controls at their
frontiers. Austria and Hungary
decided to pre-empt this by
tightening their borders.

The Danish government ap-
proved a bill which allows
policemen to seize valuables
worth more than DKro0,000
($1,460) from refugees, in
order to pay for food and
accommodation. The measure,
which was criticised by

human-rights groups, is similar
to ones already in place in the
Netherlands, Switzerland and
in the state of Bavaria in
Germany.

In Chisinau, the capital of
Moldova, the poorest country
in Europe, 20,000 protesters
took to the streets to demand
the resignation of Pavel Filip,
the prime minister. The prot-
ests brought together both
pro-European and pro-Russian
citizens, with both camps
complaining of inequality and
corruption in the country.

Generation no-change

The Communist Party in Viet-
nam chose not to endorse the
hopes of the colourful reform-
ist prime minister, Nguyen Tan
Dung, to accede to the post of
party chief. Instead, that posi-
tion remained with the grey
incumbent, Nguyen Phu Trong,
whose backers ended Mr
Dung’s political career. Mean-
while, the Communist Party in
next-door Laos replaced a
79-year-old party head with a
78-year-old. Vietnam’s party
wants to steer a delicate course
between America and China,
while thatin Laos needsto
balance its two biggest neigh-
bours, China and Vietnam.
Bold reform will have to wait.

-
Ll N
Akira Amariresigned as
Japan’s economy minister,
afterit was claimed his constit-
uency office had not reported
cashitreceived from a building
company seeking favours. He
said he had been so busy
negotiating Japan’s member-
ship of the Trans Pacific
Partnership trade deal that he
failed to spot wrongdoing by
his aide. Mr Amariis a key
architect of Shinzo Abe’s re-
form programme; his
departure is a setback for
Abenomics.
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In Malaysia the attorney-
general found that no laws had
been broken when hundreds
of millions of dollars were
transferred into bank accounts
belonging to the prime min-
ister, Najib Razak, supposedly
by members of the Saudi royal

family. His decision was met
with disbelief.

China deported a Swedish
civil-rights activist after detain-
ing him amid a sweeping
crackdown on dissent. After
his arrest, the activist, Peter
Dahlin, was shown on Chi-
nese television making a “vo-
luntary” confession to having
broken the law by helping
unlicensed Chinese lawyers.

During a visit to Beijing (which
followed ones to the capitals
of Laos and Vietnam), Ameri-
ca’s secretary of state, John
Kerry, and his Chinese counter-
part, Wang Yi, agreed on the
need for a new UN resolution
on North Korea’s nuclear
programme following its test
of a nuclear device. But China
has not said whether this
should include new sanctions,
as America wants. Mr Wang
warned that a resolution
should not provoke tensions.

He's got the money

Rumours swirled that Michael
Bloomberg might enter the
race for the American presi-
dency as anindependent. He
is apparently worried by Do-
nald Trump’s dominance in
the Republicanrace, and also
by the rise of Bernie Sandersin
the Democratic one. A “Draft
Bloomberg” movement tried
in 2008 and 2012 to get Mr
Bloomberg to run.

Ammon Bundy, a car-fleet
manager and anti-government
protester who led the armed
occupation of a federal wild-
life reserve in Oregon, was
arrested with four other mem-
bers of his “militia” 50 miles
from the reserve. One of his
supporters was shot and killed
during the arrest. Mr Bundy
said he was following “divine”
instructions. His antics have
doubtless made it less likely
that his complaints about
federal over-regulation will be
heeded.

b
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Business

The World Bank reduced its
forecast for the average price of
a barrel of oil this year to $37,
from the $51it had projected
justlast October. In all, price
forecasts for 37 of the 46 com-
modities that the bank mon-
itors were revised lower. The
Federal Reserve cited con-
cerns about the world econ-
omy atits latest meeting,
which suggests it is hesitant
about raising interest rates
again atits March meeting.

The Chinese new fear

China’s stockmarkets had
another turbulent week, with
the Shanghai Composite index
falling by 6.4% over one day to
its lowest pointin more than a
year, The central bank injected
$67 billion into the financial
system to boost liquidity. It
also continued to prop up the
yuan, which is under pressure
partly because of the large
amount of capital thatis flow-
ing out of the country. Mean-
while, the government decid-
ed to reduce capacity in
steelmaking, which could
resultin 400,000 job losses.

Italy, which has one of the
highest rates of non-perform-
ing loans in Europe, struck a
deal with the European Com-
mission to help its banks sell
off their bad debt. The govern-
ment will provide guarantees
toinvestors who buy the
loans. The agreement comes
after a dramatic fall in the
share prices of Italian banks
in recent weeks.

Andrew Bailey, who oversees
financial stability for the Bank
of England, was selected by
the government to head Brit-
ain’s Financial Conduct
Authority, which regulates
banks’behaviour and integri-
ty. His appointment comes
after a six-month search for
someone to replace Martin
Wheatley, who was ousted by
the Treasury last summer, in
part because of his uncompro-
mising approach towards
wrongdoing in the City. Senior
bankers generally welcomed
Mr Bailey as someone who is
tough but fair.

Ajuryin London found five
former brokers not guilty of
conspiring with Tom Hayes to
manipulate LIBOR, the bench-
mark inter-bank interest rate.
Mr Hayes was sentenced to
prison last August.

Blasts from the past
JPMorgan Chase paid $1.4
billion to resolve a claim by
Lehman Brothers’ creditors
that it unnecessarily siphoned
liquidity from the investment
bank before it collapsed in
September 2008.In a separate
settlement the bank agreed to
pay $1 billion to Ambac, an
insurer,in a dispute over mort-
gage-backed securities sold by
Bear Stearns, a distressed bank
that was bought by JPMorgan
Chase in a government-backed
rescue in March 2008.

American International
Group said it would return $25
billion to shareholders, a move
it hopes will rally shareholder
supportin the face of calls
from activistinvestors,led by
CarlIcahn, to split the insur-
ance company in three.

Johnson Controls, a maker of
car parts, agreed to merge with
Tyco, which builds electronic
security-systems. The $20
billion merger will allow
Johnson to move its head-
quarters to Ireland, where Tyco

hasrelocated its base, in order
to lowerits tax bill. The Ameri-
can Treasury had introduced
ruleslast year to make such
“inversion” deals harder after a
political backlash. Tyco, which
became entangled in a high-
profile corporate scandal in
2002, will lose its name after
the acquisition.

In Britain, where the generous
tax arrangements enjoyed by
multinationals has created a
political kerfuffle, Google
reached an agreement with
British tax authorities in which
it will pay £130m ($186m) in
back taxes. This came after a
lengthy investigation into
whether the internet giant had
coughed up all the taxes it
should have over the past
decade. The inquiry found that
Google had notevaded tax,
but critics allege that the deal
was still too generous to the
tech firm.

Facebook posted a quarterly
profit of over $1 billion for the
first time on the back of strong
revenues from its ads on
mobile devices.

DeepMind, a secretive artifi-
cial-intelligence company
acquired by Google for $400m
in 2014, announced that it had
hitan A1 milestone by devel-
oping a computer that can beat

the best humans at Go, a com-
plicated board game of East
Asian origin. Such a feat had
not been expected for years.

Sorry, wrong number

Apple warned thatitexpects
sharply slower sales of the
iPhone, which accounts for
two-thirds of its revenues, in
the current quarter. It blamed
currency fluctuations, un-
certainties in the global market
and a sluggish China, its big-
gest market. Sales of iPhones
were flatin the last three
months of 2015 compared with
the same quarter in 2014, and it
shifted 25% fewer iPads. Still, its
quarterly profit of $18.4 billion
was the biggest to date for any
listed company. Commenting
on the global outlook, Tim
Cook, Apple’s chief executive,
said the situation is “dramati-
cally different” from a year ago.

Other economic data and news
can be found on pages 80-81
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The brawl begins

Marvel at the jaw-dropping spectacle. Then worry. American politics has taken a dangerous turn

HE muscle-bound rivals
; have entered the ring. The
.~ verbals are at fever pitch. On
February 1st lowans will caucus
in the opening round of Ameri-
. ca’s presidential tussle. Just over
a week later, voters will gather
in New Hampshire. From there
the contest will move on towards Super Tuesday on March 1st,
and beyond that to the conventions in July. It is the world’s
greatest electoral tournament. Itis not going to plan.

Across America, political elites and moderate voters arein a
state of disbelief. Hillary Clinton, as much part of the establish-
ment as the Washington Monument, is under pressure from
Bernie Sanders, a crotchety senator from Vermont who calls
himself a democratic socialist. The sensible squad on the
right—"Jeb!” Bush, Marco Rubio, John Kasich et al-have been
impaled by the gimlet gibes of Ted Cruz and swamped by the
sprawling, tumultuous diatribes of Donald Trump.

The choice was supposed to be between a Bush and a Clin-
ton—more a coronation than an election. Instead, the race for
the world’s most powerful office has been more dramatically
upended by outsiders than any presidential campaign in the
past half-century. America, what on earth is going on?

Bigger and brasher

The United States is not the only country where the establish-
ment is on the ropes. Britain’s Labour Party is in thrall to a man
well to the left of Mr Sanders. In the first round of France’s re-
cent regional elections, the far-right National Front won the
largest vote. Populists are leading the polls in the Netherlands
and running the government in Poland and Hungary. In politi-
cally correct Sweden, nativists are polling at 30%.

Like voters across the West, Americans are angry—often for
the same reasons. For years a majority of them have been tell-
ing pollsters that the countryis headingin the wrong direction.
Median wages have stagnated even asincomes at the top have
soared. Cultural fears compound economic ones: in 2015 a Pew
poll found that white Christians had become a minority in
America. And in recent months, fears of terrorism have added
amenacing ingredient to the populist brew (see pages18-20).

Though the trends are common, populism in America is es-
pecially potent. Europe has grown used to relative decline. As
the sole superpower, America has smarted at the rise of China
and the spread of jihadism from parts of the Middle East that it
had poured blood and treasure into trying to pacify. When Mr
Trump promises to “Make America great again” and Mr Cruz
vows that the sand of Irag and Syria will “glow in the dark”,
they are harking back to a moment, after the fall of the Soviet
Union, when America enjoyed untrammelled power.

A second reason is that, in America, outsiders channel pop-
ular angerinto a political duopoly. In Europe Mr Trump and Mr
Sanders would have their own protest parties, which inevita-
bly struggle to win high office. In contrast, America’s two-party
system sucked in Mr Sanders, who joined the Democrats last
yeat, and Mr Trump, who rejoined the Republicans in 2009. If

they win the primaries, they will control political machines
designed to catapult them into the White House.

And a third, related, explanation is that elites cannot easily
manage America’s raucous democracy. Populist insurgencies
are written into the source code of a polity that began as a re-
volt against a distant, high-handed elite. The electoral college
devolves power from the centre, Primaries attract the 20% of
eligible voters most fired up by politics. Candidates with mon-
ey behind them—his own in the case of Mr Trump, someone
else’s for Mr Cruz—can sneer at their party’s high command.

Hence populists and anti-establishment candidates make
frequent appearances in American presidential races. But as
the thrilling spectacle runs its course and voters reluctantly
compromise with reality, they tend to fade. That usually hap-
pens early (Pat Buchanan, a Republican firebrand who prom-
ised a “pitchfork rebellion” in 1996, won the New Hampshire
primary, but was out of the race by the end of March). On the
rare occasion when insurgents win the nomination, they have
collapsed at the general election: Barry Goldwater lost 44 of 50
statesin 1964. Those who stand as independents (as Ross Perot
did in1992) have also failed—which would not bode well for a
self-financing candidate like Michael Bloomberg.

For the Democrats, history is likely to be repeated in 2016.
Even if he wins lowa and New Hampshire, it is hard to see Mr
Sanders thriving as the race moves to the delegate-heavy
South. Mrs Clinton has money, experience and support from
black Democrats. National polls put her 15 points ahead.

But this time really could be different for Republicans. Gold-
water’s surge came late; Mr Trump has mesmerised crowds,
and been rewarded in the polls since July. Some Republican
grandees who detest Mr Cruz even more than they despise Mr
Trump have fallen in behind the billionaire. Perhaps on the
day people won’t turn up for either man; perhaps the two of
them will throw enough vitriol to destroy each other; perhaps
what is left of Mr Bush’s $100m war chest will leave the elite
time to mount a counter-attack. As of now, both populists have
achance of taking the fight to the convention and even, barring
a backroom establishment deal, of winning the nomination.

The 50:50 nation
That prospect worries this newspaper. Neither Mr Trump nor
Mr Cruz offers coherent economics or wise policy. Neither
passes the test of character. Yet, merely by being on the ballot
in November either would come close to the presidency.
General elections have become 50:50 affairs, determined
by a few votes in a handful of states. Mrs Clinton is not a good
campaigner; Mr Trump and Mr Cruz are. In so far as he has
policies, Mr Trump borrows freely from right and left. He could
win votes by tacking brazenly to the centre.In a closerace, a ter-
rorist attack or a scandal near polling day could be decisive.
Pessimism about America is misplaced. The economy is in
better shape than that of any other big, rich country; unem-
ployment is low; so is violent crime. But mainstream Republi-
cans have pilloried Barack Obama with such abandon that
they are struggling to answer Mr Trump and Mr Cruz. If any-
one should regret the spectacle about to unfold, itis they. m
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Nigeria's economy

Hope the naira falls

The Economist January 30th 2016

President Muhammadu Buhari is repeating an economic error he made as dictator 20 years ago

| €€ £ IVE me lucky generals,”

Napoleonissupposed to
have said, preferring them to tal-
ented ones. Muhammadu Bu-
hari, a former general, has not
had much luck when it comes to
the oil price. Between 1983 and
1985 he was Nigeria’s military
ruler. Just before he took over, oil prices began a lengthy col-
lapse; the country’s export earnings fell by more than half. The
economy went into a deep recession and Mr Buhari, unable to
cope, was overthrown in a coup.

Now he is president again. (He won a fair election last year
againsta woeful opponent; The Economistendorsed him.) And
once again, oil prices have slumped, from $64 a barrel on the
day he was sworn in to $32 eight months later. Growth proba-
bly fell by half in 2015, from 6.3% to little more than 3% (see page
39). Oil accounts for 70% of the government’s revenues and
95% of export earnings. The government deficit will widen this
year to about 3.5% of gDP. The currency, the naira, is under
pressure. The central bankinsists on an exchange rate of 197199
naira to the dollar. On the black market, dollars sell for 300
naira or more.

Instead of letting the naira depreciate to reflect the coun-
try’s loss of purchasing power, Mr Buhari’s government is try-
ing to keep it aloft. The central bank hasrestricted the supply of
dollars and banned the import of a long list of goods, from
shovels and rice to toothpicks. It hopes that this will maintain
reserves and stimulate domestic production.

When the currency is devalued, all imports become more
expensive. But under Mr Buhari’s system the restrictions on
imports are by government fiat. Factory bosses complain they
cannotimport raw materials such as chemicals and fret that, if
this continues, they may have to shut down. Many have

turned to the black market to obtain dollars, and are doubtless
smuggling in some of the goods that have been banned.

Nigerians have heard this tune before. Indeed, Mr Buhari
tried something similar the last time he was president. Then, as
now, he resisted what he called the “bitter pill” of devaluation.
When, as a result, foreign currency ran short, he rationed it and
slashed imports by more than half. When Nigerians turned to
the blackmarkethe sealed the country’s borders. When unem-
ployment surged he expelled 700,000 migrants.

Barking orders at markets did not work then, and it will not
worknow. Mr Buhari is right that devaluation will lead to infla-
tion—as it has in other commodity exporters. But Nigeria's
policy of limiting imports and creating scarcity will be even
more inflationary. A weaker currency would spur domestic
production more than import bans can and, in the long run,
hurt consumers less. The country needs foreign capital to fi-
nance its deficits but, under today’s policies, it will struggle to
get any. Foreign investors assume that any Nigerian asset they
buy in naira now will cost less later, after the currency has de-
valued. So they wait.

Those who fail to learn from history...

Mr Buhari’s tenure has in some ways been impressive. He has
restored a semblance of security to swathes of northern Nige-
ria that were overrun by schoolgirl-abducting jihadists. He has
won some early battles against corruption. Some of his eco-
nomic policies are sound, too. He has indicated that he will
stop subsidising fuel and selling it at below-market prices. This
is brave, since the subsidies are popular, even though they
have been a disaster (the cheap fuel was often sold abroad and
petrol stations frequently ran dry). If Mr Buhari can find the
courage to let fuel cost what the market says it should, why not
the currency, too? You can forgive the general for being un-
lucky; but not for failing to learn from past mistakes. =

Foreign students

Train ’em up. Kick ’em out

Shrewd governments welcome foreign students. Stupid ones block and expel them

OUNGSTERS have long
crossed borders in search of
an education. More than 2,000
years ago the Roman poet Hor-
ace went to Athens to join Pla-
10 to’s Academy. Oxford Universi-
ty admitted its first known
international student, Emo of
Friesland, in n190. Today more than 4.5m students are enrolled
in colleges and universities outside their own countries (see
page 51). Their fees subsidise local students. Their ideas broad-
en and enliven classroom debate. Most go home with happy
memories and valuable contacts, making them more likely in
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later life to do business with the country where they studied.
Those who stay on use what they have learned to make them-
selves and their hosts wealthier, by fiinding work as doctors,
engineers orin some other skilled career.

Immigration policy is hard: Europe is tying itself in knots
over how many Syrian refugees to admit. But the question of
whether to welcome foreign students ought to be much easier.
They more than pay their way. They add to the host country’s
collective brainpower. And they are easy to assimilate. Indeed,
for ageing rich countries seeking to import young workers to
plug skills gaps and prop up wobbly pension systems, they are
ideal. A foreign graduate from a local university is likely to be
well-qualified, fluent in the local lingo and at ease with local »
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» customs. Countries should be vying to attract such people.

Places with the good fortune to speak English have a gigan-
tic head start. Australiaisthe leader: a quarter of its tertiary stu-
dents come from abroad, a bigger share than in any other
country. Education is now its biggest export, after natural re-
sources. For a while the influx of brainy foreigners was slowed
by an overvalued currency and the reputational damage from
the collapse of some badly run private colleges. But recently
the Australian dollar has weakened, degree mills have been
shut down, visaruleshave been relaxed—and foreign students
have flooded back. Last year their numbers rose by 10%.

Canada, until recently an also-ran, now emulates Oz. In
2014 it set a goal of almost doubling the number of foreign stu-
dents by 2022. It has streamlined visa applications and given
international students the right to stay and work for up to three
years after graduating. Those who want to make Canada their
home have a good chance of being granted permanent resi-
dence. Its share of the market for footloose students is growing,
and numbers have more than doubled in a decade.

America, by contrast, is horribly complacent. In absolute
terms, it attracts the most foreign students, thanks to its size, its
outstanding universities and the lure of Silicon Valley and oth-
er brainworking hotspots. But it punches far below its weight:
only 5% of the students on its campuses are foreign. Its visa
rules are needlessly strict and stress keeping out terrorists rath-
er than wooing talent. It is hard for students to work, either
part-time while studying or for a year or two after graduation.
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The government wants to extend a scheme that allows those
with science and technology qualifications to stay for up to 29
months after graduating. But unions oppose it, claiming that
foreign students undercut theirmembers’ wages. One that rep-
resents high-tech workers in Washington state has filed a court
challenge, seeking to have the scheme axed.

The self-harming state

Britain is even more reckless. It, too, has the huge advantages of
famous universities and the English language. But its govern-
ment has pledged to reduce netimmigration t0100,000 people
a year, and to this end it is squeezing students. Applying for a
student visa has grown slower and costlier. Working part-time
to pay fees is harder. And foreign students no longer have the
right to stay and work for two years after graduation. Britain’s
universities are losing market share: their foreign enrolments
are flat even as their main rivals’ are growing strongly.

Sajid Javid, Britain’s business secretary, says the aim is to
“break the link” between studying and immigration. This is
precisely the wrong approach. For a country that wants to re-
cruit talented, productive immigrants, it is hard to think of a
better sifting process than a university education. Welcoming
foreign students is a policy that costs less than nothing in the
short term and brings huge rewardsin the longterm. Hence the
bafflement of James Dyson, a billionaire inventor, who
summed up Britain’s policy thus: “Train 'em up. Kick 'em out.
It's a bitshortsighted, isn’tit?” m

Corporate tax

Going after Google

Britain’s tax men struck a poor deal. But the real problem lies with flawed international corporate-tax rules

T WAS meant to win plaudits
for clawing more money out
of cunning, tax-shy multination-
als. Instead, a deal between
Google and the British govern-
ment, in which the tech giant

—ins |
;m{} A‘I’_
’ Q ad @'ﬁ : .
U 9 Y will pay £130m ($185m) in back
) taxes covering a ten-year period,

has attracted only opprobrium.

Critics at home and abroad argue that Google has got off
lightly. On the European mainland, for example, suspected
corporate tax-dodgers face raids and whopping demands:
France wants €500m ($550m) or more from Google. Apple
could be on the hook for $8 billion if the European Commis-
sion, which is investigating its Irish operations, concludes that
it got a cushy deal from the Emerald Isle. Britain may well have
been too generous to Google. But the bigger problem with the
deal is what it says about international efforts to crack down
on corporate-tax avoidance.

Cop rale
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Nineteen for me, one for you

Corporate taxes are a poor way to raise revenue. Since the bur-
denis ultimately borne by people, whether investors, workers
or consumers, it would, in theory, be more efficient to tax them
directly. But abolishing corporate levies would create its own
problems (see page 63). In poor countries with large informal
sectors, big companies are a rare source of reliable tax revenue.

In rich countries, wealthy people would doubtless turn them-
selves into companies to avoid income taxes. For policymak-
ers, therefore, the priority is to make corporate taxes less dis-
torting and less easy to avoid.

The rules governing the taxation of multinationals are a
threadbare patchwork of national laws and bilateral treaties,
dating back almost a century and designed for an age of manu-
facturing, not multimedia. They grow ever more gameable
with the spread of e-commerce and companies’ increasing reli-
ance on intangible intellectual property (ip). Technology and
drug firms, for instance, routinely move their 1p to subsidiaries
in tax havens, which can then manipulate the fees they charge
other parts of the group for access toitin order to suck their pro-
fits into the lower-tax country.

These manoeuvres may be legal, but their goal is tax avoid-
ance, often in a way that flouts the spirit of the law. In an era of
austerity, that offends the public mood, which is why govern-
ments around the world are being pressed to implement doz-
ens of anti-avoidance measures proposed last year by the
OECD, a club of mainly rich countries. Many of these mea-
sures make sense. They seek to tie tax more closely to eco-
nomic activity and also to limit some arcane but hugely profit-
able tricks, such as using internal loans to claim tax
deductions. Progress at the OECD is spurring action: indeed, as
part of its deal with British tax authorities, Google has agreed
to pay tax in future on a chunk of its sales to British advertisers.

The problem is that the oecp approach maintains a da- »
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» maging fiction which is ingrained in the current system: that a
multinational can be seen as a cluster of separate companies
to be treated as if they are trading with each other at arm’s
length. The “transfer pricing” rules that police this system are
complex and flawed. Keeping this approach, but toughening
up the policing, means creating yet more rules—and loopholes.

Better to think of each firm as a single entity. Then countries
could either agree to share the tax on companies’ worldwide
profits according to a formula that takes account of their sales,
employees, assets and so on; or allow the entire worldwide
profitsto be taxed by the home country, with a tax-credit mech-
anism for countries where the work actually goes on or rev-
enue is earned—but, crucially, not brass-plate jurisdictions—in
order to avoid double taxation. In both cases, the incentives
and opportunities to move profits into tax havens would be
greatly reduced.
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Instead of this unitary approach, however, the patchwork
persists, and with it the likelihood of unco-ordinated national
tax policies. Thisis the contextin which Google and the British
government forged their deal. The bill presented to the com-
pany looks from the outside like a sweetheart deal, butitisim-
possible to be sure because you cannot know how it was cal-
culated. This lack of transparency will do nothing to increase
public confidence that tax avoidance is being curbed. Nor, in
the long run, will the Google approach help multinationals. If
alot of countries go their own way, at their own pace, the result
could be tax chaos, a bloody battle over countries’ taxing rights
in which overlapping claims cause the pendulum to swing
back from under- to over-taxation.

Tax diplomacy, like politics, is the art of the possible. But
failing to push harder for aradical overhaul, at a time when the
planets were aligned for change, looks like a costly mistake. m

The Zika virus

Let us spray

Don’t panic. Kill mosquitoes

ANDEMICS make for good
horror films. Few things are
scarier than a dangerous, incur-
able new disease that spreads
quicklyy. And globalisation
means that plagues can travel
far, wide and terrifyingly fast.
i Diseases such as HIV/AIDS,
SARS, West Nile virus and Ebola fever were born in places as
varied as African jungles and Chinese poultry markets. Then
they broke out to spread panic around the world.

The newest horror is Zika (see page 29). This mosquito-
borne virus, which originated in Africa, was spotted in Brazil
last year. It isnow moving across Latin America and the Carib-
bean, with cases in more than 20 countries. Originally, it was
thought to cause little worse than a rash and fever. Now, pro-
pelling the disease into the realm of nightmares, doctors sus-
pect that when pregnant women catch it, their babies may be
permanently damaged. Zikais the prime suspect for a sharp in-
crease in the number of babies with microcephaly in Brazil.
Children are born with abnormally small heads and are likely
to be brain-damaged. They may suffer severe learning difficul-
ties, seizures and other problems. Many will die young.

Scientists are trying to confirm the link between Zika and
microcephaly. Some suspect that the virus may also occasion-
ally cause serious damage to nerves and the immune system
in infected adults. Though a mosquito bite is the main way to
catch it, there are fears that it can also be transmitted sexually.
Are the risks so high that countries lucky enough to be free of it
should advise their citizens to stay away from those known to
have it? Will it sweep through entire populations, creating herd
immunity? And if so, should women try to avoid getting preg-
nant until that happens, as governments in some Latin Ameri-
can countries have advised?

Zika has no cure and a vaccine will not be available for at
least a decade. But that is no cause for despair—nor for govern-
ments to scare women into not having babies. Two things are
known for certain. The first is that the main, possibly only,

transmission route is via mosquitoes, which pick up the virus
from infected people and pass it on when the pests next take a
meal. The second is how to cut the number of mosquitoes—
and preferably eradicate them.

The idea of fighting mosquitoes has a long history. Aedes ae-
gypti, the speciesthat carriesnotonly Zika but dengue, chikun-
gunya and yellow fever, was almost eliminated from much of
South America by the early 1960s, after a long anti-dengue
campaign. The insects were killed with frequent fumigation.
Health workers visited households to urge people to mop up
standing water, where mosquitoes breed. But some countries
slackened their efforts too soon. After the number of cases fell,
politicians’ attention waned. And the mosquitoes returned in
their buzzing billions.

Biting back

That campaign was led by the American regional branch of
the World Health Organisation. It now needs to rally govern-
ments for a new push. Brazil is mobilising its armed forces fora
nationwide door-to-door information campaign; other affect-
ed countries should do likewise. In poorer countries, donors
could pay for ad campaigns, new health workers, insect repel-
lents, insecticides and bed nets. If reservoirs of the virus are
not to remain, ready to re-emerge, action is needed across the
territory where Zika is at large and also in places, such as the
subtropical parts of the United States on the Gulf of Mexico,
where it is sure soon to arrive.

Research into novel ways to kill mosquitoes also deserves
more funding. Genetic modification, which produces mosqui-
toes that are sterile but still attractive to other mosquitoes,
shows promise. A trial in Brazil suggests that releasing swarms
of modified insects can reduce the unmodified population in
months.

All this will be pricey. But it would bring not one, but sever-
al, dread diseases under control. Aedes aegypti does not carry
malaria, but the methods used to kill it will also kill Anopheles,
which does. The moment has come again to take the fight to
the mosquitoes—and this time to finish the job. =



You’ve earned your
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owning it?

Ask questions.
Be engaged.

Own your
tomorrow.™

In life, you question everything. The same should be true when it comes to managing your
wealth. Do you know what your investment recommendations are based on? Does your financial
professional stand by their word? Do you know how much you're paying in fees? And how those
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Cultural dissonance

Ayaan Hirsi Ali haslongand
rightly complained of the
West's dual standards in the
way it regards the Muslim
mistreatment of women. By
highlighting the issue as one
aftecting “European women”,
you are reinforcing that hypoc-
risy (“Migrant men and Euro-
pean women”, January 16th).
The most basic research into
what happensinside Muslim
communities—within Europe
as well as outside—reveals a
pattern of discrimination,
physical and sexual abuse, and
general misogyny that West-
ern women (and hopefully
men) would find intolerable.

The Economist appears to
have an idée fixe thatimmigra-
tion is a universal good, regard-
less of origin and conse-
quences and holds pious
hopes that work, time and
education will promote inte-
grated communities. Unfortu-
nately, evidence is that even
some second- and third-gener-
ation immigrants have not
integrated successtully: the
persistence of FGM; “honour-
killing” and forced marriages;
the support of terrorism at
home and overseas; electoral
fraud and malpractice in
strongly immigrant areas; all
suggest a significant, systemic
failure.

Kipling’sline that “Eastis
East, and West is West and
never the twain shall meet”
may well be a good starting
point for policy. Require all
citizens—prospective, newly
arrived or settled—to embrace
the values of a modern, liberal
democracy and for those who
won'’t,show them the door.
SIMON DIGGINS
Rickmansworth, Hertfordshire

You ask where the migrants
from the Middle Eastand
Africa should go if they can’t
come to Europe. Surely they
should be settled somewhere
near their countries so that
they can easily return home
again one day? Turkey, Leba-
non and Jordan have already
taken in 4m migrants, four
times more than Europe.

If there was trouble in my
country, I would not want to go
far away and settle among

people with an utterly differ-
ent culture. Most of the
800,000 Kosovars who fled
their country during the war
with Serbia wenthome when
the war was over. The Palestin-
ians are still near their country;,
waiting to go home.Iadmire
their steadfastness and hope
that one day the Israelis will
abandon Zionism like the
South Africans abandoned
apartheid, and allow the Pales-
tinians to return home.

MIKAEL GRUT

London, England

Family values

The real reason that local,
family-owned stores in India
are thriving in the face of
modern retail chains is be-
cause families do notreckon
the opportunity cost of the
property they occupy (“Local
Heroes”, January 16th). They
either own the real estate or
are paying a decades old,
peppercorn rent protected by
rent laws.

Asthe chairman of the
board of directors of a modern
retail chain, I asked many such
family patriarchsif they had
considered this. The majority
felt they owed it to their fore-
bears from whom they had
inherited the store to keep it

going. Additionally, if it were to

shut, they would lose their
standing in their community.
So until their progeny undergo
a course in economics, you

will continue to see the kiranas

beat up the newfangled, tablet-
wielding entrepreneurs.
NAWSHIR MIRZA

Mumbai, India

The Labour Party

Bagehotisrightto point out
that the 230 Labour mpsin the
House of Commons represent
a much bigger and wider
constituency than Jeremy
Corbyn’s self-selected non-
parliamentary supporters,
who are accountable to no one
but themselves (January 16th).
But he is wrong to suggest
that the moderate mpsshould
form a new “social democratic
party”. They have absolutely
no need to: all they need dois
declare that the leadership of
the Labour Party is entirely in

the gift of members of the
parliamentary party. They
should then proceed to elect
their own leader and return Mr
Corbyn to the backbenches
where he performed with such
notable lack of distinction for
more than 30 years.

This assertion of their
undoubted rights as elected
lawmakers will no doubt send
Mr Corbyn’s ragbag of political
nutters even madder than they
already are. It will also set off
all sorts of show-trials, ex-
pulsions and deselections. In
that event, the parliamentary
Labour Party should simply
endorse its own candidates for
all constituencies. Butin no
circumstances should it relin-
quish its claim to be the real
Labour Party which many
millions of British voters
support.

MICHAEL EGAN

Former Treasurer of New South
Wales

Surry Hills, Australia
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clutch of fascism doesn’tloom
over Catalan lives any more.
JOSEP SUAREZ

Head of the delegation of the
Catalan government to the
United Kingdom and Ireland
London

Catalonian politics

When the new president of
Catalonia, Carles Puigdemont,
quoted a Catalan journalist,
Carles Rahola, who was exe-
cuted under Francisco Franco’s
dictatorship saying “the invad-
ers will be expelled from Cata-
lonia”, he wasnot referring to
the Spanish government, as
you incorrectly reported (“Re-
bel, Rebel”, January16th), but
to the German and Italian
fascist army that air-bombed
Catalan cities during the Span-
ish civil war.

Mr Puigdemont explained
when he was sworn in before
the Catalan parliament on
Januaryioth how his use of
the quote, ata memorial ser-
vice in 2013, had been distorted
and he wasin fact using the
reference toillustrate that the

Anotherlevel

I found your conclusion on the
future of European clubbing
disheartening (“Less than
ecstatic”, January 9th). The
most demoralising part comes
from the overwhelming statis-
tical data illustrating a decline
in the number of European
venues. Nightlife is funda-
mental to the eclectic mixture
of urban identity. It offers
release, an ability to evade the
realities of everyday existence.
The case for the possibility
of festivals overtaking club-
bingis compelling. Therise in
the number of festival-goers
each summer arguably doesn’t
have an inversely proportional
effect on the allure of dark,
grungy club scenes. No matter
how financially compelling
the economies of scale of big
festivals are, there are DJs
intent on returning to and
retaining the urban scenes
from which they came. This
gives one hope. Councils may
be able to close and regulate
the buildings themselves, but
the 24-hour party people are
here to stay.
JOSEPH MILLARD
London

Ageing gracefully

As one of the octogenarians
who “fiddles with my hearing
aid and takes afternoon naps”
(“Three wise men”, January
oth), ] wonder what the age
limitisin order to avoid being
ridiculed by your young
reporters?

Wasn'tit Tom Lehrer who
wrote the song: “Make-fun-of-
the-handicapped-week™?
HANS ROTHENBORG
Hellerup, Denmark W

Letters are welcome and should be
addressed to the Editorat

The Economist, 25 St James’s Street,
London SW1A 1HG

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



Executive Focus

CHATHAM
HOUSE

The Royal Institute of
International Affairs

Head of the Hoffman Centre on the Sustainable Resource Economy
The Roval Institute of International Aftairs, Chatham House —
London, UK

£70,000 - £80,000 commensurate with skills and experience

Chatham House is a world leading policy institute, providing independent
analysis to individuals, corporations and governments on how to build a
more sustainable, secure and prosperous world.

The institute is seeking a talented and highly influental leader to establish
and run the new Hoffmann Centre on the Sustainable Resource Economy.
The Centre will sit at the intersection of policy, business and research, and
work to accelerate the decoupling of resource use from economic growth.
[t will catalyse cross-border initiatives, undertake rescarch partnerships and
engage key figures across government business and academia.

The successtul candidate will be a strategic thinker with the wvision,
leadership and management qualities to grow this new centre of research.
With outstanding networking skills coupled to expertise in resource
sustainability, he /she will develop high impact partnerships and place the

Hoftman Centre at the forefront of research in this field. Experience of

managing the delivery of research outputs as well as successful fundraising
experience 1s essential. Exposure to a global think tank or policy
orientated role in governmental, inter-governmental or non-governmental
organisations is highly beneficial.

For more information visit www.chathamhouse.org,/jobs and to apply
please email your CV, with a covering letter to:
recruitment@chathamhouse.org

&Jcareers

Director, Investigations Division,
Office of Internal Oversight Services (D-2)

Do you have strong management and leadership skills

in a complex, political and diplomatic environment?

The United Nations is looking for a qualied leader
with expert knowledge in the field of investigations
including cases of sexual exploitation and abuse,
corruption, fraud and financial investigations.

Education: Master's degree or equivalent
in law, police studies or other
investigation-related areas.

Work experience: At least fifteen
years of progressively responsible
experience in administrative

or criminal investigations.

Applications from women

are strongly encouraged

For more information go to:
careers.un.org
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A MISSION

LIKE NO OTHER

The Central Intelligence Agency
Directorate of Operations

The Central Intelligence Agency seeks qualified,
patriotic professionals and entrepreneurs with

a wide range of backgrounds, skill sets and life
experiences to serve overseas as Operations
Officers in the Directorate of Operations. For the
individual who is seeking a unique and high-impact
international career opportunity, we offer a way
of life that challenges the deepest resources of

an individual's intellect, self-reliance and sense of
responsibility. While there is no specific work
background required, candidates with previous
positions in sales, marketing, business or
entrepreneurship are highly desirable.

Competitive candidates should possess

- the following:

* US citizenship, dual US citizenship or US
Lawful Permanent Resident (LPR) status

* 3+ years of international business
experience

* The desire to live and work abroad

* A four-year college/university degree from
an accredited institution

* An active interest in international affairs

* Foreign language skills

» The ability to successfully complete medical
and security processing

Individuals must be physically located
in the US to apply.

Take the next step. Mail your resume with a
cover letter to:

Recruitment Center
Box 26
Dept. D-42
Washington, DC 20505

THE WORK OF A NATION.
THE CENTER OF INTELLIGENCE,

The CIA is an equal opportunity
employer and a drug-free workforce.
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Economists, Senior Economists,
Policy Advisers and Senior Policy Advisers
Competitive salary plus benefits London

Whach? s the UK's largest consumer organisation; we work 1o make consumers as powerful
as the organsations they deal with in thewr daily lives, and we influence and shape consumer
policy that affects each of us every day, We are building a new high-performing policy team
that will focus on the issues that are important for consumers today and in the future,
helping 1o underpin all of Which?'s work

We are looking to bulld a dynamic group of policy analysts, econamists and researchers who
will work together on a wide range of leading-edge consumer projects

Economists and Senior Economists will develop analytical rameworks and provide sound
economic analysis that will support novative consumer poliCy Initiatives

Policy Advisers will work with colleagues to develop innovative policy solutions to a broad
range of consumes issues, and contribute 1o the successful conclusion of policy projects.

Senior Policy Advisers will contribute to and lead some polscy projects, ensure high quality
policy outcomes and develop well -evidenced, high quality, innovative policy solutions on
CONSUIMes [Ssues

Working as part of an energetic team, these roles will help to ensure that Which? is a
respected, evidence based. source of consumer policy in the UK. You will have experience
of working as part of a muiti-disciplinary team in a progect based environment, delivening
high quality outputs on time and on budget. To excel in these roles, you will need excellent
anatytical skills, written and oral commumnication skills, and a strong appreciation of and
commitment to policies that will further the interests of consumers,

For more information, please contact Saxton Bamptylde Ltd, our employment
agency adviser, al www.saxbam.com/jobs. quoting reference QAWHD
Alternatrvely. email QAWHD@saxbam.com, or telephone on
+44 (0)20 7227 0890 The closing date for applications
is noon on Wednesday 24th February 2016

Saxton Bampfylde

The United Nations Conference on Trade and Development
(UNCTAD) in Geneva is seeking highly qualified and
experienced candidates for the position of

Director, Division for Africa, Least Developed
Countries and Special Programmes (D-2)

The Director of Division is responsible of promoting development of national policies
and international support measures to build productive capacities for economic
development and poverty reduction in Africa, least developed countries and other
groups of countries in special situations, and to progressively and beneficially
integrate them into the global economy.

The Director will possess:

in-depth knowledge of the economic challenges and opportunities facing
ALDCs, and the role of trade and development;

expert knowledge and demonstrated ability in analyzing, interpreting,
formulating and communicating complex policies and strategies;

be accountable for his/her decisions and actions and promotes ownership
and responsibility at all levels.

have high integrity, loyalty and maturity;
communicate effectively;

cultivate productive working relationships and shows leadership
across the Organization and stakeholders;

represent the Organization at the highest level.
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A New Challenge?

InterExec is the global leader in promoting senior
executives to the pinnacle of their career.

Using our unique international network and
in-depth market knowledge, we act discreetly to
provide unrivalled access to prime opportunities
which are rarely published.

Are you a high achlever eamning £150k to £1m+?
+44 (0)207 562 3482 or
email: london@interexec.net www.interexec.net

Inter Exec

Executive Director = 5!l
Global Alliance for Improved Nutrition

Geneva, Switzerland

The Global Alliance for Improved Nutrition (GAIN) s seeking a full-time Executive
Director (ED), responsible for defining strategic direction in programs and research,
resource mobilization, and ensuring excellence in organizational operations and
program implementation. The ED will be expected to continue existing and develop
further collaborative partnerships with governments, UN, academia, civil society, and
the private sector

GAIN plays a unique role in improving nutrition of individuals and populations in
resource poor environments, focusing on improved supply and demand for
micronutrients through food fortification, and other strategies, mainly focused on
women and children in low and middie income countries

GAIN is an alliance of public and private sector organizations and Serves as a
global thought leader for action and advocacy against undernutrition (see:
hitp://www.gainhealth.org)

The successtul candidate will bée an accomplished leader with a proven track record of
performance and results. S/he will have operated in a range of sectors related to GAIN's
agenda and in the international context, at senior levels. The Executive Director is the
Chief Executive of GAIN. S/he is responsible for the overall leadership and management
of the Secretariat and the Alliance's operational and administrative functions, including
delivery of programmes. Working under the guidance of the GAIN Board, the Executive
Director defines the institution's strategic vision, and is accountable for its
implementation at scale to deliver results. A critical role for the Executive Director is to
contribution to the strengthening of the overall global nutrition landscape and focus
action on the most effective programs, through facilitation of partnérships and alliances

GAIN s committed t0 diversity within its workforce and encourages applications
from all qualified candidatss.
GAIN has retained Russell Reynolds Associates 10 assist with

this appointment. For further information on the position and RIJSEEH
addibonal details on qualifications, requirements.

and how to apply. please visit WwWW.ITaresponses.com R Reyﬁo-lds
The closing date for applications is 29 February 2016. ASSOCIATES
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About Us

ASEAN+3 Macroeconomic Research Office (AMRO), located in Singapore, is the surveillance unit of ASEAN+3 countries (ASEAN,
China, Japan and Korea) to (a) conduct macroeconomic and financial surveillance of the members; (b) provide the members with policy
recommendations to mitigate economic and financial risks; (c) assist the members on utilizing financial resource of Chiang Mai Initiative
Multilateralization (CMIM). AMRO will be transiting into an International Organization soon.

AMRO is currently looking for candidates for two Deputy Director positions, to join in June 2016.
Deputy Director (Administrative function)
Deputy Director (CMIM, Strategy & Coordination function)

For full details of the Terms of Reference and Qualification Criteria, please refer to AMRO career website:
http://www.amro-asia.org/career/ or Futurestep job portal: http://fsclient.loop.jobs/.

Qualified candidates should send (a) CV, (b) brief description on the relevant working experiences, and (c) earliest possible starting date of
employment at AMRO, to: http://amro.loop.jobs by 29 February 2016. Please kindly indicate which position you would like to apply for. We will
acknowledge receipt of all the applications. We regret that only shortlisted candidates will be notified for interview. For other position vacancies,
please also refer to AMRO career website.
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| Futurestep

. . ' . E The United Nations Population Fund (UNFPA)
Fiscal Policy States -4 o0 works fo deliver a world where every pregnancy is
Panel Member of IL‘]‘\L‘\,' k- .@ wanted, every cmla::ﬁn is safe and every young
- ’ person s potenbal is lled
00

Fixed-term contract up to 5 years on a renewable basis _ ) )
Join a New Generation of Leadership

(£18,000 - £20,000 per annum) UNFPA is on the ground improving lives in more than 150 countries, and

. _ _ . _ IS @ key player in youth and women empowerment and human rights
The States of Jersey is seeking a leading economist to sit on the particularly in sexual and reproductive health rights as weil as effective
independent Fiscal Policy Panel. Jersey is fiscally autonomous and as a emergency and humanitaran response

government the States is responsible for all fiscal decisions. UNFPA is currently recruiting for the following three senior roles

, | | | h New York
The Panel’s statutory role is to publicly advise the Treasury and Resources WG ARy T ey T

Minister and the States Assembly on the tax and government spending Deputy Executive Director for Programme (DED-Programme)
policies most suitable for meeting the States’ economic objectives of at the Assistant Secretary General (ASG) level
economic growth and low inflation. The DED-Programme is responsible for strategic leadership.
management and communication of UNFPA's programme work and is
Members will enjoy the intellectual challenge and bring an impeccable also responsible for building and maintaining partnerships with UN and
track record in one or more of the following: bilateral agencies and others on specific programme themes
* developing and implementing macroeconomic policy, for Director, Division of Management Services (DMS) at the D-2 level

example at a central bank or within government; The Director is responsible for providing strategic vision and

* relevant senior economics positions in the private sector, management direction for the delivery of financial, budgetary. facility
including financial services; management and other administrative services in support of UNFPA's
e |eading academic research in areas such as macroeconomic and Operasons
fiscal policy, with a focus on the practical implementation of Chief, Commodity Security Branch (CSB) at the D-1 level
policy. The Chief, CSB is responsible for providing authoritative advice and

: : leadership for the positioning of UNFPA as the lead agency on provision
The FPP is expected to require on average about 1 day a month of of reproductive health commaodities and policy leadership in the context

members’ time, with meetings held in Jersey 2-3 times a year. of the ICPD, and Post 2015 agenda, with the goal of improving access

to and use of reproductive heailth commodities to improve the health and
lives of women and adolescents

For a full candidate brief and further information please contact

Jane Pollard, Human Resources, j.pollard@gov.je For more information on these roles and other exciting positions
s please go to UNFPA's employment website at
Closing date: 14 February 2016 http:.//www _unfpa org/jobs
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Outsiders’ chance

CLAREMONT, NEW HAMPSHIRE, AND SPIRIT LAKE, IOWA

The primary contestis about to get serious. It has rarely been so ugly, uncertain

or strange

HEN Jeb Bush announced he was
running for president seven months

ago the tutting newspaper commentaries
almost wrote themselves. With his famous
name and war chest of over $100m, whis-
tled up from Bush family benefactors in a
matter of months, the former Florida go-
vernor was almost as strong a favourite for
the Republican ticket as Hillary Clinton,
who had made her inaugural campaign
speech two days earlier, was for the Demo-
cratic one. Bush against Clinton? The pros-
pect made American democracy seem
stale and dynastic, rigged on behalf of a
tiny political elite, whose members alone
had the name recognition and deep pock-
etsrequired to win its overpriced elections.
Butnow the primary processisabout to
get serious. In Iowa on February 1st per-
haps 250,000 voters will brave icy roads to
pick their champion in small groups, or
caucuses. And the tutting has given way to
real fear. On the Republican side, Mr
Bush—or “Jeb!” as his campaign has cruelly
styled him—is all but irrelevant. The son
and brother of past presidentsis clever and
has a solid record of cutting taxes and pri-
vatising services. But Republican voters
have dismissed him as dull and out-of-
touch, an emblem of the political class

they despise. The Republican front-runner,
Donald Trump, is a celebrity builder with
no previous political experience. He has
raised little money, was once a registered
Democrat and still refers derisively to his
party as “the Republicans”, as if it is some
unpromising acquisition he has been arm-
twisted into buying.

Mr Trump is quick-witted, charismatic
and, during years as a reality television
star, has built an outrageous public perso-
na around his gargantuan ego. “I'm intelli-
gent,” he likes to say. “Some people would
say I'm very, very, very intelligent.” Uncer-
tainty over whether this is self-parody or
undiluted egomania is part of the act. Mr
Trump is to public service what profession-
al wrestling, which he loves, is to sport: en-
tertaining and ludicrously implausible, a
suspension of disbelief for escapists, a
crude deception for the gullible.

The digs he makes at his rivals, often in
the form of tweets offering “advice”, can be
amusing. A former propagator of conspira-
cy theories about Barack Obama'’s place of
birth, Mr Trump is now dishing out the
same treatment to his closest challenger,
Ted Cruz. A first-term senator from Texas,
Mr Cruz was born in Canada, but to an
American mother, which puts his eligibil-

The Economist January 30th 2016

ity to be president beyond serious doubt.
“Ted—free legal advice on how to pre-empt
the Dems on citizen issue. Go to court now
& seek declaratory judgment—you will
win!” Mr Trump tweeted to his nearly 6m
followers. Yet his front-runner status is
based less on Mr Trump’s wit than on his
gift for understanding and pandering to
people’s fears.

The billionaire says that America has
been beggared and wrecked by immigrant
rapists, venal bankers and idiot politicians,
is imperilled by Muslim maniacs, and
mocked by the rest of the world. He rages
against the Chinese, whom he accuses of
inventing global warming to destroy
American industry. Announcing his run at
Trump Tower, his Manhattan skyscraper,
he lamented: “We got $18 trillion in debt...
we need money. We're dying. We're dying.
We need money...Sadly, the American
dreamis dead.”

Trumped-up charges

Fortunately, Mr Trump has a plan to “make
America great again”, a Reaganite phrase
he has purloined. He wants to deport 1m
illegal immigrants and their offspring, im-
pose a 45% tariff on Chinese imports, kill
the relatives of terrorist suspects and bar
Muslims from entering America. To stanch
the influx of “rapists” (never mind that for
the past six years there has been a net out-
flow of people from America to Mexico),
he would build a “beautiful wall” along
the southern border. This is his signature
policy and the subject of a much-anticipat-
ed call-and-response moment at the rallies
he—descending from the sky in his mono- »
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» grammed helicopter—has held all over
America. “What are we gonna build?” he
asks. “A wall!” the crowds holler back.
“Who's gonna pay?” “Mexico!”

The notion of Mr Trump, who is backed
by around 35% of Republican voters (see
charti), as a presidential nominee is alarm-
ing. Yet Mr Cruz, who has 20% and is run-
ning him close in lowa, is hardly a reassur-
ing alternative. The self-made son of a
Cuban immigrant, he came to national at-
tention in 2013 when he tried to shut down
the federal government in a vainglorious
bid to defund Barack Obama’s health-care
reform, an effort he compared to the resis-
tance against Adolf Hitler. It was an exam-
ple of the sort of cynical self-promotion for
which Mr Cruzis loathed by his colleagues
in the Senate.

He aims to unite the most fiscally con-
servative part of the Republican coalition
with the most socially conservative, evan-
gelical Christians. Offering himself as a no-
compromise right-winger and scourge of
the party’s elite, Mr Cruz has done well in
televised debates, raised more money than
most of his ten surviving rivals—including
$20m in the last three months of 2015—and
covered the ground assiduously in pious
lowa. Hence his new preacherly style.

“In the days that follow,” Mr Cruz re-
cently declaimed while touring the state’s
ultra-devout north-west, “we will send the
regulators that descend on farmers like lo-
custs back to Washington!” Raising his na-
sal voice, he then beseeched his small au-
dience of corn farmers and their wives to
pray, “for just a minute every day”, that
God would make him president. If He
does, Mr Cruz promises to scrap the Inter-
nal Revenue Service, institute a10% flat-tax
on income and urge the Federal Reserve to
readopt the gold standard.

Without divine intervention, it is hard
toimagine Americans electingeither of the
Republican front-runners to be president.
The lesson the party drew from Mitt Rom-
ney’s failure to dislodge Mr Obama in 2012
was that,in anincreasingly diverse society,
the Grand Old Party needed to widen its
appeal. Mr Cruz’s target audience, white
Christians, represent less than half the
population. The obvious solution was to
woo Hispanics, one of America’s fastest-
growing electoral groups, who hold some
conservative views, though only 27% of
them voted for Mr Romney.

That was why, in 2013, a handful of Re-
publican senators, including Marco Rubio,
who is running third in the primary con-
test, joined a bipartisan, and ultimately
fruitless, effort to legalise the status of mil-
lions of illegal immigrants. “It’s really hard
to get people to listen to you...if they think
you want to deport their grandmother,”
declared Mr Rubio, a son of poor Cuban
immigrants, at the time. It is even harder
when you call them rapists. Mr Trump is
easily the most disliked candidate of either

I Playing the Trump card
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party; 60% of voters disapprove of him.
There is a consolation for the Republi-
cans. The Democrats could nominate
someone even less electable. In Mrs Clin-
ton’s path stands Bernie Sanders, a 74-year-
old “democratic socialist”, who says Amer-
ican capitalism is rigged against the 99%
and vows to dismantle banks and build
Medicare into a universal health-care sys-
tem. His claim that this would save $10 tril-
lion over a decade has elicited scepticism.
An independent senator from Vermont,
Mr Sanders was until recently neither a
member nor even an admirer of the Demo-
cratic Party, which he has called “ideologi-
cally bankrupt”. Yet polls suggest he has
the support of 37% of its primary voters
and could win in Towa and at the New
Hampshire primary on February o9th.
From William Jennings Bryan and
Huey Long to Ross Perot and Pat Buchanan,
populists are as much a part of the Ameri-
can political tradition as tirades against
Washington. They have typically thrived
at a time of anxiety. Bryan and Long were
creatures of depressed economies; Mr Pe-
rot went to war with free-trade, which
many Americans feared, just as the two big
parties decided to embrace it; Mr Buchan-
an stoked the same nativist fires that have
given Mr Trump’s candidacy much of its
heat. This time the unease seems to be
mainly economic, and itis widespread.
America has recovered well from the
great recession of 2008-09—its unemploy-
ment rate is low, at 5%—yet wage growth re-
mains anaemic. Real median household
income in 2014 was almost $4,000 below
its peak in 2007. That has shaken the na-
tional self-esteem; so have unsuccessful
wars in Iraq and Afghanistan, and their
messy aftermath, including the rise of Is-
lamic State. Asked “Are America’s best
days behind us?”, in a recent survey, 49% of
respondents said that they were. Black
Americans, for whom that is clearly not
true, are almost the only hopeful group.
The squeeze has been hardest for peo-
ple feeling pre-existing pressures: blue-col-
lar workers, hurt by globalisation, and mil-
lennials facing rising college debts and
competition for jobs. Last year’s college-
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leavers are, on average, $35,000 in the red,
more than twice the figure of two decades
ago. One or both groups are at the forefront
of Europe’s many populist insurgencies:
including, on the left, Syriza in Greece and
the socialist leadership of Britain’s Labour
Party; and on the right the French National
Front and the Uk Independence Party.
America is no different.

Mr Trump’s biggest fans are the most
pessimistic Americans, working-class
whites. “The country’s spiralling down-
wards, people are not getting pay rises,
we're not the superpower we think we
are,” lamented Todd Winslow, an office-
equipment supplier, at a Trump rally in
Claremont, New Hampshire. By articulat-
ing such fears, Mr Trump has validated
them. That is why his supporters love him,
whether or not they believe his promises.
“He tells us what we all think but are afraid
to say,” Mr Winslow declared. Others in
the crowd liked Mr Trump’s success in
business, his tough-guy style and the fact
that he was not a politician. These qualities
were evident in the diatribe that followed.

Ad-libbing as usual, Mr Trump boasted
of his “big beautiful brain”, suggested
dumping Bowe Bergdahl, an American
prisoner-of-war released in a hostage swap
with the Taliban, from the air over Afghan-
istan, and, after inviting questions from the
crowd, showed familiarity with none of
the issues raised. Asked whether he sup-
ported equal pay for men and women, he
said: “Ilove equal pay, Imean I have many
women, I was very, very far advanced on
women...We're going to come up with the
right answer.”

Bern brightly

Mr Sanders’s crowds are similarly fervent,
but younger. They are often dominated by
bearded, beaded and disgruntled 18- to 29-
year-olds, to whom Mr Sanders promises
free education in public universities and
relief on college debts. The sheer improba-
bility of his assault on American pow-
er—he is old, cranky and wears crumpled
suits—is to this group part of his appeal. If
the humour of Mr Trump’s campaign is
WrestleMania burlesque, Mr Sanders’s is
college rag. “Feel the Bern” is its unofficial
slogan. Yet that gentler tone reflects a big
difference between America’sred and blue
insurgencies, which is likely to determine
how far they go and how much damage
they do their respective parties.

Mr Sanders’s supporters want to undo
the accommodation with business that the
Democrats reached under Bill Clinton. But
they do not hate their party: most strongly
approve of Mr Obama, who is much closer
politically to Mrs Clinton than he is to the
Bern. That she is not doing better is largely
down to her shortcomings as a candidate.
Her well-funded campaign is being run by
veterans of Mr Obama’s brilliant grass-
roots operations and aims to emulate itin »w
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» seeding and revving up networks of auton-
omous volunteers; but Mrs Clinton, a con-
tinuity candidate when the mood is for
change, is not doing much revving. Mr
Sanders’s campaign, which in 2015 netted
over 2.,5m donations, resembles the presi-
dent’s more closely.

A scandal concerning Mrs Clinton’s
foolish use of a private e-mail account
while secretary of state has been damag-
ing. It has highlighted her longstanding
reputation for being untrustworthy; in a
general election, that could hurt her badly.
So could the independent run mulled by
Michael Bloomberg, a moneybags former-
mayor of New York. A free trader who wor-
ries about the environment, he would
probably take more votes from the left
than from the right.

Yet Mrs Clinton, who is at 52% in the
polls, is lucky in her opponent. Had Eliza-
beth Warren, a senator from Massachu-
setts and a milder version of Mr Sanders,
decided to run, she might now be in Jeb!
territory.Sheis luckyin her party’sresidual
discipline. And she is lucky that a series of
southern states, where black voters, who
tend to like her, matter more, will vote
shortly after Towa and New Hampshire
(see chart 2). This will present her with an
early opportunity to douse whatever fires
Mr Sanders may have started.

For the Republican establishment,
none of that good fortune applies. Mr
Trump and Mr Cruz are more formidable
and the Republican voters who like them
more mutinous than their Democratic
counterparts. In their shadows, a clutch of
more electable candidates, of whom Mr
Rubio along with two serving governors,
John Kasich of Ohio and Chris Christie of
New Jersey, are probably the last serious
contenders, have meanwhile struggled to
distinguish themselves.

Mr Bush’s spluttering campaign has ex-
acerbated the problem. Its fund-raising
drew resources from other mainstreamers;
Mr Rubio raised a paltry $6m in the third
quarter of 2015, a third of the amount
raised by Ben Carson, a former neurosur-
geon and momentary front-runner. Now it

I The primary universe
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is hurting them even more, with Mr Bush
desperately splurging on attack ads against
his establishment rivals, especially Mr Ru-
bio. The result is that the Republicans’ erst-
while centre ground—the “somewhat con-
servative” vote that constitutes about 40%
of the total and usually decides the party’s
nomination—is hopelessly split.

The early results may fix that problem.
Whichever of the three surviving main-
streamers does best in Iowa and New
Hampshire, a “somewhat conservative”
state, could swiftly consolidate the estab-
lishment’s share of the vote and take on
the front-runners. Mr Rubio, who is clever,
fresh-faced, Spanish-speaking and almost
the only Republican candidate to beat Mrs
Clinton in head-to-head polling, has long
looked most suitable for that role.

He is expected to top the establishment
roster in lTowa. Mr Kasich, who has a good
governing record, and Mr Christie, an artic-
ulate bruiser, have worked harder in New
Hampshire and could beat Mr Rubio in
that state. But it would have to be by a de-
cent margin to impress the conservative
donors and media eagerly waiting to
anoint the next establishment champion.
Mr Kasich seems too much of a stick-in-the-
mud for this election, Mr Christie too mod-
erate for many Republicans. And Mr Ru-
bio—if he can only survive the early
states—would probably do better in later-
voting, more moderate states, especially
his native Florida. In a protracted contest,
that could prove decisive

A three-horse race could even mean
that no candidate wins a majority of dele-
gates, which might also argue for Mr Rubio
over his mainstream rivals. The candidates
would then try to woo each other’s dele-
gates at the party’s convention in July,
something that last happened in 1948. And
acrossthe Republican coalition MrRubiois
a popular second choice.

Yet it is also possible that no candidate
of the establishment will do well enough
in the early states to rise above the others.
Its vote would then remain split. In that
case, Mr Trump, if his supporters turn out,
or Mr Cruz, whom the early schedule fa-
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vours, by moving from evangelical lowa to
the southern Bible-belt, could wrap up the
nomination while the mainstreamers are
stuck squabbling among themselves.

Itis bad luck for Republican leaders. But
they have earned it, for having long en-
couraged the sort of polarising invective
that Mr Trump and Mr Cruz spout. Mr
Obama’s health-care reform is socialist; cli-
mate science is a liberal fraud; Democrats
are not just wrong but anti-American: such
are mainstream Republican verities. Even
before Mr Trump doubled down on it, this
sort of rabble-rousing had damaged the
party, because its leaders never acted com-
mensurately with their rhetoric, making
them seem weak or insincere.

An uninviting establishment

Mistrusted by voters, the establishment
candidates have found it increasingly hard
to offer a positive alternative to Mr Trump’s
miserabilism. To some degree, all have em-
ulated it. Invited to condemn Mr Trump’s
promised ban on Muslims, at a televised
debate on January 14th, Mr Rubio instead
praised his rival for having “tapped into
some of that anger that’s out there”. Yet if
the Republican pitch is about anger, not op-
timism, Mr Trump should win, because he
is best at that. This has probably already
made it harder for the party to win a gen-
eral election; before Mr Rubio could woo
many Hispanics, he would have some ex-
plaining to do. Naturally, his capitulation
to Mr Trump hasn’t won him any favour
with the front-runner, either. After Mr Ru-
bio, who is of average height, was recently
pictured wearing Cuban heels, Mr Trump
commented: “I don’t know, they're big
heels. They’re big heels. Imean those heels
were really up there... I just hope it works
out fine for him.”

It still might. But if Mr Trump or Mr Cruz
takes lowa and New Hampshire, the estab-
lishment will start to fear the worst. Some
Republican grandees are already seeking
to build bridges with Mr Trump—including
Bob Dole, a former presidential candidate,
in a recent article in the New York
Times—on the basis that even a narcissistic
bully is less awful than Mr Cruz. That is a
startling admission of weakness, before
any vote has been cast. Yet the leadership’s
usual means of influence—money and en-
dorsements—have proved strikingly inef-
fective in this strange contest.

Mr Trump has spent less than any other
leading candidate; his campaign has re-
ceived more television news coverage than
all his rivals combined. Neither of the
front-runners has been endorsed by any
serving Republican governor or senator.
Their strength is from a different source.
“We're Not Gonna Take It” is the shouty
rock anthem that concludes Mr Trump’s
seething rallies. Americans, and the world,
have a nail-biting few weeks ahead, won-
dering what that could mean. m
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Walmart and low-wage America
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What a big pay rise at Walmart means for the minimum-wage debate

O FIRM in the world matches the eco-

nomic imprint of Walmart. The retail-
er, based in Arkansas and known across
America for its vast “supercentres” and
low prices, is the world’s largest company
by revenue. Its 2.2m worldwide workforce
is about the same size as China’s army, ex-
cluding reservists. Sam Walton built his
empire with a relentless focus on costs:
“Control your expenses better than your
competition. This is where you can always
find the competitive advantage,” he said.
Yet change is afoot at “Wally world”. In
April 2015 Walmart abruptly raised the
wages of its lowest-paid staff: all now earn
at least $9 an hour. On February 1st that
will rise to $10 an hour for trained-up work-
ers—fully one-third higher than the federal
minimum wage.

The change is curious, because in the
past Walmart has paid notoriously little. In
2014 the average hourly wage of an Ameri-
can cashier was $9.93. According to data
from Glassdoor, a jobs website, Walmart’s
cashiers then took home $8.62. Retail sales-
men made $12.38 nationwide; at Walmart,
they earned only $8.53.

Walmart wages were low, but not piti-
fully so; for both cashiers and salesmen,
average pay at Walmart was close to the
25th percentile nationwide. What has
made Walmart look mean is the firm’s
enormous size. It employs 1.4m of Ameri-
ca’'si6m retail workers. Almost 4.5m others
toil in small shops with fewer than100 em-

ployees. Wages there are expected to be
low. But, typically, big firms pay more. One
study from 2014 found that high-school
graduates earn 15% more at retailers with
more than 1,000 workers, compared with
those who have fewer than ten staff. Not so
at Walmart, which paid corner store wages
while making megachain profits.
This—combined with a fierce resistance
to unions—made the firm a target for cam-
paigners. One common accusation against
Walmart—whose shareholders made a17%
returnin the year toJanuary 2015—is that its
low wages mean it benefits from hidden
government subsidies. Many low-wage
workers rely on government programmes
to top up theirlow wages, and on Medicaid

I High rollers, low rollers
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for health insurance. Without this sup-
port—the argument goes—firms relying on
cheap labour would collapse. In May 2013
congressional Democrats produced a re-
port which furiously alleged that a typical
Walmart supercentre in Wisconsin, em-
ploying 300, costs the taxpayer $900,000 a
year in welfare payments to its staff.

That was hyperbole; it assumes some
other employer would be willing to hire
Walmart’s workers at higher wages. Looks
matter, though, and the benefit of today’s
pay rises is partly cosmetic. Other factors
are in play, too. “In some ways it demon-
strated leadership, in other ways it [was] a
market reaction,” Doug McMillon, Wal-
mart’s boss, told investors in October 2015.
Recently wage growth has been higher for
junior retail staff than for other workers,
suggesting that competition for staff may
be hotting up (see chart). Walmart’s first
pay rise, to $9 an hour, was emulated by
Target and 17X, which owns the retailers
T.J. Maxx, Marshalls and HomeGoods.

The pay rise is also a strategic invest-
ment. Walmart wants to boost its produc-

tivity and give its workers more freedom to

Hourly-paid workers paid at
or below federal minimum wage
2015, %

Wages as % of
revenue, 2014

0 5 10 15 20

Food services and 31.2
drinking places e

Accommodation 25.2

Arts, entertainment, 75

and recreation
Retail trade 9.5
Health care and 367

social assistance

*12-month moving average tProduction and nonsupervisory
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» innovate, asit seeks to make its stores more
pleasant and, perhaps, appealing to more
affluent customers. That requires motivat-
ed staff. It is too soon to judge conclusively
whether the rise to $9 an hour has worked,
although Walmart says that the number of
stores rated as sufficiently “clean, fast,
friendly” by customers has increased from
16% in February 2015 to over 70% today.

That will please advocates for higher
minimum wages, who argue that better-
paid workers are more productive. Econo-
mists call this the “efficiency wage” hy-
pothesis. Opponents of higher minimum
wages note that pay rises cannot be free.
Some combination of Walmart’s custom-
ers, shareholders, suppliers and other em-
ployees must be paying for the increase.

Walmart’s customers are unlikely to
feel the pinch soon;low prices are a corner-
stone of the brand. But the firm now says
that higher wages come before price cuts:
“You clean up your house before youinvite
people over,” argues Mr McMillon.

Wage rises are certainly denting profits.
Walmart’s share price barely moved when
they were first announced in February last
year, suggesting that investors thought
them immaterial at first. Butin October the
firm warned that it expected profits to fall
by 6-12% in 2017, with higher wages respon-
sible for three-quarters of the shortfall. Fol-
lowing that announcement, the share
price fell by 10%—its biggest one-day drop
since1988.

A transfer from capital to labour,
though, is precisely what campaigners
want to achieve. A more potent criticism of
higher wages is that they cause job losses.
And on January 15th Walmart announced
that it would close 154 stores in America,
with the possible loss 0f 10,000 jobs.

The firm says that wage costs are not to
blame. The closures mostly reflect Wal-
mart’'s wholesale abandonment of its
small “Walmart Express” stores. Else-
where, Walmart hired 8,000 new depart-
ment managers at the same time as raising
pay. Adding middle-managementis hardly
the hallmark of a firm set on trimming its
labour force (though some say hours have
been cutinstead).

Not every firm would find it easy to
copy Walmart. Wages only cost retailers
9.5% of their revenues. In the food-and-
drink industry—a prime target of the “Fight
for $15” campaign to raise the minimum
wage—wages amount to 31% of revenues
(see chart). Amuch higher fraction of work-
ers in the food, drink and hotel industries
make the minimum wage, so any rise
would have a greater effect on those indus-
tries. Even within retailing, there are nearly
600,000 small firms with fewer than 20
workers. In Mississippi, half of all cashiers
make less than $8.79 an hour; a bigincrease
there would have unpredictable effects.

Walmart has had some difficulty with
the move. Long-serving staff who already

earn more than $10 are miffed at missing
out on a bumper rise. A section of Reddit,
an online message board, for Walmart em-
ployeesis filled with complaints. “I'm mad
at the company...for invalidating1s years of
my hard work,” writes one.

Incrementally higher wages will not
much reduce the welfare bill for Walmart’s
workers; campaigners will go on claiming
that low-wage firms are subsidised.
Whether they are right depends on who
bears ultimate responsibility for caring for
the poor and sick. Campaigners think it is
employers, which implies that govern-
ment-funded health care in Britain or Can-
ada is primarily a subsidy for businesses.
And employers, unlike governments, can
disappear in response to regulation.

It is usually more efficient to let market
outcomes play out and leave transfers to
the government. Still, minimum wages, set
carefully, are beneficial—perhaps even for
the firms who pay them. Another piece of
Sam Walton’s advice: “High expectations
are the key to everything.” m

Transgender life

Restroom rumpus

CHICAGOD
A faultline runs through the stalls

¢CTTHESE children have fewer rights

than prisoninmates,” says Tom Mor-
rison, a Republican state representative in
[llinois. Mr Morrison is talking about girls
at a high school in his constituency, Palati-
nate, who share a locker-room with a
transgender girl. Late last year the Depart-
ment of Education ruled that the school
had violated anti-discrimination laws by
banning a pupil, who was born male but
identifies as a girl, from the girls’ locker
room. Male prison inmates have success-
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fully argued in court that letting female
guards supervise them when they are tak-
ing a shower violates their privacy, reasons
Mr Morrison, so they now have more
rights than Illinois schoolchildren.

Schools in Illinois, as in many other
states, have a patchwork of rules governing
where transgender people can pee. Some
allow them to use the locker and restrooms
(or loos to Brits) of their choice; others
make them use designated facilities. This is
confusing for parents and children, says Mr
Morrison, which is why he introduced a
bill in the legislature on January 20th that
would require all pupils at high schools in
[llinois to use loos and changing rooms
that correspond to the gender on their
birth certificate. The bill would require
schools to provide separate facilities for
transgender pupils.

The debate in Illinois is part of a nation-
al discussion that pits those who think of
gender as something a person is born with
againstthose who argue thatbeing male or
female can be a choice. Progressives have
taken the “choice” side of the argument—in
April 2015 the White House added a gen-
der-neutral toilet—prompting conserva-
tives to take the opposing one. In South Da-
kota a bill similar to Mr Morrison’s is
moving forward in the legislature. Last au-
tumn voters in Houston, Texas, rejected a
broad anti-discrimination ordinance be-
cause its opponents had depicted it as a
“bathroom ordinance” that would enable
potentially predatory men and even regis-
tered sex offenders to enter women’s loos.
In Indiana Jim Tomes, a Republican state
senator, introduced a bill last December
which would make the use of a facility that
does not correspond with a person’s birth
certificate a misdemeanour, punishable
with up to one year in jail and a fine of
$5,000. A spokesman for Mr Tomes says
the bill will not be submitted to a vote in
the legislature, but that does not mean that
“similar language in a different bill
couldn’t be considered”.

Given all the troubles faced by trans-
gender people, who make up just 01% of
the population according to the least unre-
liable estimate, why the focus on loos? Ac-
cording to Human Right Campaign, a gay
lobby group, in the first ten months of 2015
atleast 21 transgender people—nearly all of
them black or Hispanic women—were
killed, more than in any other year record-
ed by activists. Unemployment among
transgender people is double the national
rate and as much as four times that of the
general population for non-whites. Fully
90% of those who have a job say they have
experienced harassment at work.

The issue is more pressing than it
seems, says Kim Hunt of the A1bs Founda-
tion of Chicago. Some transgender people
do not go to the loo all day because they
have been harassed, assaulted or kicked
out of one. This can result in dehydration, »w
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» urinary-tract infections and kidney pro-
blems. A survey by the Williams Institute,
a think-tank, found that 68% of those ques-
tioned had been subjected to slurs while
using a bathroom. This month San Francis-
co joined Washington, New York, Philadel-
phia, Austin, Seattle and Santa Fe in requir-
ing all businesses and city buildings to
designate single-stall loos as all-gender.
The bigger battle, though, is over multi-
stall restrooms and locker rooms, especial-
ly in schools. Title 1x , an amendment
tacked on to the Higher Education Act in
1972, says that “no person in the United
Statesshall, on the basis of sex,be excluded
from participation in, be denied the bene-

fits of, or be subjected to discrimination
under any education programme or activi-
ty receiving federal financial assistance”.
The Obama administration has interpret-
ed this as meaning that transgender pupils
must be allowed to use facilities for the
gender with which they identify. In Octo-
ber it filed a legal brief in a federal appeals
court backing the legal challenge of Gavin
Grimm, a transgender boy, to the policy of
his school in rural Virginia which bans him
from using the boys’ toilets. On January
27th the judges will hear oral arguments in
GG v. Gloucester County School Board. It is
the first time a federal court will have to
weigh up the question. m

Dry California

All the leaves are brown

LOS ANGELES

Even torrential rain brought by El Nifio may not end California’s drought

TILLNESS pervades the South Los Ange-

les Wetland Park. A turtle floats by, un-
disturbed by lunch hour at the high school
opposite. Tall bulrushes bend around the
pool at the centre of the nine-acre (3.6 hect-
are) site. The water comes from the city’s
storm drains, cleaned of oil and rubbish.
Completed in 2012 for $26m, the park cap-
tures urban run-off after wet weather—vi-
tal in a state suffering from severe drought.
Water from rain in recent weeks, brought
largely by El Nino, the world’s largest cli-
matic phenomenon, now flows through
the park’s fountains. More will come.

El Nino sees warm water, collected over
several years in the western tropical Pacif-
ic, slosh back eastwards after the weaken-
ing, or reversal, of winds that blew it there.
This affects atmospheric cycles, and there-
fore weather patterns, around the world.
The current Nino is one of the strongest on
record; its rivals in 1982-83 and 1997-98 ush-
ered in two of California’s wettest years
after storms between January and March.

In the first week of this year more than
10o0mm of rain fell near Lake Tahoe; snow
turned the Golden State’s peaks white. At
Mount Waterman ski slopes have opened
for the first time since 2011. The Los Angeles
fire department has prepared more than
200,000 sandbags; churches and shelters
have flung open their doors to the 18,000
or so living on the city’s streets. Across the
state, the number of people with flood in-
surance has jumped by 12% in recent
months, according to the Federal Emergen-
cy Management Agency.

Such foresight makes sense. El Nino
caused more than $500m-worth of dam-
age 18 years ago. Rainfall on dry, cracked
ground is likely to run across it, not soak in,

causing flooding and mudslides. And the
state is truly parched: California has
missed more than a year’s worth of precip-
itation. Three months ago, about 46% of the
state was suffering “exceptional” dryness
according to us drought monitor, a re-
search tool; now just less than 43% of it s.

Snow business

Yet even if California endures ark-worthy
deluges, the drought will probably persist
anyway, says Noah Diffenbaugh, a profes-
sor of earth-system science at Stanford
University. Studies published in recent
years agree that for the past three winters a
region of high atmospheric pressure off the
coast has diverted seasonal storms to the
north. Underground aquifers, raided mer-
cilessly to compensate, will not recover

Safe and warmin LA
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quickly. They may have provided as much
as 65% of the water used in the state in
2014—up from 40% during average years—
according to the California Water Founda-
tion, an environmental group.

Snow, as well as rain, is needed to
quench the state’s thirst; it supplies about a
third of the water needed by cities and
farms. It falls in the Sierra Nevada in the
winter; meltwater then flows to reservoirs
in the spring, and thence to users. Randall
Osterhuber runs a 70-year-old weather sta-
tion near Lake Tahoe for the University of
California, Berkeley. This year the snow is
slightly more abundant than usual, while
last winter brought “the least amount of
snow we've ever measured, by a wide
margin”, he says. Yet 2011 was among the
whitest years for the station.

Mr Osterhuber frets about the “ever-in-
creasing variation” in the state’s weather.
Since the 1980s average temperatures in
California have been higher than they
were in the 50 years before; 2014 and 2015
were among the hottest on record. A study
published last yearin Geophysical Research
Letters claims that man-made warming can
explain 8-27% of the anomalous drought
conditions between 2012 and 2014. The rest
is natural variability in precipitation levels
in a drought-prone state.

Jerry Brown, California’s governor, told
city-dwellers to cut water consumption by
a quarter last April; in the second half of
2015 it dropped by just over 26%. Once-lush
lawns now crunch underfoot; fields that
formerly grew alfalfa, a thirsty crop, now
lie fallow in the Central Valley. Felicia Mar-
cus, head of California’s State Water Re-
sources Control Board, says conservation
saves money and buys time; better water-
use monitoring would help still more, as
could more projects to collect run-off. For
any Nino rains, “we need every ounce of
storage we can get,” she says. To prosper,
the state’s primates will have to start living
more like south LA’s turtles. m
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Ecology

Murre mystery

HOMER, ALASKA

Thousands of seabirds are washing up dead on Alaska’s shores

T THE end of the highway, 200 miles
from Anchorage, sits a small fishing

and tourism town where, in early Janu-
ary, thousands of dead common murres,
or guillemots, were washed ashore.
These penguin-like seabirds littered the
tidal wracks so densely that beach walk-
ers had to be careful where they stepped.
And beyond Homer, tens—probably
hundreds—of thousands of these birds
have drifted in dead along Alaska’s vast
coastline or have been found far inland
half-dead in the snow.

Alaska is home to about 3m common
murres, which spend most of their lives
on the open ocean but come to shore to
nestin dense colonies on coastal cliffs.
The female lays a pear-shaped egg so
pointed at one end that it will roll in a
circle, helping to keep the egg from plum-
meting off the bird’s narrow nest. Murres
are renowned divers, using their wings to
“fly” down 600 feet (183 metres) under
water in search of a meal.

Around Homer, they are a daily sight
all summer. They nestin a raucous crowd
on arocky island a few miles offshore,
which becomes a magnet for tour boats
during the warm months. But last sum-
mer they failed to raise chicks. And they
have been dyingin large numbers along
the Pacific coast, from California to Alas-
ka. The birds appear to have starved.

The likely cause is warmer ocean
waters. Temperatures in the North Pacific
have been three to seven degrees Fahren-
heit higher than average for the last two
years. The “warm blob”, as it has been
called, is rattling the marine food chain
from bottom to top. “Whole systems are
out of whack,” says Heather Renner of
the Alaska Maritime National Wildlife
Refuge, a federal agency which manages
a collection of far-flungislands and re-

mote coastline in Alaska which, if laid
over a map of the continental United
States, would stretch right across it. The
refuge contains nesting colonies for most
of the state’s murres, which are a sizeable
chunk of the worldwide population.

In a town that grew up as a collection
of homesteads, where people still build
their own houses, split wood, tend gar-
dens and put up a winter’s-worth of fish
and game, local knowledge is valuable
currency. But know-how is not enough to
explain whatis happening to these birds.

“I think we're going to start seeing
more events like this that we don’t have
the right data to explain,” says Ms Renner.
Scientists are starting to understand
certain links between climate change,
ocean warming and theirimpact on
polar regions. These areas warm at twice
the rate of the rest of the world on aver-
age; what's happening now may hint at
what more ocean warming would bring.

Old-timersin Homer have never
experienced anything like this. And they
are perplexed by a host of other freakish
phenomena: humpback whales lingering
in local waters months after they typical-
ly head south for the winter, toxic algae
populations surging, sea otters dying in
large numbers, and out-of-this-world
king-salmon-fishing. “Global weirding,”
the complex impacts of climate change,
can be amixed bag.

While the sea has taken back many of
the dead birds, a robust population of
bald eagles has carried other carcasses
off the beach, scattering bits and pieces
into back yards and parking lots. Ms
Renner expects murres to continue to
wash ashore for the rest of the winter.
They will serve as a constant reminder, as
the days slowly lengthen into spring, of
mysteries still to be solved.
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Policing and privacy

The StingRay’s tale

NEW YORK
Courts take aim at a technology loved
by the police

N APRIL 2014, three men were shot when

a drug deal turned sour on a tree-lined
residential street in Baltimore. The city’s
police department quickly linked the
crime to Kerron Andrews, a dreadlocked
22-year-old, but could not find him at his
registered address. Agents used phone re-
cords to determine roughly where he was,
but instead of going door-to-door until
they found him, they opted for something
far more efficient: a Hailstorm. Using this,
they tracked Mr Andrews directly to an ac-
quaintance’s sofa, between the cushions
of which he had stuffed the gun used in the
shooting.

The Hailstorm is a more advanced ver-
sion of the StingRay, a surveillance device
that operates by mimicking a cellular tow-
er, forcing all nearby mobile phones to re-
veal their unique identifying codes,
known as IMSI numbers. By crosschecking
the 1ms1 numbers of suspects’ phones
with those collected by “cell-site simula-
tors” such as Hailstorm and StingRay, po-
lice officers can pinpoint people with as-
tonishing precision. The tools have been
used to trail suspects to specific rooms in
apartment blocks and to find them on
moving buses on busy city streets. Devel-
oped at first for military and intelligence
services, cell-site simulators are now fur-
tively used by federal agencies such as the
Federal Bureau of Investigation (¢B1) and
the Drug Enforcement Administration
(DEA) as well as by local police forces
across the land.

Law-enforcement agencies rarely seek
explicit court approval to employ cell-site
simulators, and rarely admit to using them
after the fact. As a condition for purchasing
them, state and local police forces must
sign strict non-disclosure agreements with
the rBI, since the more information is
made public about cell-site simulators, the
more “adversaries” will adapt to them. The
agreements prohibit police from disclosing
any information about the technology,
even to judges in the form of warrant re-
quests; prosecutors must drop cases if they
are pressured to reveal details about them.
In one case in Baltimore, a judge threat-
ened to hold a detective in contempt after
he refused to testify about the use of Sting-
Ray in locating an armed-robbery suspect.
Instead of instructing the detective to an-
swer, the prosecution dropped the evi-
dence. In another armed-robbery trial in
Tallahassee, prosecutors offered the defen-
dants a generous plea deal rather than m
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» demonstrate how the device worked in
open court.

Given this secrecy, it is impossible to
identify all the agencies using cell-site sim-
ulators. The American Civil Liberties Un-
ion (acru) has counted 58 agencies that
possess the devices, across 23 states and
the District of Columbia, but thinks the
true number may be much higher. The
technology has been used notonly to trace
murderers and armed robbers, but also to
nab car thieves, phone pilferers and, in one
case, a woman who made a series of abu-
sive phone calls. The city of Baltimore
alone has admitted to using the technol-
ogy 4,300 times between 2007 and 2015. *1
have never seen a tool that is on one hand
treated in such a cloak-and-dagger fashion,
but on the other used as a bread and butter
tool,” says Stephanie Pell of West Point’s
Army Cyber Institute.

The ray and the net

Civil-liberties advocates claim the secrecy
around cell-site simulators is unjustified.
According to Christopher Soghoian, a tech-
nologist at the AcrLu, the wiliest criminals
already know to use disposable “burner”
phones and, short of forgoing cellular com-
munication altogether, there is no fool-
proof way for them to evade StingRays and
Hailstorms. But their covert use raises wor-
ries about privacy, he says. Cell-site simula-
tors often trace phones to pockets, purses,
homes and other places protected by the
Fourth Amendment’s prohibition on “un-
reasonable searches”. Moreover, they do
not just gather information from the tar-
get’'s phone, but also from other phones
nearby. Brian Owsley, a law professor at
Texas Tech University School of Law who,
as a judge, rejected several federal requests
to use cell-site simulators without a war-
rant, says there should be laws requiring
data inadvertently gathered in this way to
be deleted.

Lawmakers are starting to address such
grievances. Washington state, California,
Virginia, Minnesota and Utah have passed
laws requiring their police forces to seek
warrants before using cell-site simulators.
Congressman Jason Chaffetz of Utah
hopes to pass a bill that would do the same
on a federal level, though he is unlikely to
prevail in such a politically charged year.

Movement in the courts may come
more quickly, however. Afterthe Baltimore
police department grudgingly confessed in
a court hearing last summer that it had
used a Hailstorm to locate Mr Andrews,
the presiding judge suppressed all evi-
dence related to the surveillance opera-
tion—including Mr Andrews’s gun. With-
out a warrant, she held, the police had
breached his Fourth-Amendment rights.
Civil-libertarians are optimistic about the
precedent the case may set. The state of
Maryland will appeal against the ruling on
February 9th. m

Universities and free speech

Hard to say

CHICAGO
A statement at the heart of the debate
over academic freedom

w HEN Louisiana State University fired
a professorin June 2015 for using rude
words in a class designed to prepare teach-
ers for careers in inner-city schools, it was
an early skirmish in a conflict between stu-
dents (one of whom had complained) and
faculties over free speech that has since
spread across the land. The university’s
faculty is now considering something that
others in the same position have done:
copying the University of Chicago.

In response to a number of universities
cancelling invitations to controversial
speakers and challenges to academic free-
dom, Geoffrey Stone of Chicago’s law
school was appointed chair of a commit-
tee that would restate its principles on free
speech. The statement was issued a year
ago, shortly before the murderous attack
on Charlie Hebdo, a French satirical publi-
cation, for its cartoons of Muhammad.

Since then the debate over permissible
speech on college campuses has only be-
come more contentious. A website, thede-
mands.org, lists speech-curbing demands
from students at 72 institutions. Adminis-
trators are tying themselves in knots in an
effort to balance a commitment to free ex-
pression with a desire not to offend.

One consequence of this has been to
call attention to the Chicago Statement,
which has been adopted by Purdue,
Princeton, American University, Johns
Hopkins, Chapman, Winston-Salem State
and the University of Wisconsin system,

Chicago’s freedom tower
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according to the Foundation for Individual
Rights in Education (Fire), a pro free-speech
non-profit which is actively promoting it. It
is brief (three pages) and emphatic.

“It is not the proper role of the universi-
ty to attempt to shield individuals from
ideas and opinions they find unwelcome,
disagreeable, or even deeply offensive,” it
states. “Concerns about civility and mutu-
al respect can never be used as justification
for closing off discussion ofideas, however
offensive or disagreeable.” The responsi-
bility of a university, it concludes, is not
only to promote “fearless freedom of de-
bate”, butalso to protect it.

The committee gave much consider-
ation to concerns about “hate speech” and
“micro-aggressions”. Whatever harm such
expression caused, it concluded, should be
redressed by “individual members of the
university...openly and vigorously con-
testing the ideas that they oppose,” rather
than by censorship.

The widening adoption of the state-
ment came as a surprise, says Mr Stone, be-
cause it was built upon the college’s own
history, including a controversial invita-
tion by studentsin1932 to William Z. Foster,
then the Communist Party candidate for
president. The proper response to unpopu-
larideas, responded then-president Robert
Maynard Hutchins, “lies through discus-
sion rather than inhibition”. In1967, during
protests over civil rights and the Vietnam
war, and demands that the university itself
should take a stand, a faculty committee
chaired by Harry Kalven, one of Mr Stone’s
professors, concluded that would be
wrong: “The university is the home and
sponsor of critics; it is not itself the critic”.

This approach was not universal. The
most prominent committee to follow Chi-
cago’s was Yale’s, in 1974. It concluded that
intellectual growth requires “the right to
think the unthinkable, discuss the unmen-
tionable, and challenge the unchallenge-
able”. When read in full, however, the re-
port is confused, foreshadowing the
current debate. Although Yale’s committee
was “gratified” to find that most people
surveyed supported freedom of expres-
sion, a minority “held reservations of va-
rious kinds about how much freedom
should be tolerated.” One member dis-
sented from the report, calling its support
for free speech “too facile and simplistic”.

Even the Chicago Statement has reser-
vations. Expression that “invades substan-
tial privacy” or “constitutes a genuine
threat” can be punished. The university
has the right to regulate the “time, place
and manner of expression”, so that ordin-
ary activities are not unduly disrupted—
though this should never be used to under-
mine an “open discussion of ideas”. The
statement is, in short, written not only to
allow speech, but to facilitate protest.
When it first appeared, this may have
seemed a bitacademic. Not any more.



The Economist January 30th 2016

United States

Lexington | Superpower statues

John Kerry’s visit reveals pragmatic, unfriendly relations between America and China

VERY four years, American presidential candidates pledge to

get tough and confront China. Populists promise to bring jobs
home, if need be by starting trade wars. Security hawks vow to
use every form of American might—from sanctions to the Sev-
enth Fleet—to curb Chinese mischiet-making. Yet, in the search
for a China policy, it is hard to recall a candidate demanding
America return looted Cambodian antiques.

Yet inspecting newly returned sculptures—including a splen-
did tenth-century statue of a monkey god, handed backin 2015 by
the Cleveland Museum of Art—is how John Kerry, the secretary
of state, began a visit to Cambodia on January 26th, a day before
he headed to Beijing. It was a striking scene at the National Muse-
um of Cambodia in Phnom Penh, as Mr Kerry was shown carv-
ings looted during the civil war of the 1970s, and traced after they
were shown to be perfect matches for plinths unearthed in a jun-
gle-clad temple. Addressing the local press a few hours later, Mr
Kerry cited the return of stolen treasures as an example of his
country’s commitment to Cambodia and other members of the
ten-country Association of Southeast Asian Nations (ASEAN). Mr
Kerry also touched on “painful reminders” of the Vietnam war,
including unexploded American ordnance that continues to take
Cambodian lives and limbs.

There is in fact a China logic to this approach—though many
China-bashing politicians back home would doubtless call Mr
Kerry naive and too apologetic for past deeds. To critics, President
Barack Obama’s “pivot to Asia”—a move to rebalance American
diplomatic and military attention away from the Middle East and
towards the Asia-Pacific—has generally been a flop, because ithas
not stopped Chinese officials from bullying American business-
es, building runways on disputed rocks in the South China Sea or
setting cyber-spies to steal commercial and state secrets. They
would like to see China challenged to behave, or else.

Mr Obama’s foreign-policy machine sees it differently. To sim-
plify, their Asia policy is built around two ideas. The firstis rather
bleak: that the China led by Xi Jinping, its assertive president
since 2013, has shown itself to be a mercantilist, arrogant and
stubborn power, too self-interested and suspicious of American
intentions to be swayed by appeals to its better nature. At best,
this China can be persuaded to behave as America hopes when it

sees that policy as coinciding with its self-interest. Nonetheless,
China is too large and too important to the global economy to be
taken on frontally as electioneering politicians urge. The second
idea is that China’s overbearing behaviour in its neighbourhood
is an opportunity for America to strengthen old bonds with such
allies as Japan and South Korea, and to forge new ties with ASEAN
nations that want an alternative to Chinese regional hegemony.

ASEAN leaders have been invited to a summit with Mr
Obama in February. Mr Obama’s aides have crafted a Trans-Pacif-
ic Partnership (Tpp), a trade pact with Asia-Pacific countries de-
scribed as a chance to anchorin place a rules-based order for glo-
bal commerce, rather than let China setterms (though Congress is
unlikely to allow TPP to advance before November’s elections).
American generals and admirals are exploring or deepening mil-
itary co-operation with such countries as the Philippines, Viet-
nam and even Malaysia, long a critic. Mr Kerry, in an interview in
Phnom Penh, calls such moves as the return of looted Cambodi-
an sculptures more than just the “decent” thing to do. To show re-
spect for a country and its culture can be “an important part of di-
plomacy”, says Mr Kerry, a courtly patrician who as a young
naval officer fought in the rivers and marshes of Vietnam.

To be blunt, dealings with China are not easy. But in the corri-
dors of American power, the case is made that it could be worse.
Inrecent years China has tried to turn relations into a gigantic, un-
savoury system of barter. Chinese leaders deliver long lectures
about areas of core interest in which they expectno American in-
terference, from policy over Tibet to the South China Sea. China
makes clear that it sees the collapse of North Korea’s brutal re-
gime as a greater threat than that country’s nuclear-weapons pro-
gramme. In return, China dangles the possibility of help on
things America wants—assistance in Afghanistan or over the Ira-
nian nuclear deal, or commitments on climate change.

Confucius meets Brahmin

Team Obama hotly rejects the idea that the way to get alongis to
let China do what it wants in sensitive areas, trading Chinese
good behaviour for American appeasement. Instead, America’s
offeristo seek areas of agreement, while holding frequent, candid
talks to manage crises.

Disagreements marked Mr Kerry’s meetings in Beijing on Jan-
uary 27th. In lengthy remarks at the Great Hall of the People, Mr
Xitouted a “new model of major-country relationship” between
China and America. Working together, the two powers can
achieve “win-win results for both sides,” Mr Xi beamed. Alas the
win-win mood was short-lived. As Mr Kerry began to reply, Lex-
ington and the rest of the media were ejected, despite cross re-
monstrations from American diplomats.

Mr Kerry had earlier held tense talks in private with the Chi-
nese foreign minister, Wang Yi. Mr Wang resisted suggestions that
Chinese leaders could do much more to punish North Korea for
its latest test of a nuclear bomb, citing among other things the
harm that imposing sanctions might cause to Chinese compa-
nies. In the Xi era, the message went, China takes up great-power
responsibilities only when it suits it.

Team Obama is more clear-eyed about China than its critics
allow. Some presidential candidates think the answer is for
America itself to throw off the constraints of a rules-based global
order and match China for self-interested ruthlessness (Donald
Trump fancies punitive trade tariffs of up to 45%). Thatis a compe-
tition that America should not aspire to take partin. m
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Brazil

Partying on a precipice

SAD PALILO

The holiday provides no respite from economic and political woe

ANUARY is a languid month in Brazil. Be-

yond the hullabaloo at samba schools—

practising for their bawdy annual face-
off during Carnival, which starts on Febru-
ary sth—business pauses while Brazilians
go on holiday in the scorching southern
summer. Fewer cars clog streets; more bo-
dies throng the beaches.

Politicians customarily switch off along
with everyone else. Congressmen return
from their Christmas break on February
2nd, but will probably do little until after
Mardi Gras a week later. Neither they nor
the president, Dilma Rousseff, will be able
to relax, though. A frightening mosquito-
borne disease has put the health authori-
ties on high alert (see page 29). Meanwhile,
Brazil’s political and economic crises are
deepening. When politicians return to
work they may regret the time they took off
from attempting to solve them.

The economic slide continues. The
number of jobs in the formal sector fell by
1.5m in 2015, the fastest pace of job destruc-
tion since comparable records began in
1992. Anotherim could be lost this year, an-
alysts reckon. Sales of vehicles dropped by
a fifth last year. The imF now predicts that
GDP will shrink by 3.5% in 2016, more than
three times as much as it expected in Octo-
ber. Despite the recession, inflation has ris-
en to nearly 1%, its highestlevel since 2002
(see chart).

Male breadwinners make up a higher

proportion of the newly unemployed than
in previous downturns, which mainly af-
fected female and young workers, notes
Naercio Menezes of Insper, a university in
Sao Paulo. That means that the hardship
caused by the current recession will be
greater. For the relatively young, jobless-
ness is a novelty. Many entered the formal
labour market during the commodity
boom of 2003-13. No one knows how they
will react to their misfortune, warns Fer-
nando Henrique Cardoso, a former Brazil-
ian president who is also a sociologist.

As misery grows, the government’s ca-
pacity to tackle its causes is diminishing.
Prosecutors investigating the vast bribery

I Climbing to calamity
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scandal centred on Petrobras, the state-
controlled oil-and-gas giant, are expected
to file additional charges against senior fig-
ures in Ms Rousseff’s Workers’ Party (pT),
which has already been badly tarnished
by the affair. An even bigger worry for Ms
Rousseff is the threat of impeachment
against her on unrelated allegations that
she assented to the use of accounting tricks
to hide the true size of Brazil’s fiscal deficit.

Her weakness makes her more depen-
dent on the goodwill of the pT and trade
unions aligned with it, which are visceral-
ly opposedtothe reformsneeded to steady
the economy. This month Ms Rousseff
dared to acknowledge that Brazilians retire
too early (at 55 for men, on average). In ef-
fect she admitted that the government can-
not stabilise its finances if it continues to
devote 40% of (non-interest) spending to
pensions. But she backtracked in the face
of resistance from her party and the un-
ions. Raising the retirement age would be
unacceptable, declared the pT this week.

This will make it much harder for Nel-
son Barbosa, the newly appointed finance
minister, to contain the budget deficit,
which is close to10% of GDP. His main idea
is to reintroduce a financial-transactions
tax, which is loathed by business but pop-
ular among Ms Rousseff’s left-wing allies.
But this would raise just 10 billion reais
($2.5 billion) in extra revenue, a fraction of
netgovernment borrowing, expected to be
500 billion reais this year. Ms Rousseff
wants to summon back a council of wise
men and women, which she disbanded
during her first term, to suggest reforms.
That looks like a delaying tactic.

While fiscal policy wobbles, econo-
mists are starting to fret about monetary
policy, too. After weeks of hinting that it
would raise interest rates to fight inflation,
the Central Bank decided on January 20th »
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» to hold them steady at14.25%. The decision
may have been justified: higher rates
would weaken the economy further and
make it still harder to control the fiscal def-
icit. But it looked like a surrender to politi-
cal pressure. The Central Bank’s president,
Alexandre Tombini, met Ms Rousseff two
days before the interest-rate decision. Then
he foreshadowed the bank’s u-turn by
pointing to the IMF’s gloomier predictions
of Brazilian and global growth, which by
that point should have been no surprise.
Rather than shoring up Brazil’s financial
credibility, the Central Bank thus damaged
it all the more.

There is little prospect that congress-
men will take measures to repair it when
they return to work. Those who are push-
ing for Ms Rousseff’s impeachment con-
cede privately that they are unlikely to
muster the two-thirds majority needed in
the lower house to send the motion to the
Senate. But they plan to drag out the pro-
ceeding as long as the (vague) legal dead-
lines permit. That will accomplish their
goal of undermining the president. It will
do nothing to buck up Brazil. m

Haiti's election

Chaos and compas

PORT-AU-PRINCE
Before choosing the next president, the
country must work out how to do it

ICHEL MARTELLY, Haiti’s president,

had planned to mark the end of his
term in office by going back to his old job as
a popular singer of compas, a Haitian form
of merengue. The idea was to perform
once more as “Sweet Micky” at the Carni-
val in Port-au-Prince, Haiti’s capital, which
begins on February 7th, the day he is due to
step down as president.

The problem is that there is no one to
succeed him. The second round of the pre-
sidential election, scheduled for January
24th after two postponements, was called
off two days before the vote. Jude Célestin,
the runner-up in the firstround of voting in
October, had condemned the ballot as a
“ridiculous farce” and refused to campaign
further. Thousands of his supporters, and
those of candidates who lost in the first
round, took to the streets to demand that
the run-off be cancelled. Haiti's electoral
council said the danger of violence was too
great foritto go ahead.

This leaves Haiti in limbo. Mr Martelly
says he will only hand over to an elected
successor, which suggests that he may gov-
ern a while longer. It is not clear how the
next president will be chosen. One option
would be to hold a completely new elec-
tion, though Mr Martelly will ight to avoid

that. He backs the winner of the first round,
Jovenel Moise, a banana grower and busi-
nessman who, like Mr Martelly before he
became president, hasno prior political ex-
perience. Polls suggestthat he would lose if
the election started from scratch.

Such chaos is typical of politics in Haiti,
where parties are weak and candidates of-
ten seem to be more interested in dispens-
ing patronage than in implementing poli-
cies. In 1990, after 28 years of authoritarian
rule by the Duvalier family and four years
under transition governments, Jean-Ber-
trand Aristide won a free and fair election.
Since then, “Haiti hasn't had an election
worth calling an election,” says Robert Fat-
ton, a political scientist at the University of
Virginia.

Last October’s vote was typically
messy. A commission appointed by Mr
Martelly found evidence of widespread ir-
regularities, though it is not clear that they
were the cause of Mr Célestin’s second-
place finish.

Many Haitians do not share hissense of
outrage. They see the protests, with their
burning cars and tyres, as theatre staged by
losers of a vote that was flawed but not
rigged. The protesters “are not thinking
about the real problems of Haiti,” says a
studentin Pétionville, a prosperous suburb
of the capital.

The most acute of these is inflation,
which has risen by six percentage points
since last April to 12%. Food prices have
been pushed up by a drought and by a ban
on 23 imports by road from the neighbour-
ing Dominican Republic,imposed last Sep-
tember in response to the country’s expul-
sion of Haitian immigrants. Haiti’s
currency, the gourde, has lost a quarter of
its value in the past year. This adds to the
misery caused by poverty, poor education
and health care, weak growth and the
after-effects of a devastating earthquake
six years ago. Those are problems only an

Martelly’s mind is on merengue
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effective government can tackle.

Choosing any sort of government right
now would be a feat. “There is no legal
body in this country with the legitimacy to
get us out of this mess,” says Jacky Lumar-
que, the rector of Université Quisqueya in
Port-au-Prince, who wanted to run for pre-
sident himself but was disqualified—on
spurious grounds, he says.

Legislative elections, held last year after
a delay of three years, produced the begin-
nings of a functioning parliament, which
ended a period of 12 months during which
Mr Martelly ruled by decree. This might
provide the basis of a solution. There is talk
of installing a transitional government,
perhaps led by the president of the Senate,
Jocelerme Privert, which would oversee
the delayed presidential run-off vote.

For that to work, Haiti would need an
electoral council that the main candidates
could trust. Mr Martelly would have to
step aside. As a consolation, he could be in-
vited back to hand over power formally to
his successor—and perhaps to warble a bit
of compas. m

The Zika virus

To breed, or not to
breed

BOGOTA AND SAD PAULD
A fearsome outbreak has triggered a
debate about birth control

HE mosquito-borne Zika virus, which

has spread to 22 countries and territo-
ries in the Americas, is terrifying to preg-
nant women and their partners. The virus
may cause birth defects in babies whose
mothers were infected during pregnancy.
In Brazil more than 4,000 have been born
with abnormally small heads since last
October, compared with fewer than 200 in
atypical year. The response of several gov-
ernments has triggered a debate about
abortion, birth control and sex education
which may outlast the outbreak itself.

It started after a handful of govern-
ments advised women to delay getting
pregnant. Colombia, which has the sec-
ond-highest number of infections after
Brazil, advised women to wait six to eight
months. Jamaica issued a similar recom-
mendation, even though no cases of Zika
have yet been reported there. El Salvador’s
government suggested that women
should delay pregnancy until 2018. Pana-
ma warned women from indigenous com-
munities, in which infection rates are high,
notto conceive.

Some women find this advice rather
bossy. Others say that governments have
done little to help women control their fer-
tility. Paula Avila-Guillen of the Centre for
Reproductive Rights, a lobby group in New »
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» York, notes that rates of sexual violence
and teenage pregnancy in Latin America
are among the world’s highest. The Gutt-
macher Institute, a think-tank, found that
56% of pregnancies in Latin America and
the Caribbean are unintended.

Rates of accidental pregnancy are high
because sex education is inadequate and
birth control is hard to come by. Health
workers are reluctant to prescribe contra-
ceptives to teenagers or to women who
have not yet given birth. If women are to
avoid pregnancy, say women’s-rights ac-
tivists, governments must inform them
better and provide more access to contra-

Bello

ception for both men and women.

Some argue that the Zika crisis should
prompt countries to liberalise policies that
severely restrict abortion. In El Salvador,
which does not allow abortion even if a
woman'’s life is at risk, activists are step-
ping up their campaign for a change in the
law. An editorial in Folha de Sao Paulo, a
Brazilian newspaper, argued that Brazil
should end its ban on most abortions.

Rather than calling on women to delay
pregnancy, Brazil is sensibly concentrating
its efforts on the real culprit, the Aedes ae-
gypti mosquito, which also carries dengue
and yellow fever. The country had
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stamped out the menace by 1958 but let
down its guard and allowed it to return.
This month the health minister, Marcelo
Castro, announced that insect repellent
will be distributed to 400,000 expectant
mothers who qualify for Bolsa Familia, a
cash-transfer scheme. Some 310,000
health workers are raising awareness and
teaching people how to keep mosquitoes
at bay; on February 13th 220,000 soldiers
will join them. Following World Health Or-
ganisation guidelines, Brazil advises wo-
men contemplating pregnancy on how to
avoid getting bitten by mosquitoes. Wom-
en need facts, not fertility targets. m

Latin America’s efforts toimprove public policies are often undermined by politicised and obsolete civil services

OR the past couple of years Bello has

lived in Lima, Peru’s capital. The other
day he had to do some official paperwork.
Assured by the head of the office con-
cerned, a personal acquaintance, that it
would be fine to pass by the ministry the
following day, he turned up only to be
told that the secretary who carries out the
necessary task was “on holiday”. The

Another besetting sin is politicisation.

Too often the civil service is staffed with

political hangers-on, hired for loyalty rath-
er than merit. Mauricio Macri, Argentina’s

new president, is sacking thousands of po-

litical hacks rewarded with government

jobs by his predecessor, Cristina Fernan-

dez de Kirchner. Conversely, competent
civil servants risk being fired when a new

tries. Civil servants are far more likely to
have a university degree than in the past.
Some countries have tried to go be-
yond such piecemeal improvements to
create an integrated professional civil ser-
vice. Only Chile has had a degree of suc-
cess. This began with a law, approved
with bipartisan support in 2003, which
created an elite corps of senior public-sec-

tor managers who are chosen in open
competition, subject to performance tar-
gets and well paid. Elsewhere, progress

minister or president comes in. And new
presidents love to create new agencies
without abolishing those they duplicate.

boss was “in a meeting”. In other words,
come back another day. Fortunately, after
a quick e-mail, the boss appeared and af-

fably arranged for another secretary to
wield the rubber stamp.

This trivial incident is an everyday oc-
currence in Latin America. Unless a citi-
zen has a contact among the higher-ups,
there is normally no happy ending of the

sortthat Bello enjoyed. The ploddinginef-

ficiency and red tape of public bureaucra-
cies has become an unaffordable drag on
the region and a source of growing frus-
tration. Despite the economic slowdown,
more Latin Americans are middle class
than in the past. They are demanding a
more sophisticated, efficient and less cor-
rupt state. Decentralisation and the digital
revolution pose additional challenges.
The region’s civil services suffer many
vices. One is an obsession with proce-

dures and hierarchies and a disdain for

service and outcomes. Many Latin Ameri-
can civil servants must follow thick proce-
dural codes but are not made accountable

through performance targets. Organs of

control fail to prevent corruption but instil
a terror of initiative. For example, Caroli-
na Trivelli, who set up a new social-devel-
opment ministry in Peru in 2011-13, says
she was subjected to an investigation be-
cause she allowed publication of a pam-
phlet that included data whose release re-
quired a formal ministerial resolution.
That she, the minister, authorised it was
notenough.

Political cronyism may explain why
public-sector salaries tend to be higher

than those in the private sector for low-le-

vel jobs but lower for senior grades, ac-
cording to a study by CAF, aregional devel-
opment bank. Typically, civil services lack
clear career structures. For populist rea-
sons, presidents have sometimes capped

the pay of senior civil servants, making it

impossible to recruit good, honest people.
Governments have tended to respond

to a dysfunctional bureaucracy by creating
islands of excellence, such as central banks

and finance ministries. More recently,
countries such as Brazil and Peru have im-
proved the management of social minis-

N

has been patchy. A study of the region’s
civil services by the Inter-American De-
velopment Bank found improvement
over the decade to 2013 in some of the
worst-performing countries, but stagna-
tion in Brazil and Mexico.

One of the improvers was Peru. It set
up a civil-service agency in 2008, which
has created a Chilean-style corps of pub-
lic-sector managers. Under a law passed
in 2013, 560,000 civil servants in national
and local government will be transferred
to a new professional contract, based on
merit, evaluations and rewards for perfor-
mance. This replaces a muddle of differ-
ent contracts. But no workers have yet
transferred, and many oppose the reform.
The next government, to be chosen this
year, may well lack the political will and
the money to implementit.

Many of the most pressing policy tasks
facing Latin American governments to-
day, from tackling violent crime or the
Zika virus to boosting productivity, re-
quire different state agencies at all levels
of government to act in a co-ordinated
manner. The region’s civil services have
typically found this almostimpossible. Is-
lands of excellence are no longer enough.
Creating a professional civil service is a
slow business, and requires political con-
sensus. If the region is to thrive in a
harsher world, itis also essential.



The South China Sea

Making a splash

Taiwan’s outgoing president further roils troubled waters

S PARTING gestures go, it was a risky
one. Taiwan’s president, Ma Ying-jeou,
leaves office in May, having lost an election
on January 16th. But rather than slink out
quietly, this week he wvisited Itu Aba,
known in Chinese as Taiping, the biggest
natural island in the Spratly archipelago in
the South China Sea, garrisoned by Taiwan
but also claimed by China, the Philippines
and Vietnam. The Philippines and Viet-
nam were incensed, China much less so: it
appreciates Mr Ma’s adherence to the fic-
tion that there is but “one China”. From its
point of view, Taiwan’s territorial claims in
the much-disputed sea are its own.
Besides reasserting Taiwan’s claim, Mr
Ma wanted to rebut arguments made by
the Philippines, in a case it has brought be-
fore the Permanent Court of Arbitration in
The Hague. This argues that under the un
Convention on the Law of the Sea (UN-
cLos), Itu Abais a rock that cannot sustain
human life. So it is entitled to 12 nautical
miles of territorial waters, but not the 200-
mile exclusive economic zone accorded to
habitable islands. Mr Ma also possibly
hoped to advertise his own “South China
Sea Peace Initiative”, which he announced
last May but which was largely ignored.
The risk is that the Philippines and Viet-
nam may retaliate in some way—perhaps
even with high-profile visits toislands they
occupy, though this is unlikely—and that
this, in turn, provokes China. Americais so
alarmed that its representative in Taiwan
issued an unusually forthright denuncia-
tion of Mr Ma's “extremely unhelpful”

day-trip as soon as it was announced.

Tensions over the sea have been rising
in any case. China has been building fre-
netically, turning rocks and reefs in the
Spratlysinto islands, three of them already
bigger than Itu Aba, with airstrips. It has re-
cently landed civilian aircraft carrying
“tourists” on one (see picture). And China
has again moved a large oil rig into waters
claimed by Vietnam—asitdid in 2014 when
it provoked fatal anti-Chinese riots.

China derides all criticism. One Chi-
nese official compares rival claimants’
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complaints to “smashing the windows of
your neighbours’ house and then saying,
‘We are being threatened’.” China believes
America is stoking alarm as part of a
broader strategy to contain it. It is true that
its neighbours are gradually stepping up
security co-operation with each other and
with America. Just this week Vietnam ap-
proved an Indian satellite-tracking centre
on its soil to share imagery, including pic-
tures of the South China Sea.

The worry is that China is steadily ex-
pandingits presence untilits dominance of
the sea becomes an incontestable fact. This
also concerns America: the sea is a vital
trade artery, and China threatens 70 years
of American naval supremacy in the west-
ern Pacific. In a report published in Janu-
ary,commissioned by the Pentagon to look
at America’s strategic “rebalance” towards
Asia, the Centre for Strategic and Interna-
tional Studies, a Washington think-tank,
projected that by 2030, on current trends,
“the South China Sea will be virtually a
Chinese lake, as the Caribbean or Gulf of
Mexico is for the United States today.”

Three approaches are being tried to
moderate China’s behaviour—legal, dip-
lomatic and military. The broader aim of
the Philippines’ case under UNCLOS is to
show that China’s historic claim—a “nine-
dash line” on maps encompassing most of
the sea—has no legal basis. In October Chi-
na suffered a setback when the courtin The
Hague accepted that the case fell within its
jurisdiction. But even if the court rules in
the Philippines’ favour, China has made
clear that it will ignore it. South-East Asian
claimants in the sea—the Philippines, Viet-
nam, Brunei and Malaysia—have hoped
that theirregional club, ASEAN, can show a
united front, But China prefers to negotiate
with (and bully) ASEAN members individ-
ually. And it skilfully exploits the body’sin-
ternal differences.

As for military deterrence, a marked in-
crease in defence spending across the re- »
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» gion in recent years still leaves America as
the only power capable of standing up to
China. As a reminder of this, in November
the American navy conducted a “freedom
of navigation operation” in the South Chi-
na Sea. These operations, conducted
around the world, involve sending war-
ships to challenge excessive maritime
claims by sailing through the claimed wa-
ters. In the South China Sea, America says
it takes no position on the sovereignty dis-
putes but does want international law to
apply. In this exercise, the Uss Lassen sailed
close to Subi reef, where China has built an
artificial island on what was once a feature
submerged at high tide.

Yet the message was muddied. In Janu-
ary Ashton Carter, America’s secretary of
defence, explained that the operation had
been conducted as “innocent passage”, ie,
under a provision of UNcLOS that allows
warships to enter even territorial waters so
long as they do nothing that might have a
military purpose. So it is not clear quite
what point America was trying to make.

John Kerry, America’s secretary of state,
was in China this week (see Lexington on
page 27), after a trip that took in Cambodia
and Laos, which holds the chairmanship
of ASEAN this year. He spoke of the need to
avoid a “destabilising cycle of mistrust or
escalation” in the South China Sea. At a
gathering on February 15th and 16th at a
ranch in Sunnylands, California, Barack
Obama will play host to the leaders of all
ten ASEAN countries. The unprecedented
summit is a symbolic demonstration of
American support for ASEAN. China will
probably scent another attempt to rally the
region against it. But nothing suggests it
will be deterred from trying to turn the sea
into itsown lake. m

Politics in Vietnam
Reptilian
manoeuvres

HANOL
A colourful prime minister goes, as the
grey men stay

WI—IEN Great Grandfather, a revered
turtle which had long paddled
around Hanoi’s central lake, was found
dead on the eve of the Communist Party’s
five-yearly congress, many Vietnamese
thought it a bad omen for the ruling party.
The animal embodied a legend about a
15th-century Vietnamese warrior who pre-
sented his sword to a turtle after vanquish-
ing the Chinese. Some wondered whether
the party’s leaders, whose dusty Marxism-
Leninism feels increasingly out of step
with Vietnam’'s youthful population of
93m, were also losing their edge.

As it happens, the congress, which con-

Carry on, Nguyen Phu Trong

cluded in pomp on January 28th, ended up
backing an only slightly more sprightly
reptile. After eight days of unusually fierce
politicking, party bigwigs forced the char-
ismatic and pro-business prime minister to
leave government after his term expires in
a few months. Nguyen Tan Dung had
hoped to assume the top party post of gen-
eral secretary. Instead Mr Dung, along with
the state president, Truong Tan Sang, failed
to get a seat on the party’s new Central
Committee, while the septuagenarian in-
cumbent, Nguyen Phu Trong, was asked to
carry on as all-important party chief.

Given term limits and mandatory re-
tirement ages, Mr Dung, who is 66, had ev-
ery reason to be shown the door. Yet an-
alysts thought he might win promotion to
general secretary. His patronage network is
extensive, and he enjoyed the support of
business types backing a more open econ-
omy. Younger Vietnamese liked Mr Dung’s
friendly stance towards America and his
robust defence of Vietnam’s sovereignty in
territorial disputes with China.

True, whiffs of corruption hung over
him, and the bankruptcies of two state
firms he championed were a blot. But
many Vietnamese could accept these
things. Despite the scandals, “he still im-
proved Vietham’srelations with America”,
says Pham Khac Quang, a 33-year-old
machine-parts distributor in Hanoi. Had
he kept on doing that, all else “would have
been forgiven”. In December Mr Dung de-
fended his record in a nine-page memo to
colleagues, later leaked to a political blog.

In the end an opposing party faction
loosely grouped around Mr Trong gained
the upper hand, in part through skilful
management of voting procedures that
baffle even some insiders. This group ap-
pears to have emphasised Mr Dung’s eco-
nomic mishaps. His opponents almost cer-
tainly pointed out that his self-promotion
and his anti-China populism were incom-
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patible with the Communists’ preference
for cautious, consensual rule. Some doubt-
less worried that his rise would under-
mine their own power.

As for Mr Trong, party chief since 201,
he is a colourless apparatchik in the twi-
light of his career. His support owes as
much to Mr Dung’s divisiveness as to any
personal merits; indeed, with the prime
minister out of the picture Mr Trong may
soon retire himself, to be replaced by a
bland successor—a front-runner is the
party’s propaganda chief, Dinh The
Huynh. More interesting are the officials
the congress appears to have chosen for
othertop jobs. Nguyen Thi Kim Ngan looks
likely to become the first woman to chair
the National Assembly; she understands
economics and is broadly well-regarded.
The probable new state president is Tran
Dai Quang, the minister for public security.
He would be a worrying choice, given the
state’s tendency to lock up and occasional-
Iy torture dissidents. Human Rights Watch
callsits record “dismal”.

The next prime minister is expected to
be Nguyen Xuan Phuc, who is harder to
read. As one of Mr Dung’s deputies he has
worked to cut red tape, with the help of
some American funding. A foreign busi-
nessman calls him a “straight shooter”. Yet
Mr Phuc has demonstrated little of Mr
Dung’s popularity or vim, and he probably
cleaves closer to Mr Trong’s slightly more
conservative views.

The new leaders may slow the pace of
economic liberalisation, but they are un-
likely to reverse it. Nor will relations with
America be set back. It was Mr Trong, after
all, who delighted in calling on President
Barack Obama in Washington last sum-
mer—a big step in attempts to make Viet-
nam less vulnerable to Chinese bullying. A
party plenum recently reaffirmed its sup-
port for the Trans-Pacific Partnership, an
American-led trade deal which the incom-
ing government will soon have to ratify.
Meanwhile, bigwigs at the congress made
encouraging noises about shrinking flabby
state firms. Investors will welcome this
sense of consistency, although the prime
minister’s imminent departure has also
dashed hopes that grander modernisa-
tions might be on the cards.

More radical changes may have to wait
for the next congress, in 2021. Then a mass
of Russian-speaking party members,
brought up hating America, are due to re-
tire. Their successors may well be Western-
educated technocrats who understand
that the party’s besthope of survival lies in
making the economy more competitive,
and in convincing young Vietnamese such
as Mr Quang, the machine-parts distribu-
tor, thatithas theirinterests atheart. For the
moment, though, hammer-and-sickle ban-
ners cover the capital. And most people—
like subjects in a 15th-century kingdom-—
have no say in who rules the roost. =
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Nepal's constitutional stand-off

Trouble in the
basement

JANAKPUR
Amendments to a new constitution fail
to appease dissenting lowlanders

VEN without the Terai plain’s winter
fogs that cling to the flat borderlands be-
tween Nepal and India, the villages on ei-
ther side of the frontier look much the
same: dusty lanes lined with houses made
of mud, bamboo and tin. But the fog has its
uses. Since protesters against a new Nepali
constitution began blocking roads from In-
dia in September, enterprising villagers
have risen before the rooster crows,
slipped on motorbikes across to India, and
returned with a jerry can of fuel or a cylin-
der of cooking gas before the fog disperses.
In just four months the smuggling has
encroached on a state monopoly to the
point of supplying half the fuel for this
poor, landlocked country. It is a parable of
the mess Nepal is in. Despite being mem-
bers of the same lowland ethnic groups,
known broadly as Madhesis—who make
up about a third of the country’s popula-
tion of 30m and whose leaders agitate for
greater constitutional rights—the smug-
glers have done more than anything to
weaken the Madhesis’ hand. In the Nepali
capital, Kathmandu, which nestles in the
uplands and whose long domination the
lowlanders resent, the price of petrol has
slid from $5 a litre at the height of the block-
ade in November to around $2.50 now. The
smugglers are subverting the subverters.
Yet the blockade has had an effect. On
January 23rd the three main (and largely
upland) parties in Nepal's ruling coalition
abruptly pushed through parliament
amendments to a constitution promul-
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gated, over Madhesi objections, only in
September. The changes go some way to
meeting the lowlanders’ demands for the
political representation they feel they were
promised. Under the new rules, the Terai
region will now get around half of the par-
liamentary seats. The amendments pro-
mise (vaguely) to attach greater impor-
tance to population than to geography
when fixing constituency boundaries.
They also ensure a share of state jobs and
favours to politically marginalised groups,
in place of a fuzzy promise of “inclusion”.
A new process for delimiting electoral dis-
tricts should also help Madhesis.

The UN secretary-general, Ban Ki-
moon, welcomed the changes. So did In-
dia, the regional superpower and Nepal’s
lifeline. Its government had encouraged
the border blockade, partly out of sympa-
thy with Madhesis, many of whom have
kin on the Indian side, but also out of fear
that Kathmandu’'s obstinate elites might
tip Nepal into another round of strife—the
country is recovering from years of tur-
moil, including a long insurgency by Mao-
ist guerrillas. Fragmented by caste, religion
and language as well as by region, ethnic-
ity, spectacularly rugged terrain and poli-
tics, Nepalese society remains fragile. So
does its government: C.K. Lal, an acerbic
commentator, describes the ruling alliance
as a “fascistic formation consisting of ma-
lignant monarchists, malicious Maoists
and malevolent Marxist-Leninists—each
one masquerading as nationalists.”

Previous governments have also been
inept, but the death and destruction from
an earthquake last April have cast the cur-
rent lot in unflattering relief. Of some $1.9
billion pledged in foreign aid for the cur-
rent fiscal year, which began last July, the
state has not spent even one-twentieth. A
special state agency created to organise
earthquake relief and reconstruction has
yet to choose a logo, let alone begin work.
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Crucial development projects, including
roads and hydroelectric schemes, remain
on hold, starved of either bureaucratic ap-
proval or supplies. Tourism is at a six-year
low, and investment has shrivelled.

Small wonder that the government
turns a blind eye to the smugglers who
have kept Nepal afloat. Some Madhesis are
not so happy with them; border protesters
have on occasion set smuggled fuel on fire.
Nor are the main Madhesi parties content.
They say the constitutional changes fail to
meet their main demand, which is to di-
vide the region into no more than two
provinces and grant them more local pow-
er. With the blockade less effective, they
are looking for other ways to make their
point. And with tempers still running high,
Nepal’s troubles are not yet over. m

Subhas Chandra Bose

Mystery theatre

KOLKATA
A founding father of modern India
continues to be a focus of speculation

N THE West, regard for the founding fa-

thers of independent India is usually
confined to Mohandas Gandhi and Jawa-
harlal Nehru, the pacifistin a dhoti and the
suave Cantabrigian. By contrast Subhas
Chandra Bose, or “Netaji” (“revered
leader”), took up arms against the British
and sided with the Axis powers in the sec-
ond world war, dying in a plane crash in
1945 in Japanese-occupied Taiwan. The
British called him a quisling, but his mar-
tial valour still inspires Indians. In his na-
tive Bengal most public places seem to be
named after him.

Yet in India the story of Bose’s life re-
mains partially classified—supposedly on
grounds of national security. So it made for
good drama on January 23rd, Netaji's birth-
day (in 1897), when the government of Na-
rendra Modi declassified 100 of its files on
Bose and promised more to come. They
shed little light, but that is hardly the point.
Bose is one of the few heroes of India’s in-
dependence movement that the prime
minister’s Bharatiya Janata Party (BJP) can
hope to claim—Gandhi and Nehru belong
firmly to its arch-rival, the Congress party.

In West Bengal the chief minister, Ma-
mata Banerjee, with her own party, declas-
sified all the state’s files in September.
Mainly they confirmed that the govern-
ment spied on Bose's family in the 1950s
and 1960s. By publishing first, she pipped
the ByP.

Bengalis have been clamouring for
more disclosure, many with hopes of solv-
ing a mystery about Bose’s death. At one
point, he considered disguising himself as »
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Bose made his bed with the baddies

» amonkin Thailand to evade the Allies. Ne-
taji was already famous for a daring escape
in1941, when he passed as an Afghan to cut
a dash from Calcutta to Berlin. He then re-
turned to the Pacific theatre by way of two
submarines meeting near Madagascar. In
the days after the Japanese surrender,
might he have reached China or Russia,
plotting a return to India? He could have
challenged Nehru for the leadership and
changed the course of Indian history. Or
maybe he was already in India, hiding as a
holy man? Two ashrams claim him.

All nonsense, says Krishna Bose, a for-
mer MP and the widow of Netaji's favour-
ite nephew—he drove the Bose getaway car
in 1941, a German roadster that sits outside
the Netaji Research Bureau she runsin Kol-
kata. There isno mystery, and no assassina-
tion—the plane crash was an accident.

So why have successive governments
in Delhi kept the Bose files under seal? Pre-
sumably they were unflattering to Nehru
and thus to Congress. Campaigningin Jan-
uary 2014, the Bjp declared it would declas-
sify all the files. So why only a dribble of
information now? Rudrangshu Mukher-
jee, a historian of Bose and Nehru, says an-
other rare hero of the Bjp, Vallabhbhai
“Sardar” Patel, loathed Bose. Or perhaps it
pays to preserve a certain ignorance about
Bose himself. One of Mr Modi’s 100 files,
from 1976, finds the Indian embassy in To-
kyo under pressure to repatriate Bose’s
ashes from the Renkoji temple in Tokyo. At
the time bureaucrats concluded that “due
to possible adverse reactions from...cer-
tain sections of the public, who refused to
believe in his death in the plane crash”, it
would be wiser to do nothing.

Mrs Bose has devoted much of her life
to collecting and preserving the historical
record. She regrets that politicians are still
fiddling with the facts. Another historian
suspects a third possibility: sheer inepti-
tude on the part of the archivists. ®

Superstition in Thailand
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Dolls that bring luck—and drugs

BANGKOK

A craze for haunted dolls starts a moral panic

OWN a buzzing lane in Bangkok’s

Chinatown, a child is being born.
Payau, a middle-aged lady perched on a
stool, has just finished assembling a
plastic doll which she has dressed in silk
and adorned with pinklipstick. She will
take 4,000 baht ($110) forit, she says,
while brushing tangles from its hair.

Payau'’s doll is not a toy but a luk thep,
or “child angel” —a factory-moulded
moppet which some believe can be
imbued, through a blessing, with the
spirit of a child. Luk thep are increasingly
being seen out and about in Bangkok, the
capital, with their grown-up owners,
who feed, water and dress them in the
hope of receiving good fortune in return.
The fad has not amused Prayuth Chan-
ocha, the former general who leads
Thailand’s nannying government, which
came to powerin a coup in May 2014. He
implied on January 25th that adults ought
notto waste money on plastic kids.

Luk thep became fashionable last year,
boosted by endorsements from soap
stars and other minor celebrities. The
trend has burstinto the headlines again
with Thai Smile, a budget
airline, declaring that pas-
sengers who object to P
stewards shoving their
little darlings into over-
head lockers may now buy
them tickets of their own.
Child angels are also
welcome to their own
seats at a forthcoming
production of “Disney
onIce”, according to its
organiser. A buffet

Kazakhstan's tanking economy

Drift and dissent

ALMATY
So much for Nursultan Nazarbayev’s
“Kazakh dream”

OT long ago it all looked so much bet-

ter: oil prices were high, the middle
classes were growing and the autocrat-fa-
ther of the state, Nursultan Nazarbayeyv,
presided over 17m grateful subjects. Yet to-
day the situation in Kazakhstan looks
more troubling than at any time since the
country broke free of the Soviet Union to
become, against the odds, Central Asia’s
most prosperous state. To many, Mr Nazar-

restaurant has announced that [uk thep
may dine at children’s rates—though
patrons must pay for any uneaten food.

A backlashis brewing, however.
Aviation authorities have realised that
nervous travellers may not want to sit
next to another passenger’s haunted
mannequin. Mental-health officials
suggest that Thais who seek spiritual
comfort would be better off adhering to
established religions. Buddhist bigwigs
say they are investigating whether
monks who bless dolls are breaking
religious codes of conduct. And now
police warn that the dolls may be being
used to smuggle drugs and contraband
(with miscreants betting that security
guards will be too tactful—or squea-
mish—to prod and poke them).

Some wonder whether Thailand’s
falling fertility rate—at1.5 children per
woman among the lowest in South-East
Asia—explains the strong demand for
magic dolls. But even if the craze will
soon blow over, no government has
succeeded in taming rampant supersti-
tion in Thailand, where charm-peddling
is a lucrative trade and even the royal

family uses soothsayers. Child angels
are more palatable than necro-
mantic amulets which were
once made from bits of still-
born babies and sometimes
still turn up in grim emporia.
Given a stumbling economy
and the coup leaders’ stifling
rule, itis no surprise that

some Thais think they
~ deserve a little

. more luck.

bayev’s promise of a “Kazakh dream” now
seems like a sick joke.

An overreliance on oil is what makes
the Kazakh economy so fragile. Since the
price crashed, export revenues have tum-
bled. The currency, the tenge, has fallen by
half since August. That has squeezed
wages and savaged household consump-
tion. An economy that grew by over 5% in
2013 may contract this year, for the firsttime
since 1998. It has not helped that growth is
stallingin China, Kazakhstan’s second larg-
est trading partner, while Russia, its largest,
isnow deep in recession.

All thisis hurting ordinary folk.In arare
protest in a closely controlled state, two
dozen homeowners gathered outside a
bank in Almaty, the commercial capital,
last week. They were complaining about
their mortgages, and they are unlikely to be »
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I Cracks in the facade
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» the last to do so. Many mortgages are de-
nominated in dollars, so the cost of servic-
ing them has soared.

The government is dealing with the fi-
nancial crunch with an odd mix of stimu-
lus and austerity. On the stimulus side is a
$9-billion investment package to boost
non-oil sectors such as manufacturing, as
well as perks for foreign investors as a fire
sale of state assets gets under way. Public-
sector salaries and pensions have been
raised, and schemes introduced to help
savers and mortgage holders suffering
from the currency’s fall.

As for austerity, public spendingis to be
cut in other areas, though in ways sup-
posed to protect the worst-off. Even a
swords-and-stallions Tv drama about Ka-
zakh history, intended to create a nobler
and more accurate image of Kazakhstan
than “Borat”, haslostsome ofits state fund-
ing. The budget deficit is likely to balloon
despite some help from the sovereign
wealth fund.

As grievances mount, political stability
comes into question. The president keeps
chanting an all-in-it-together mantra, but
the calls for austerity by this head of a fabu-
lously wealthy clan may wear thin. The
question is how he might react to signs of
greater dissatisfaction. Mr Nazarbayev has
run Kazakhstan since before the Soviet Un-
ion collapsed, wielding a very personal
sort of power even as international states-
men and highly paid public-relations firms
have helped to polish a veneer of liberal-
ism and democracy. Last year Mr Nazar-
bayev promised a “modern state appara-
tus”, and in the past he has talked of
creating a resilient political system. But cur-
rent conditions can hardly seem to him an
opportune time for political change. There
has been no move towards proper reform.

Meanwhile, the regime has kept a
heavy lid on dissent ever since dozens of
striking oil workers were gunned down by
security forces in Zhanaozen in western
Kazakhstan in late 20m. An opposition
leader, Vladimir Kozlov, is in jail on
trumped-up charges of fomenting that tur-
moil, which prompted a massive crack-
down on the political opposition and inde-

pendent media. Last week two dissidents
were jailed on spurious charges of inciting
racial hatred, following a Kafkaesque trial
sparked by a discussion on Facebook
about an unpublished book written two
decades ago.

“Presidents come and go,” one of those
dissidents, Serikzhan Mambetalin, said
during his spirited defence, “But the people
remain.” Tell that to Mr Nazarbayev. He
turns 76 in July, but shows no sign of going.
Not least—and this spells trouble for the fu-
ture—he has signally failed to provide for
his succession.

Meanwhile, though Mr Nazarbayev
would probably win anyway if presiden-
tial elections were free and fair, he takes no
chances. He won the last election with 98%
of the vote; in the past even other presiden-
tial candidates voted for the father of the
state. In late January Mr Nazarbayev set a
date of March 20th for parliamentary elec-
tions. Supposedly, they are in order to pro-
vide a fresh mandate to boost growth. In
practice they will produce another rubber-
stamp legislature to do the president’s bid-
ding. However stage-managed the elec-
tions, they may fail to mask the cracks like-
ly to emerge as the economy slows. m

Suicide in Japan

Deep in the woods

ADKIGAHARA
Fewer Japanese are killing themselves

T WORRIES the volunteer patroller at

one of the entrances to Aokigahara forest
that the white car with the Osaka number
plates has now been there, empty, for five
days. This forest of moss-clad trees covers
30 square kilometres (12 square miles) of a
lava plateau near the foot of Mount Fuji. As
a place to commit suicide, it is said to be
second in popularity only to San Francis-
co’s Golden Gate Bridge. The car’s owner,
the patroller says, is probably already dead
somewhere deep inside the forest. His job
is to try to spot and turn back those who
may be contemplating suicide.

Folklore holdsthat the forest was once a
site for ubasute, the (possibly apocryphal)
practice of carrying the old or infirm to a re-
mote place and leaving them to die, so that
they would not be a burden to their fam-
ilies. A 1960 novel by Seicho Matsumoto
popularised Aokigahara as a site for sui-
cides, after the heroine took her own life
there. When suicides in Japan rose steeply
as the country’s financial bubble burst
after 1989, several dozen people a year
were killing themselves in Aokigahara,
mainly by hanging. Signs stand next to the
paths, telling passers-by that their lives are

Asia 35

precious, a gift from their parents. The
number of a suicide hotline is displayed
below. Yet much internet chatter talks of
the forest as a site for suicides, and its vast-
nessisalure to many contemplating death.
Mobile-phone reception is poor. The vol-
canic deposits also wreak havoc with com-
passes; those with second thoughts might
struggle to retrace their steps.

Last year over 23,000 people ended
their own lives in Japan. The good news is
that the number has fallen for six yearsin a
row—a trend elsewhere, too (see chart).
Part of the reason for the decline of Japa-
nese suicides is economic: with business
and personal insolvencies at a relative low,
fewer people are losing their jobs or going
bankrupt—a common motivation for Japa-
nese suicides, along with worries about
health. But prevention has also improved.
Nearly a decade ago the government
adopted policies to stop suicides. They in-
clude classes at schools, extra municipal
staff trained in suicide-prevention, and
better training in mental health among
medical staff. Those expressing suicidal
urges are now more likely to receive atten-
tion—though mental illness still has a pow-
erful stigma attached toitin Japan.

Most preventive measures are directed
at middle-aged men, who are most at risk.
Yet the rate at which younger adults kill
themselves hasnot fallen by asmuch as for
older folk—indeed, suicide is the leading
cause of death for 15- to 40-year-olds. It is
harder to deal with a pervading dejection
about the future that prompts many young
Japanese to kill themselves than with the
practical issues—eg, financial straits—that
can push middle-aged people over the
edge, says Yasuyuki Shimizu of Life Link,
an NGo.

Meanwhile, Aokigahara continues to
swallow its victims. That takes a mental
toll on locals too. Recently, the same patrol-
man wrestled a young man to the ground
to stop him vanishing inside. Such inci-
dents haunt him, and he wants talk about
them. But the police have told him not to,
for fear of bringing more people looking
for a stillness deeper even than the silence
of the forest. m
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Growth targets

Grossly Deceptive Plans

BEIJING

China’s obsession with GDP targets threatensits economy

N JANUARY 19th China declared that

its gross domestic product had grown
by 6.9% in 2015, accounting for inflation—
the slowest rate in a quarter of a century. It
was neatly within the government’s target
of “around 7%”, but many economists
wondered whether the figure was accu-
rate. Online chatter in China about dodgy
GDP numbers was fuelled a week later by
the arrest of the man who had announced
the data: Wang Baoan, the head of the Na-
tional Bureau of Statistics. The country’s
anti-graft agency accused him of “serious
disciplinary violations”, a euphemism for
corruption. But beyond all the (justifiable)
doubts about the figures lies another im-
portant question. That is: why does China
have a gDP target at all?

It is the only large industrial country
that sets one. Normally central banks de-
clare specific goals for things like inflation
or unemployment. The idea that a govern-
ment should aim for a particular rate of
output expansion, and steer the economy
to achieve that, is unusual. In the case of
China, which is trying to wean its econ-
omy off excessive reliance on GppP-boost-
ing (but often wasteful and debt-fuelling)
investment, itis risky. Itisinconsistent with
the government’s own oft-repeated man-
tra that it is the quality of growth that mat-
ters, not the quantity.

In the past, setting a target may not have
made much difference. For all but three of
the years between 1992 and 2015, China’s
growth was above target, often by a big
margin. Arare period when targets seemed

l Targeting errors
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to affect the way officials tried to manage
the economy was from 2008 to 2009,
when growth fell sharply (see chart). It
would be hard to argue that targets them-
selves have been responsible for China’s
overall (impressive) record of growth in re-
cent decades.

Now, however, the economy is slowing.
Thisisinevitable: double-digit growthisno
longer achievable except at dangerous cost
(total debt was nearly 250% of GDP in the
third quarter of 2015). But the government
is worried that the economy may slow too
fast, and that this could cause a destabilis-
ing surge in unemployment. So it has been
ramping up investment again, and goading
local governments to do the same by set-
ting a high growth target.

For a while there were signs that the
leadershipitself had doubts about the mer-

The Economist January 30th 2016

Also in this section

37 Bottling Himalayan water

38 Banyan: Televised confessions

For daily analysis and debate on China, visit
Economist.com/china

its of GDP target-setting. In 2013 Xinhua, an
official news agency, decried whatit called
the country’s “GDP obsession”. By the next
year, 70 or so counties and cities had
scrapped their targets. In 2015 Shanghai
joined them, becoming the first big city to
break with orthodoxy (each level of gov-
ernment sets its own GDP target, often
higher than the national one). Liu Qiao of
the Guanghua School of Management at
Peking University says the central govern-
ment ought to follow suit.

Last year there were hints that it might.
The prime minister, Li Kegiang, said the
government would not “defend [the target
for2015] tothe death”. And in October, talk-
ing about the government’s work on a new
five-year economic plan (which will run
from 2016 to 2020), President Xi Jinping
avoided mentioning a number. That raised
expectations that targets might at least be
downplayed, if not abandoned.

They have not been, however. An out-
line of the five-year plan, unveiled in No-
vember, contained the usual emphasis on
growth. And Mr Xi appeared to change his
tune, saying expansion must average at
least 6.5% a year until 2020. Many econo-
mists believe that will require yet more
debt-inducing stimulus. A gDP target for
this year is all but certain to be announced,
as usual, at the annual session of the legis-
lature in March (when the five-year plan
will also be adopted). It will probably be
higher than 6%. Speculation that the gov-
ernment might set a target range in order to
give itself more policymaking flexibility
(as the iMF and the World Bank have
urged) has ebbed. In December some na-
tional legislators complained that local
governments were busting their debt ceil-
ings because there was “still too much em-
phasis on GDp".

So why is there still a target? The rea-
sons are political. In a country so large, cen-
tral leaders are always fearful of losing
their grip on far-flung bureaucrats: setting »
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» GDP targets is one means by which they
believe they can evaluate and control
those lower down. Local officials are also
judged by environmental standards, social
policies and what the Communist Party
calls “virtue”—that is, being uncorrupt and
in tune with the party’s latest interpreta-
tion of Marxist doctrine. But GDP is usually
the mostimportantcriterion, having the at-
traction of being (roughly) measurable.

A study in 2013 by Deng Yongheng of
Singapore National University and Wu
Jing of Tsinghua University in Beijing
looked at the careers of officials who had
worked as mayors in 283 cities. It found
that those who presided over higher
growth rates in their cities, relative to the
rates notched up by their predecessors,
had got better jobs afterwards. Since the
study was conducted, there has been little
sign of any change in this pattern.

Depressingly, the academics found that
the more the mayors had increased invest-
ment in environmental protection, the
lower their likelihood of being promoted
had turned out to be. The government
finds environmental targets more difficult
to set than growth ones. The environment
ministry is trying to create a measure of
“green GDP"” (roughly, output minus the
cost of environmental damage) that could
be used to assess the performance of local
officials. But it had a stab at this before, in
2004, and got nowhere: the damage
proved too tricky to calculate.

At higher levels, promotion is deter-
mined in part by which faction an official
belongs to. But the lower down the hierar-
chy a government entity is, the more it is
likely to be judged by Gbp. When MrLi, the
prime minister, suggested that GDP targets
might not be all-important, many people
complained. One academic says that with-
out such targets, local officials would not
know what they are supposed to be doing.
At a time when Mr Xi's anti-corruption
campaign is causing many nervous offi-
cials to sit on their hands to avoid graft-
busters’ attention, party leaders are all the
more unwilling to abandon an appraisal
system which—however imperfectly—
holds officials to account and can goad
them into action.

As Chinese leaders see it, the target has
another use. It provides numerical evi-
dence for their proclaimed efforts to make
China rich. Deng Xiaoping set the trend by
declaring in 1980 that China would qua-
drupleits GDP of that year by the end of the
century (it achieved that goal several years
early). Andrew Batson of Gavekal Drago-
nomics, a research and advisory firm,
points out that when Mr Xi unveiled his
6.5% target, he set it in the context of a
broader (Deng-like) objective: that of dou-
bling the level of GDP attained in 2010 by
the end of the decade.

Mr Xi apparently believes that a growth
target is necessary in order for China to be-

come a “moderately prosperous society”
by 2021, the 100th anniversary of the
party’s founding. That is one of what the
party calls its two “centenary goals” (the
other is for China to become “prosperous
and strong” by 2049, the1ooth anniversary
of Communistrule).

These aims were first proclaimed by
Jiang Zemin, who was then president, in
1997—inspired, it appeared, by Deng, who
was the first to speak of aneed to make Chi-
na “moderately prosperous”. The paradox
is that by fixating on growth targets China
may end up badly damaging its economy,
rather than fulfilling its goals. =

Mineral water

High-altitude thirst

BEIJING
Bottling Himalayan water could be bad
for the region’s environment

HINA is so vast, it quickly becomes the

largest market for almost anything it
consumes. Such is the case with bottled
water. Chinese drink 40 billion litres (70
billion pints) of the stuff each year, up over
13-fold since 1998. That growth has a long
way to go if China ever consumes as much
per person as Mexico (see chart). But find-
ing clean supplies is difficult; rivers, lakes
and even groundwater in China are often
foul. Hence the huge demand for a seem-
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Bottled-up potential
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ingly inexhaustible source of pristine wa-
ter that is cheap to extract, sells at a pre-
mium and can now, thanks to massive
investment in infrastructure, be taken to
coastal cities: Tibetan glaciers.

Tibet already sells Qomolangma Gla-
cier water, named after the Tibetan word
for Mount Everest. Last year Sinopec, a
state-owned energy group, put another
brand on sale at its petrol stations: Tibet
5100. It is bottled 5100 metres (16,700 feet)
up in the Nyenchen Tanglha range. The Ti-
betan government has licensed 28 more
companies to increase the province’s bot-
tling capacity 50-fold by 202o0.

Assuming companies do not mine the
glacier ice itself, they will bottle only the
meltwater that flows out of glaciers in sum-
mer. It is true that Himalayan glaciers on
the Tibet-Qinghai plateau have retreated
over the past 30 years by about15%. But this
is because of climate change. Bottling will
not cause them to lose mass any quicker.

Nor will the bottled-water industry
have much impact on the volume of water
that flows from Tibet—a crucial source for
neighbouring countries as well as China it-
self. About 1 billion people depend on the
giant rivers—the Yellow river, the Brahma-
putra, the Indus, the Ganges, the Yangzi,
the Mekong and the Salween—that rise in
the Himalayas, a region with the largest re-
serves of fresh water after the north and
south poles. The manufacturing of bottled
water consumes three times more water
than ends up being sold. Yet even the pro-
jected expansion of Tibet's bottled-water
output would amount to only a tiny frac-
tion of the region’s runoff.

More worrying is the possible threat
that the industry will pose to the Tibetan
environment. China has an atrocious re-
cord of looking after its pristine areas. Liu
Honggiao of China Water Risk, an NGO,
says no water company has published any
environmental-impact study in Tibet. The
bottling industry may spawn other, heavy-
polluting ones, on the plateau, for the pro-
duction of bottles and the plastic they use.

Tibet's government is bribing bottlers
with tax cuts, tax holidays and cheap
loans. It charges companies only 3 yuan
(50 cents) to extract a cubic metre of water,
compared with up to 50 yuan elsewhere.
But the government in Beijing may have
other plans. Alarmed by water scarcity, it
wants to reduce groundwater extraction. It
has plans for a nationwide cap in 2020 and
wants all provinces—even water-rich ones
like Tibet—to set quotas for water use. This
may make Tibet’s policies unsustainable
(which may be no bad thing). In Jilin prov-
ince in the north-east, the local govern-
ment had even more ambitious plans than
Tibet's for ramping up mineral-water pro-
duction. But it was forced to cut them by
half because of mandated quotas. Bub-
bles, it seems, are an integral part of Chi-
na’s bottled-water business. =
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Banyan | A confession to make

What the current vogue for televised confessions and apologies says about Xi Jinping’s China
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OVE, as Ali MacGraw once sobbed, means never having to say
you're sorry. Working in China is the opposite: you have to say
sorry quite often. A handwritten sheet of paper, ideally smudged
by contrite teardrops, used to do the trick. But these days, it some-
times seems, an apology is worth anything only if it is made on
national television. In recent months all sorts of people have un-
burdened themselves in this way: a leading financial journalist
distressed at having helped create the “panic and disorder” in
China’s markets; a Hong Kong publisher of muckraking books
about Chinese politics, who disappeared from a beach resort in
Thailand; a Swede who had for seven years run a group in Beijing
offering legal help to Chinese citizens.

They and many others have confessed their “crimes” to the
cameras and apologised for the trouble they have caused. West-
erners, even those addicted to reality Tv, find these displays on
prime-time news shows appalling. America’s State Department
expressed concern this month about the growing number who
“appear to have been coerced to confess to alleged crimes on state
media”. It doesindeed lookbad—an echo of Mao’s tyranny, when
those accused of wronging the Great Helmsman were forced to
kneel in dunces’ caps before braying mobs. So itis worth ponder-
ing why the Chinese authorities do it.

Two possible answers can be quickly dismissed: these confes-
sions have nothing to do with justice or truth. The judicial process
does not require a public apology or admission of guilt. Indeed,
any chance of a fair trial is jeopardised by a verdict decided in ad-
vance, delivered by the accused himself and widely broadcast.

If the concern were to inform viewers of the true facts of a con-
troversial case, then the confessions would be more credible. In-
stead, however, people are told, for example, a far-fetched story
about Gui Minhai, the Hong Kong bookseller who vanished in
October from Pattaya in Thailand. In his televised statement Mr
Gui said that he had returned to China voluntarily, to answer
questions about a hit-and-run road accident in 2003 in the Chi-
nese port of Ningbo in which a young woman had been killed.

So viewers are asked to believe that Mr Gui, who is a Swedish
citizen, was smitten by remorse for an accident that happened 12
years earlier. Perhaps, when the lightning bolt struck, he was
parasailing, or merely enjoying his beachfront view over a mai

tai. Either way, he abruptly forsook the good life to face the music,
apparently smuggling himself out of Thailand without troubling
the Thai border authorities. Similarly, Peter Dahlin, another apol-
ogetic Swede, this month belatedly realised that his legal-aid ac-
tivities had broken the law and hurt the feelings of the Chinese
people. His apology was followed by expulsion from China.

A third red herring is the notion that public confession and
contrition is something that Chinese, or East Asian, culture de-
mands. Seven decades ago, writing about Japan, Ruth Benedict,
an American anthropologist, posited a distinction between
“shame” cultures, where the fear of public humiliation helps reg-
ulate behaviour, and those, like America and Europe, ruled by
“ouilt”, and so constrained by the power of individual con-
sciences. Theideais controversial, and in many circles dismissed;
but it is true that, across East Asia, public shaming seems an im-
portant part of political and even corporate life. Take a Japanese
company, Takata, which makes car airbags. After these turned out
last year to be defective, its executives faced the press to say sorry,
and bowed deeply. Similar rules apply in South Korea: witness
the way Chou Tzu-yu, a Taiwanese member of Twice, a Korean
pop group, was thismonth hauled in front of the camerasto apol-
ogise for having waved a Taiwanese flag on Korean television—an
acther managers fear may damage Twice’s sales in China.

Some academics have suggested that shame works betterin a
system, such as China’s, where maintaining harmony is seen as
more important than adherence to a notionally objective idea of
right and wrong. But the stocks and the pillory were used in Eu-
rope for centuries; in Britain they were abolished only in 1837
And today, in much of the West, the most successful part of the
media is that specialising in the shaming of public figures. Simi-
larly, nobody suggests East Asians are immune from guilt. It is the
theme, for example, of some of the greatest Japanese films.

The main reason for the spate of confessional television in
China is, in fact, political: it is a conscious policy of the regime of
Xi Jinping, China’s ruler for the past three years. In an illuminat-
ing essay last March, David Bandurski of the China Media Project
at the University of Hong Kong pointed out that what he called
“China’s confessional politics of dominance” has its roots in the
Communist Party’s own history, and in the Soviet influences that
helped shape it before it took power. Confession and self-criti-
cism have been part of its ruling strategy since its revolutionary
leaders lived in caves in Yan'an and plotted against their neigh-
bouring cavemen. Virtually everybody in China—even Deng
Xiaoping and, almost certainly during Mao’s rule, Mr Xi himself—
has written at least one piece of self-criticism. At the other end of
the scale, even Banyan has done it, when he was a student and
later reporter in China, with a few eloquent self-flagellations—
now (he hopes) gathering dustin some forgotten archive.

Imagine a boot stamping on a human face-for ever

In writing self-criticism, the secret is to ponder not truth, justice or
cultural norms, but what your reader wants. As Mr Bandurski put
it: “As in the past, today’s culture of confession is not about ac-
countability, clean government or a rules-based system. It is
about dominance and submission.” Mr Xi’s revival of this culture
is not accidental. It is a reminder that his party’s tolerance for dis-
sent is lower now than at any time since the early 1990s. One
symptom of thisisitsinsistence that China’s people—and foreign-
ers working in the country—must accept that, even if they cannot
love him, Big Brotherisright. m
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Nigeria's economy

Crude tactics

LAGOS

Cheap oil is causing a currency crisis in Nigeria. Banning importsis no solution

ORE than 30 years ago, a young gen-

eral swept to power in the fifth of Ni-
geria’s military coups since independence
in 1960. The country he inherited was a
mess: bled dry by pilfering politicians
within and hammered by falling oil prices
without. Last year that general, Muham-
madu Buhari, became president again—
this time in a democratic vote. The pro-
blems he has inherited are almost identi-
cal. So are many of his responses.

In the eight months since Mr Buhari ar-
rived at Aso Rock, the presidential digs, the
homicidal jihadists of Boko Haram have
been pushed back into the bush along Ni-
geria’s borders. The government has
cracked down on corruption, which had
flourished under the previous president,
Goodluck Jonathan, an ineffectual buf-
foon who let politicians and their cronies
fill their pockets with impunity. Lai Mo-
hammed, a minister, reckons that just 55
people stole $6.8 billion from the public
purse over seven recent years.

Mr Buhari, who—unusually among Ni-
geria’s political grandees—is said to have
just $150,000 and a couple of hundred cat-
tle to his name, abhors such excess. As mil-
itary ruler he jailed, fired or forced into re-
tirement thousands of bureaucrats whose
fingers had been in the till. This time, the
Economic and Financial Crimes Commis-
sion (EFcc) has arrested dozens of bigwigs,
including a former national security chief
accused of diverting $2.2 billion. The EFcC
has a poor record of securing convictions;
but a single treasury account has been in-

troduced to try to stop civil servants si-
phoning off cash. And agencies which may
not be remitting their fair share to the state
are having their books trawled by Kemi
Adeosun, the finance minister.

Such measures are doubly important
because the economy is swooning along
with the oil price. The sticky stuff directly
accounts for only 10% of GDP, but for 70%
of government revenue and almost all of
Nigeria’s foreign earnings.

Oil’s price has fallen by half, to $32 a
barrel, in the months since the new gov-
ernment came to power, sending its rev-
enues plummeting. Income for the third
quarter of 2015 was almost 30% lower than
for the same period the year before, and
foreign reserves have dwindled by $9 bil-
lion in 18 months. Ordinarily there would
be buffers to cushion against such shocks,
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but Mr Jonathan’s cronies have largely
squandered them. Growth was about 3%
in 2015, almost half the rate of the year be-
fore and barely enough to keep pace with
the population. The stockmarket is down
by half from its peakin 2014.

Domestic oil producers are feeling the
pinch worst. Many borrowed heavily to
buy oilfields when crude was worth more
than $100 a barrel, and are now struggling
to pay the interest on loans, says Kola Ka-
rim, the founder of Shoreline Group, a Ni-
gerian conglomerate. This, in turn, threat-
ensto create a banking crisis. About 20% of
Nigerian banks’ loans were made to oil
and gas producers (along with another 4%
to underperforming power companies).
Capital cushions are plumper than they
were during an earlier banking crisis in
2009; but, even so, bad debts are mounting
and banks that are exposed to oil produc-
ers may find themselves in trouble. “It
wouldn’t surprise me if one or two went
down,” says a senior banker in Nigeria.

The government’s response to the crisis
has been three-pronged. First, it is trying to
stimulate the economy with a mildly ex-
pansionary budget. At the same time, it is
trying to protectits dwindling hard-curren-
cy reserves by blocking imports. Third, it is
trying to suppress inflation by keeping the
currency, the naira, pegged at197-199 to the
dollar. Only the first of these policies
seems likely to work.

The budget, which includes a plan to
spend more on badly needed infrastruc-
ture, is a step in the right direction. Al-
though government revenues are under
pressure from the falling oil price, Mr Bu-
hari hopes to offset that by plugging “leak-
ages” (a polite term for theft) and taxing
people and businesses more. That seems
reasonable. At 7%, Nigeria's tax-to-GDP ra-
tio is pitifully low. Every percentage point
increase could yield $5 billion of extra cash
for the coffers, reckons Kayode Akindele of
TIA Capital, an investment firm. Mr Buhari w
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» also plans to save some $5 billion-$7 billion
a year by ending fuel subsidies—a crucial
reform, if he sticks with it. Even so he will
be left with a deficit of $15 billion (3% of
GDP) that will have to be filled by domestic
and foreign borrowing.

Yet his policies on the currency seem
likely to stymie that. The central bank has
frozen the naira at its current overvalued
official rate for almost a year. The various
import bans (on everything from soap to
ballpoint pens) are supposed to reduce de-
mand for dollars, but have little effect. Busi-
nesses that have to import essential sup-
plies to keep their factories running
complain that they have been forced into
the blackmarket, where the naira currently
trades at 300 or more to the dollar. Several
local manufacturers have suspended oper-
ations. International investors, knowing
that the value of their assets could tumble,
have slammed on the brakes and some
have pulled money out of the country just
as their dollars are most needed (see chart
on previous page).

Nigeria is fortunate in havinglow levels
of public debt (less than 20% of cgDP), butit
is not helped by high interest rates, which
mean that 35% of government revenue
goes straight out of the door again to ser-
vice its borrowings. It would not take
much to push itinto a debt crisis.

Frustratingly, this crunch is one that Ni-
geria has been through before—under the
then youthful Mr Buhari. Then, as now, he
refused tolet the market set the value of the
currency. Instead he shut out imports,
causing the legal import trade to fall by al-
most 50% and killing much of Nigeria’s na-
scent industry in the process. Between
1980 and 1990, carmaking fell by almost
90%. Today, as in the 1980s, the president is
making a bad situation worse.

Child abuse in Kenya

Breaking the
silence

MERU
Stopping the men who prey on orphans

GROUP of girls are playing catch. They

could be ordinary children; but some
are cradling babies, and they are sur-
rounded by high walls topped with barbed
wire. They are in a refuge, in the city of
Meru near Mount Kenya, which houses
survivors of sexual abuse.

Nearly a third of girls and 18% of boys in
Kenya suffer some form of sexual violence
before they are18, according to a study pub-
lished in 2010 by the UN Children’s Fund
(Unicef). Though data barely existin many
poor countries and researchers rarely use
comparable methodology, surveys in oth-
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THE REAL VICTORY IS JUSTICE FOR CHILD RAPE VICTIMS.

Lifting the curtain

er African countries, including Tanzania
and Swaziland, have found similarly high
rates. The World Health Organisation
(WHO) puts the global prevalence at 20%
among girls and 510% for boys.

Assuming the data are correct, why is
the problem worse in Africa? In the wake
of the HIvV/AIDS epidemic that swept
across the continent in the 2000s, many re-
searchers at first thought child rape was
perpetrated by men who believed the
myth that sex with a virgin would cure
them. Butthe evidence suggests otherwise.

A more chilling effect of HIV/AIDS was
to leave many children orphaned and vul-
nerable to predatory adults, a problem ex-
acerbated in many African societies by the
strict obedience expected of children. All
around the world, poor children are more
likely to be physically or sexually abused,
says Christopher Mikton of the wHO. Un-
employed, uprooted men are also more
likely to violate children. In South Africa,
where more than half of young adults are
jobless, a survey of15- to 17-year-olds found
that19% of girls and 20% of boys had been
sexually abused. “Periods of rapid social
and economic change...appear to be at
least correlated” with violence against
women and children, says Cynthia Bow-
man of Cornell University.

Asinmostof the world, a huge stigmais
attached to such crimes in Kenya. But even
when children plucked up the courage to
tell an adult or go to the police, rather than
let their parents take the traditional route
of resolving things behind closed doors,
the crimes were never investigated proper-
ly, says Mercy Chidi, who set up the Meru
shelter in 2006. “You had to give them
money to even leave their desks,” she says.

In 2012, helped by a Canadian NGO
called the Equality Effect, Ms Chidi filed
claims against police in Meru for violating
the rights of more than 240 children by not
investigating their allegations properly.
The high court ruled in the girls’ favour in
2013. Since then, more than 80% of their
cases have been successtully prosecuted.
Others are stillin the courts, orthe suspects
have fled.

But in most Kenyan communities
where the NGOs operate, people were
“somewhat resigned” to having paedo-
philes in their midst, says Fiona Sampson
of the Equality Effect. They wanted to pro-
tect the children, but they did not know
how. So the two organisations have ex-
panded their training of police in Kenya as
part of a six-month pilot programme. Dur-
ing one school session140 children danced
on tables, singing “No, no, no to children
rape.” |

Syrian peace talks
United only by
hatred

Just getting the right people to the
negotiating table is proving fraught

ITY poor Staffan de Mistura, the UN’s

special envoy for Syria. Talks aimed at
ending the five-year civil war that has
claimed more than 250,000 lives and dis-
placed 12m people should have started on
January 25thin Geneva. But disagreements
over who should come and on what terms
could not be resolved in time. As The Econ-
omist went to press, it looked as if the talks
could at last get under way on January
29th. But as the veteran diplomat ruefully
conceded on Monday, threats to pull out
should be expected: “Don’t be surprised:
there will be a lot of posturing, a lot of
walkouts and walk-ins...you should nei-
ther be depressed [nor] impressed...the
important thing is to keep momentum.”

Even that limited goal may prove
dauntingly hard to achieve. Both of Mr de
Mistura’s predecessors gave up after peace
conferences they had convened got no-
where. Hopes of some progress this time
were raised after a meeting of the 17-coun-
try International Syria Support Group
(188G) in Vienna in November, which was
followed by a UN Security Council resolu-
tion calling for talks to startin January that »
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» would lead to a “credible” transitional gov-
ernment in place by July this year. Fair elec-
tions based on a new constitution would
be held by the middle of 2017.

Besides the start of the talks, it will be a
miracleif any of those other milestones are
met. Mr de Mistura admits that the partici-
pants are united only by mutual loathing.
At the beginning of what he sees as a six-
month process the groups will be kept in
separate rooms, while he shuttles between
them in a search for something they can
agree on.

The immediate cause of the postpone-
ment of the talks was a failure to agree on
which groups should be invited as repre-
sentatives of the Syrian opposition. Game-
ly, Mr de Mistura sent out formal invita-
tions to his diplomatic dance on January
26th. Hotel bookings have been made and
a few TV camera crews have turned up in
Geneva, but confusion reigns.

Under the auspices of Saudi Arabia, a
High Negotiations Committee (HNC) has
been established to represent the many re-
bel factions at the talks. But although it ex-
cludes both Islamic State and Jabhat Al-
Nusra, al-Qaeda’s Syrian affiliate, it in-
cludes hard-line Salafist outfits, such as
Jaish al-Islam and Ahrar al-Sham, which
collaborate with Jabhat Al-Nusra and
which explicitly rule out the principles of
democratic pluralism outlined in the
1S$G’s Vienna communiqué. The military
commander of Jaish al-Islam, Zahran Al-
loush, was killed by an air strike on Decem-
ber 25th, but the group’s political leader,
Muhammad Alloush, has been chosen as
the HNC’s chief negotiatorin Geneva.

The Syrian government tends to regard
any opposition figure who has ever carried
an AK47 as a “terrorist”, but itis supported
by its allies Iran and Russia in wanting Ah-
rar and Jaish kept out of the talks. However,
Russia is demanding the inclusion of other
individuals and groups, such as the Kurd-
ish People’s Democratic Party, whose YPG
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militias are fighting both the regime and Is-
lamic State to carve out an autonomous re-
gion in the north-east of the country along
the Turkish border. Turkey says it will pull
out if the Kurds are at the table because
they are allied with a Turkish terrorist
group, the Kurdistan Workers’ Party. Bow-
ing to pressure, Mr de Mistura did not in-
vite the Kurds.

A further problem is that parts of the
Sunni Arab coalition say they will not at-
tend unless there is a halt to air strikes by
the regime and the Russians and the lifting
of siegesinrebel-held territory where civil-
ians are starving. They point out that these
are confidence-building measures re-
quired by the UN resolution. But although
Mr de Mistura bemoans the squabbles

Africa’s gym craze

Beerbelly busters

JOHANNESBURG
Toning in the townships

HEN South Africa’s biggest fitness

chain openedits second gym in
Soweto last year, residents of the bustling
black township signed up in droves.
Within months the Jabulani gym had
become the most successful of more than
120 Virgin Active clubs tolaunch in South
Africa, drawing Sowetans for squats,
lunges and lifts to Dy beats.

Virgin Active, a global brand mostly
owned by Brait, a South African invest-
ment firm, thinks it can replicate this
success elsewhere on the continent. It has
two gyms in Namibia and has just
opened its firstin Botswana. A gym in
Kenya is due to open later this year, and
the firm is looking at Ghana and Zambia
as possible future sites.

Africans are getting fatter, a side-effect
of economic growth. The number of
obese and overweight children has near-
ly doubled since 1990, from 5.4m to10.3m,
says the World Health Organisation.
Mass migration to cities has allowed
some Africans to go from malnourished
to overweightin a generation, thanks to
sedentary lifestyles and fatty diets. Many
Africans still see a fuller figure as a sign of
success, not to mention sexy.

South Africa is the plumpest country
on the continent, with a whopping 61% of
its people overweight or obese, says the
South African Medical Research Council.
Other middle-income countries such as
the Seychelles and Botswana are close
behind. African women are especially
prone to putting on extra pounds. Dis-
eases such as diabetes follow.

As Africa’s economic growth slows,
gyms are adjusting. While Virgin Active
runs swanky health clubs with fluffy
towels and shoeshine services, its pop-
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over participation as a distraction from
more important issues, he is pleading for
people to turn up in Geneva without pre-
conditions.

Hopes for anything more than sporadic
local ceasefires are faint, especially since
Russia’s aircampaign hasstrengthened the
regime of Bashar al-Assad. Russian planes
have carried out nearly 7,000 sorties in the
four months since they entered the fray,
killing many of Mr Assad’s enemies. Gov-
ernment forces last week seized control of
Rabiaa, the last big town in western Lata-
kia province held by the rebels, and crucial
for their supply lines from Turkey. Intransi-
gent even when faced with imminent de-
feat last summer, Mr Assad now believes
heis winning. m

Sweaty in Soweto

ular Jabulani gym is a no-frills branch
with lower fees. A rival chain, Planet
Fitness, has found success with a similar
lower-cost model. In places such as Da-
kar, where gyms are few and expensive,
residents take to the beach for group
workout sessions.

Part of the draw is aspirational: having
a gym membership is a token of urban
life,like a car and a smartphone. For
South Africans posting gym selfies, there
is even a hashtag: #MkhabaMustFall,
using a slang word for a beer belly, and
riffing off the “must fall” hashtags seen in
campaigns calling for colonial-era statues
to tumble and university tuition fees to
be axed. Joy Mokoena, 38, who works in
marketing, joined a gym after a friend
told her she was looking too chubby.
Now she brings her two children along
while she takes Zumba classes, explain-
ing: “Idon’t want them to be fat like me.”
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Trouble in Tunisia

Dying to work for
the government

CAIRD
Unemploymentis undermining
Tunisia’s transition

IKE his fellow Tunisian, Muhammad

Bouazizi, who set himself ablaze to
protest against harassment by local offi-
cials in 2010, Ridha Yahyaoui was acting
impulsively when he died on Januaryieéth.
Having just been refused a government
job, the unemployed 28-year-old scaled a
utility pole in Kasserine, an impoverished
town in western Tunisia. He reportedly
threatened suicide. Perched in the air, con-
sumed by his grievances, Mr Yahyaoui
touched the wires and was electrocuted.

Bouazizi’'s death ignited protests that
ended the dictatorship of Zine el-Abidine
Ben Ali and inspired the Arab spring. Mr
Yahyaoui’s is a reminder that democracy
has yet to solve many of Tunisia’s pro-
blems. The government has struggled to
kick-start an economy that still suffers from
past abuse and persistent corruption. Is-
lamistrebelsin the west and several big ter-
rorist attacks have added to its woes in the
past year. Nidaa Tounes, the dominant po-
litical party, has recently fractured.

Butalack of jobsis the main reason that
thousands of Tunisians have returned to
the streets. The unemployment rate is over
15%, worse than before the revolution.
Around a third of young people are out of
work. In rural areas like Kasserine, jobs are
extremely scarce. Much of the work avail-
able is suitable for low-skilled labourers; it
takes graduates, such as Mr Yahyaoui, an
average of six years to find a steady job.
Half of all graduates are still unemployed
at 35, according to the World Bank.

The unrest has only made things worse.
Three British tour operators have cancelled
all bookings to Tunisia until November.
Tourism, which (directly and indirectly) ac-
counts for about 15% of GDP and 14% of
jobs, was already down due to two deadly
attacks on foreign tourists last year. Dozens
of hotels have closed for lack of guests.

The government has stepped in as the
employer of last resort. Tens of thousands
of workers have joined the public sector
since 2010, raising the number employed
by the government to over 600,000. An-
other180,000 or so work for public compa-
nies, which have also been on a hiring
spree. To placate Tunisia’s powerful un-
ions, the government has raised salaries.
The public-sector wage bill almost dou-
bled between 2010 and 2014. It now ac-
counts for over13% of GDP, one of the high-
est shares in the world.

Not only is Tunisia’s public sector big, it
is poorly run. A World Bank report notes

Saudi Arabia’s financial hub

Castles in the air

RIYADH

If you build it, they may not come

HE skyscrapers of the King Abdullah

Financial District (KAFD) rise out of
Riyadh’s urban sprawl like an emerald
city. Pointed glass spears compete for
prominence with vast staggered lean-tos,
streaked black-and-white like the back of
arearing zebra. A monorail curves past a
butterfly dome. Blissfully vehicle-freeina
city otherwise designed for cars, not
people, KAFD is built around pedestrian
precincts shaded by palm trees. Even the
rubbish is collected on an underground
conveyor belt. After seven years, the first
phase of a futuristic financial hub for the
Arab world’s largest economy is nearly
complete. It has cost more than $10 bil-
lion and the lives of 11 building workers.

Something is missing, however. While
decoratorsinstall tropical plantsin the
conference hall, the legal, fiscal and cul-
tural architecture is still on the drawing
board. Waleed Aleisa, the CEO, says he is
still waiting to hear whether the zone will
be free of corporation tax and under
whatjurisdiction it will operate.

At the outset, the project managers
imagined a city which would be both in
Saudi Arabia and apart from it. Visas
would be issued at the airport, side-
stepping the kingdom’s red tape. They
had visions of a big gated community,
largely off-limits to the religious police.
Anticipating a mixed workplacein a

that “the link between a public employee’s
performance and her evaluation, compen-
sation and promotion is weak, particularly
since the revolution.” The wounded and
other “martyrs of the revolution” are fa-
voured for jobs. So are the unemployed,
leading some Tunisians to shun work in

The ultimate protest
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society where segregation is otherwise
de rigueur, male and female toilets were
installed on all floors. Brochures por-
trayed men and unveiled women chat-
ting together. “You have to have different
rules for KAFD,” pleads Mr Aleisa.

But last year the kingdom changed
rulers, and King Salman and his son,
Muhammad, seem loth to upset the
religious establishment while they find
their feet. The Saudi central bank, its
stock exchange and its sovereign-wealth
fund have all assured Mr Aleisa that they
are moving in; butinternational finance
houses are proving harder to pin down
without clarity on the basics, such as
whether women can work with men or
what jurisdiction it will operate under.
“We should hear sometime in 2016,” says
Mr Aleisa.

Saudi Arabia’s loss will be Dubai’s
gain. Though its economy is smaller than
the Saudi one and bereft of oil, Dubai
claims to have attracted 21 of the world’s
top 25 banks, drawn by its barely taxed,
lightly regulated “free zone” for foreign
firms. “It's about getting the right legal
system, not the right architecture,” says a
Gulf investment banker, welcoming
Dubai’s introduction of English judges
handing down English law. Riyadh’s new
buildings look good; investors hope they
are not built on sand.

the private sector. Public firms, mean-
while, are models of inefficiency. The Tuni-
sian Chemical Group, cited in the report,
increased its head count from 5,000 in 2010
to 16,000 in 2012, while production fell
from 8m to 2.5m tonnes.

Despite its wage bill, the government
expects the budget deficit to fall to 3.9% this
year. That is optimistic. Moody’s, a credit-
rating agency, recently cut its growth fore-
cast for Tunisia to 1.5%, and expects a deficit
closer to 5%. International donors want Tu-
nisia to prune the public sector and spend
its money more wisely. The government is
already cutting subsidies on items such as
fuel. But there is also concern about the sta-
bility of thislone Arab-springsuccess story.
France recently promised €1 billion ($1.1
billion) in aid over the next five years.

To appease protesters, the government
announced on January 20th that it would
hire 5,000 young people in Kasserine,
though itis actually only offering job train-
ing. “We do not have a magic wand to give
a job to everyone at the same time,” says
Habib Essid, the prime minister. That hard
truth has not gone down well in Tunisia. =



Illiberal central Europe

Big, bad Visegrad

BUDAPEST, PRAGUEAND WARSAW

/
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The migration crisis has given an unsettling new direction to an old alliance

HEN Middle Eastern refugees began

arriving in Europe last year, Martina
Scheibova, a consultantin Prague, felt sym-
pathy for them. Now she is less sure. They
create a “clash of cultures”, she says anx-
iously. Such fears are shared by many Euro-
peans. But unlike Germans or Swedes, Ms
Scheibova is unlikely to encounter many
refugees. Czech public opinion is solidly
against taking in asylum-seekers; Milos Ze-
man, the Czech Republic’s populist presi-
dent, calls Muslim refugees “practically im-
possible” to integrate. In the past year, the
country has accepted just 520.

The backlash against refugees can be
felt across Europe. Xenophobic parties are
at record levels in polls in Sweden and the
Netherlands, and evenin Germany the Eu-
rosceptic, far-right Alternative fiir Deutsch-
land party is polling in double digits. But
central Europe’s response has been partic-
ularly strong. Anti-migrant sentiment has
unified the “Visegrad group” of Hungary,
Poland, Slovakia and the Czech Republic—
normally a disparate bunch who agree on
some subjects (like opposing Europe’s cli-
mate policies) but are divided on others
(like Russia). Rather than noisy opposition
groups, it is governments in these coun-
tries who trumpet some of the most ex-
treme views. And they are taking advan-
tage of anti-migrant fervour to implement
anilliberal agenda on other fronts, too.

Viktor Orban, Hungary’s prime minis-
ter, has been the loudest of the anti-immi-
grant voices. Mr Orban began inveighing
against migrants early in 2015, after the
Charlie Hebdo attacks in Paris, when the

numbers arriving in Europe were still rela-
tively low. His government now wants to
introduce anti-terror laws that worry civil
libertarians, though the details are vague.
Fidesz, Mr Orban’s party, pioneered Eu-
rope’silliberal wave: when it came to pow-
er in 2010 it limited the constitutional
court’s powers, packed it with cronies and
introduced a new constitution. Fidesz
changed the electoral system, helping it
win again in 2014, says Andras Biro-Nagy
of Policy Solutions, a think-tank. A new
media regulator was set up, headed by a Fi-
desz stalwart. Public television channels
were stuffed with pro-Fidesz journalists,
while foreign media were taxed more
heavily than domestic ones. (The tax was
rescinded after criticism from the main for-
eign channel, rRTL Klub.)

For Visegrad, the game-changer was the
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November election victory in Poland of
the nationalist conservative Law and Jus-
tice party (pis). Jaroslaw Kaczynski, the
party leader, has admired Mr Orban for
years. Konrad Szymanski, the deputy for-
eign minister for European affairs, says Po-
land now plans to beef up its co-operation
with the Visegrad group. The government
is dead against any further European deals
to allocate refugees among member states.
Meanwhile, since taking power in Novem-
ber, pis has sacked the heads of the securi-
ty and intelligence services, weakened the
constitutional tribunal (and packed it with
its own supporters), and passed a new me-
dia law that lets it install loyalists to head
the public radio and Tv channels. The
European Commission 1S examining
whether all this violates Poland’s commit-
ments to the rule of law.

Politics in Slovakia and the Czech Re-
public are a bit different, but in both coun-
tries politicians have jumped on the issue
of refugees. In December Robert Fico, the
prime minister of Slovakia (who is seeking
re-election in March), launched a legal
challenge to the EU’s migration policy,
which he describes as “ritual suicide”.
(Hungary filed a challenge soon after.) Bo-
huslav Sobotka, the Czech prime minister,
is less bombastic than Mr Zeman, but he
too rejects refugee quotas. Conditions for
those already in the country are shoddy.

These populist politics have been a hit
with voters. Last spring Fidesz was falling
in the polls, while support for Jobbik, a far-
right party, was surging. Today Fidesz
would win a majority again. Support for
Mr Fico's Smer party had stalled last year,
but since the refugee crisis erupted it has
been rising. pis’s support base is among
disgruntled older voters, who are particu-
larly fearful of immigration. This week, ata
meeting staged by a conservative group in
Warsaw on whether Poland was threat-
ened by a “colourrevolution”, the question
of whatto call refugees came up. A woman
in the audience suggested “invaders”. A
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» speaker opted for “Islamists”.

The newfound unity between the four
countries delights populist politicians.
“Probably the only good thingin the whole
migration crisis is that the v4 [Visegrad
group] has found a common voice and
strategy,” says Marton Gyongyosi of Job-
bik. The group “allows three small coun-
tries to punch above their weight”, says
Gyorgy Schopflin, a Fidesz MEP.

The Visegrad group once aimed to ac-
celerate its members’ integration into the
EU. Its turn towards illiberalism presents
Europe with a problem. Since new rules
came into force in 2014, the group no lon-
ger has a blocking minority in the Euro-
pean Council. But it can cause headaches,
particularly if it influences neighbours
such as Romania or Bulgaria. Meanwhile,
polls show trust in the Eu has fallen in all
four countries. In fact, Visegrad countries
rely heavily on EU funding—itamounted to
6% of GDP in Hungary in 2013. Yet many are
disappointed in Europe. “People thought
we would have the same living standards
as Austrians or Britons,” says Ferenc Gy-
urcsany, who served as Hungary’s prime
minister from 2004 to 2009.

Rising Euroscepticism could backfire on
the group. Informal talks on the next multi-
year EU budget have begun, and Germany
has hinted that it will favour countries that
share the burden of refugees. Already
many European officials are growing im-
patient with the group. Milan Nic of the
Central European Policy Institute recalls
the days when Austrian politicians, for ex-
ample, used to talk about the Visegrad
group with respect. “Nowadays”, he says,
“Visegrad is like a bad word.” ®

Putin’s popularity

Vladimir unbound

MOSCOW
Russia’s presidentisimpervious to the
woes that afflictnormal leaders

HANTS of “Russia without Putin!” ech-

oed through Moscow four years ago.
Vladimir Putin’s choreographed return to
the presidency and vote tampering in par-
liamentary elections brought thousands to
the streets; his approval ratings fell to 63%.
But after the annexation of Crimea in 2014,
those ratings soared to nearly 90% and
have not come back to earth since. Mr Pu-
tin became “a charismatic leader of the
Promethean type: a demigod, a Titan, who
brought the people fire,” says Valery Fedo-
rov, head of the state-inanced Russian
Public Opinion Research Centre (vciom).
Even a recession, falling real wages and
rampant inflation have barely dented Mr
Putin’s numbers.

I Can’t buy me love
Approval rating of Vladimir Putin and the government of Russia, % polled
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For Mr Putin’s fans, his untouchable rat-
ings serve as proof of his righteousness. To
some Russian liberals and Western observ-
ers, they are evidence that something is
wrong with the polling. The practices of
state-backed sociologists have been ques-
tioned. A fear of sharing political opinions,
a legacy of Russia’s totalitarian past, may
taint results. But the independent Levada
Centre records approval levels for Mr Putin
similar to those of state pollsters; so does
the in-house sociological service of Alexei
Navalny, an opposition leader.

In fact, theissue is more complicated. In
today’s Russia, where the Kremlin controls
most media and politics offers no alterna-
tive, polls are more ambiguous than in
countries where they measure the support
of competing politicians. Instead of offer-
ing an assessment of Mr Putin’s actions,
ratings reflect “the condition of a complex
of collective expectations, hopes, and illu-
sions connected with him”, as the late so-
ciologist Yuri Levada said in 2005.

In the long shadow of the Soviet col-
lapse, the desire of Russians for self-respect
is just as powerful as their desire to live
well, says Lev Gudkov, the Levada Centre’s
director. Mr Putin’s overseas adventurism
has satisfied this desire. The president has
come to embody Russia (as his deputy
chief of staff put it, “No Putin—no Russia”);
disapproving of him verges on repudiating
the country. His approval ratings measure
“the respect, trust and pride Russians have
in themselves and their country”, says Mr
Fedorov. “Putinisjust a symbol.”

Nonetheless, discontent is starting to
well up. This month protests forced the
Krasnodar region to roll back cuts in travel
benefits for pensioners. In Moscow, for-
eign-currency loan holders have stormed
bank branches demanding refinancing in
roubles. So far, such protests remain dif-
fuse and apolitical. Russians are more like-
ly to blame the prime minister or local offi-
cials than Mr Putin, in keeping with the
age-old Russian political myth of the good

tsar betrayed by evil boyars. Yet as parlia-
mentary elections loom this autumn, Mr
Putin has been quietly distancing himself
from his party, United Russia, which en-
joys considerably less support than he
does. Eventually, the frustration may begin
to catch up with Mr Putin too. Mr Fedorov
forecasts a 10% dip in his ratings this year:
“Everything in this life is finite.” Even Pro-
metheus got tied down eventually. m

Crisisin Moldova
A republic, if you
can steal it

CHISINAU
A year after a $1billion theft, a country
is tottering

N 1918 the then three-month-old Moldo-
van republic gave up the struggle for sur-
vival and united with neighbouring Roma-
nia. Itis a sign of how dire things are today,
says Iulian Fota, a Romanian analyst, that
people are talking about doing so again.
Ever since 2014, when the embezzlement
of about $1 billion from three banks forced
a taxpayer bail-out that has crippled the
economy, the country has been lurching
towards collapse. Opposition supporters
are permanently encamped in front of the
government building. Maia Sandu, a for-
mer education minister who is rushing to
build a new party, says the situation could
lead to violence. No one seems to disagree.
On January 20th Pavel Filip, a close as-
sociate of Vlad Plahotniuc, the most pow-
erful of the businessman-politicians who
dominate Moldova, was voted in as prime
minister. His administration is the eighth
since 2013. Mr Plahotniuc had wanted the
job; the president rejected him, saying
there were doubts about his integrity. Mr
Plahotniuc’s arch-rival in business and
politics, meanwhile, was arrested in Octo- M
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» ber after accusations that he had received
$260m in bribes. He denies wrongdoing.

As Mr Filip was voted in, protesters
stormed into parliament, trying to block
him from taking office. They failed. On Jan-
uary 24th tens of thousands demonstrated
against the new government. Opposition
leaders have demanded a new vote. West-
ern leaders, however, fear that elections
would be won by pro-Russian parties and
return the country, which has an associa-
tion agreement with the European Union,
to the Russian sphere of influence.

Many Moldovans are incensed by re-
ports in the Western press that the current
struggle is one between pro-Russian and
pro-European parties. For most protesters,
the conflict has nothing to do with geopoli-
tics. As Victoria Bucataru of the Foreign
Policy Association of Moldova putsit, they
are fed up with elites fighting for power
while they grow poorer.

Still, if a poll were held today, the two
parties generally seen as pro-Russian
would together get the biggest share. The
Socialists’ election posters feature pictures
of Russia’s president, Vladimir Putin. Re-
nato Usatii, the leader of the other opposi-
tion party, owns a business in Russia. But
he says calling him pro-Russian is a slur. “I
am pro-Moldovan,” he insists, adding that
if he led the country he would not rescind
its agreement with the EU.

One source close to Mr Plahotniuc says
he wants to retire from politics. Others say
they have heard this before; they believe
he wants to succeed the current president
when his term expires in March.

Meanwhile Moldova is cut off from the
external financing that it needs. Since the
theft of the $1 billion, diagnostic audits are
supposed to have been done on the coun-
try’s three largest remaining banks. Alex
Kremer, the World Bank’s representative in
Moldova, says he is concerned about de-
lays in the completion of the reports. If it
turns out that yet more money has been
stolen from the banks, the anger of Moldo-
va’s 3m exasperated citizens may at last
boil over. m

IfI had a hammer

France’s missing refugees

Non, merci

CERGY=FPONTOISE
Migrants are streaming into Germany,
but few are interested in France

N A quiet bend of the River Oise, be-

side a wooded lake, the Ile de Loisirs
activity centre usually runs sailing schools
and high-wire tree-climbing adventures.
Last autumn its dormitories were briefly
turned into an emergency welcome centre
for 98 Syrian and Iraqgi refugees. Today,
however, the gardens outside the residen-
tial block are empty again, the wooden pic-
nic benches deserted. The refugee families
are already gone. Their speedy resettle-
ment shows that France has plenty of ca-
pacity to absorb migrants. It also raises the
question of why itis that while Germany is
coping with a vast flood of Syrian refugees,
France is attracting only a trickle.

The refugees who turned up in this new
town, some 40km (25 miles) north-west of
Paris, travelled in specially chartered
coaches from Munich last September. Offi-
cials from the French Office for the Protec-
tion of Refugees and Stateless Persons (OF-
PRA) had gone to Munich in a gesture of
solidarity to persuade refugees to settle in
France, to help relieve the pressure on the
Germans. Less than 48 hours after Cergy
offered to take them in, the first coach
pulled up outside the activity centre.

“The welcome in Cergy was really
great,” says Ali Tarabein, a former seed
trader, who fled Syria via Turkey and the
Greek island of Lesbos before making a
four-day journey overland to Germany.
Dozens of locals brought clothes and toys.
“Cergy has always been very welcoming
to people who come from elsewhere,” says
Jean-Paul Jeandon, the Socialist mayor of
the town, which is informally twinned
with a village in Palestine and another in
Senegal. Within two weeks, all primary-
aged refugee children were in a local
school. Adults, none of whom spoke
French, were given language classes while
they awaited official papers. By mid-De-
cember all the original refugees had been
offered housing, five of them in Cergy and
others elsewhere in France.

Asylum applications in France take an
average of two years to process, but offi-
cials in Cergy cut through the bureaucratic
thicket and speeded things up. It helped
that the town is no stranger to new arrivals,
with a mix of 130 nationalities. Many refu-
gees were skilled, among them a dentist
and an engineering student, and the num-
bers were manageable. “If we'd had hun-
dreds or even thousands it would have
been more complex,” says Mr Jeandon.

Yet it is precisely those low numbers
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I Give them Berlin
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that are puzzling, not just in Cergy but in
France as a whole. Overall asylum applica-
tions rose last year by 22%, but to just
79,000—nothing remotely close to the mil-
lion-plus who registered in Germany. In
2015,158,657 Syrians completed asylum ap-
plications in Germany, compared with
only 3,553 in France. Last year the European
Union agreed on a relocation programme
to share 160,000 refugees from Italy and
Greece. By mid-January France had taken
in only19; another 43 arrived this week.

The explanation seems to be a mix of
migrants’ relatively weak ties to France,
and the limited opportunities in a country
with 10% unemployment. “I wanted to go
to Sweden, then Germany or England,”
says Mr Tarabein, who had friendsin those
countries and spoke English but not
French. He ruled out Britain after friends
warned him on Facebook and WhatsApp
about the perils of trying to cross from the
French port of Calais: “It was too danger-
ous, I don't want to die.” As for France, he
says he had heard it took months to get pa-
pers (France does not allow refugees to
work for nine months) and that Syrian ref-
ugees there “live on the streets”. It was only
when the orpPra officials promised fast-
track settlement that he agreed to take his
seat on the coach. Now, relocated to Natr-
bonne, he is trying to bring his wife and
three small children from Syria.

“It's Germany that is in an extraordi-
nary situation, not France,” says Pascal
Brice, director of oFprA. If the EU redistri-
bution scheme is not yet working, he says,
this is simply because refugees prefer to go
to Germany. Yet there is no French political
appetite to speed matters up. The xeno-
phobic National Front continues to shape
the debate. In a recent poll, 60% of French
said they do not want more refugees, and
terrorism has hardened sentiment. (Two of
those behind the November13th attacks in
Paris posed as asylum-seekers.) Manuel
Valls, the prime minister, put it bluntly last
week: “The first message we need to send
now, with the greatest of firmness, is to say
that we will not welcome all the refugees
in Europe.” Cergy may turn out to be the ex-
ception, not the makings of a solution to
ease Europe’s migrant crisis.
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Charlemagne | Value shoppers

Europe promised a principled foreign policy. Now it is desperate for quick deals

OTHING excites the febrile intellects of Brussels more than

analysing the theoretical underpinnings of European foreign
policy. Entire tracts are devoted to the security strategy of the
European Union, its neighbourhood policy, the countless “tools”,
“instruments” and “levers” it has designed to help it advance its
global concerns. A keen student can lose himself for hours in
strategy papers and advisory memos to the policymakers sup-
posedly shaping Europe’s place in the world.

When the EU signed a German-inspired deal with Turkey to
help stem the flow of refugees late last year,none of this mattered
a jot. Presented by European officials as a hard-nosed piece of
statecraft, the “action plan” offers Turkey money, the prospect of
visa-free travel inside the EU and an acceleration of its member-
ship bid so long as the Turks keep the migrants away. It was one of
the most important European foreign-policy initiatives in years,
but there was not a sniff of strategy to it. It reeked of desperation.

Turkey-watchersin Europe and liberals inside Turkey were un-
ited in outrage. The Europeans were averting their gaze as Recep
Tayyip Erdogan, Turkey’s president, was locking up journalists,
harassing the opposition and prosecuting a bloody war against
unruly Kurds—in an official Eu candidate country, no less. The
European Commission even postponed publication of its highly
critical annual report on Turkey’s membership bid while Mr Er-
dogan’s party campaigned in national elections.

The deal seemed emblematic of a “realist” turn in European
foreign policy. Ideas such as slashing aid to countries that refuse
to accept the return of failed asylum-seekers are doing the
rounds. Officials in international-development agencies tear
their hair out as carefully nurtured relationships in Africa are
tossed aside to make way for quick-and-dirty deals to ship back
rejected migrants. Southern European countries fret that a plan to
open EU markets to Middle Eastern exports (to create jobs for refu-
gees) will crowd out their manufacturers.

This is not the Weltinnenpolitik (global domestic policy) that
grand thinkers like Jiirgen Habermas thought regional clubs such
as the Eu were well placed to cultivate. Instead, to borrow from
the late American neoconservative Irving Kristol, Europeans
have started to resemble liberals mugged by reality. It is easy to
bleat about human rights when you are living in a peaceful, post-

modern paradise; less so when you have millions of illegal mi-
grants barging through your back door.

Europeans are hardly new to Realpolitik (the clue is in the
word). There has long been a division of foreign-policy labour
within the U, says Michael Leigh of the German Marshall Fund,
a think-tank. Larger countries delegated values-based policy to
Brussels while they got on with the hard stuff, such as security or
access to oil. For every pious expression of support for interna-
tional justice or condemnation of capital punishment, there was
a shabby energy deal or quiet support for a useful dictator. Some
feel this category includes the Nord Stream 2 gas pipeline, which
would run directly from Russia to Germany under the Baltic Sea
and could undermine the EU’s energy policy, but which has the
support of Angela Merkel, Germany’s chancellor.

Tougher than theylook

Even in its soft and fuzzy days, the EU was not toothless. Its stron-
gest tool—the attraction of membership—combined European in-
terests and values in one package. Enlargement to the east
brought stability to the region while strengthening the rule of law
and democratic institutions inside candidate countries. (Main-
taining them once countries have joined has proved harder, as
the recent examples of Hungary and Poland demonstrate.) Glob-
ally, Europeans have, in their gentle way, sought to bolster a rules-
based order that has enabled their exporters to flourish.

That looked like the future, once. But today’s threats lead
down a different path. Europe’s power no longer extends out-
ward; instead, the surrounding countries have turned their pa-
thologies on Europe. Enlargement is off the table—even in the Bal-
kans the EU’s main interest is in keeping order, as millions of
migrants tramp through a historically unstable region. Russia’s
bloody intervention in Ukraine tore up the European belief that
borders may not be changed by force—and Europe initially strug-
gled to respond. It dithered again last year as the stream of mi-
grants coming through Greece swelled, eventually leaving Mrs
Merkel with little choice but to shower gifts upon Mr Erdogan in
the hope of an agreement to stanch the flow.

The Turkey deal may yet work (although Charlemagne is
struggling to find anyone who believes that it will). If it cuts the
number of refugees and the borderless Schengen area survives, a
European ideal will have been saved. Optimists think that, even
if it flops, the EU’s relations with an important neighbour will
have emerged from the deep freeze. Denouncing Mr Erdogan’s
power grabs through bloodless progress reports had little effect;
now EU politicians can slip their concernsinto exchanges on refu-
gees, as some visiting commissioners did this week in Ankara.
The crisis may also force the U to look outward again. Tunisia,
notesJan Techau of Carnegie Europe, another think-tank, is craw-
ling with European diplomats and money, testament to the EU’s
desperation to preserve a rare success from the Arab spring.

But these are slim hopes. Europe’s vulnerabilities are on full
display. Some future Qaddafi will be alert to the concessions he
might win by threatening to unleash hordes of migrants upon
European shores. Finland and Norway fear that Vladimir Putin
may decide to do precisely that by waving through a host of Syri-
ans and Afghans. As for Turkey, had the Europeans woken up to
the coming danger last spring, they might not have found them-
selves compromising their values so grubbily in the autumn.
That would have been the strategic thing to do. Time to dust off
some of those far-sighted think-tank reports. m




Black Britons

The next generation

A mainly Caribbean community has become a mainly African one—and is poised

to become more successful

LACK British history did not begin in

the 20th century. In 1578 George Best, a
travelling diarist, wrote of meeting “an
Ethiopian as blacke as a cole brought into
England”. But it was after the 1940s that
Britain’s black population really began to
grow, with two waves of immigration. The
first, from the 1940s to the 1960s, carried
poor Caribbeans to British shores. The sec-
ond, beginninginthelate1980s, came from
Africa, as wealthy Nigerians and Ghana-
ians arrived alongside rural migrants and
refugees from Somalia and Zimbabwe.

Britain’s black population is now about
2m, or just over 3% of the total. The census
divides it into two main categories: “black
African” and “black Caribbean”. Until the
turn of the century, Caribbeans were in the
majority. Butin the ten years to 201, the Af-
rican population doubled. And that is not
the end of the changes: although Caribbe-
an Britons are substantially better off than
their African neighbours, demographic
and educational trends suggest that the ta-
bles may soon be turned.

Thamesmead, an east-London suburb
thatis home to Britain’s most-concentrated
African population, illustrates the group’s
struggles. Its bleak residential towers,
where Stanley Kubrick shot “A Clockwork
Orange”, are overcrowded, says Mabel
Ogundayo, a 24-year-old local councillor.
Most of its crammed-in residents are ten-
ants; nationwide, less than one-quarter of
Africans are owner-occupiers, compared
with nearly one-half of Caribbeans. Thatis

partly why Caribbean households are, on
average, much better off: in 2009 the Office
for National Statistics (ONS) found that the
average one had £76,000 ($109,000) in as-
sets, against £15,000 among Africans.

Caribbeans also fare better at work. Af-
ricans are less likely to be employed, and
more likely to toil in low-skilled occupa-
tions. Much of this is down to their more
recent arrival: although four out of ten
have degrees—more than any ethnic group
other than Chinese and Indians—many
studied at unrecognised foreign universi-
ties, and some speak little English. As a re-
sult, 1% of African graduates work in non-
graduate jobs, compared with 28% of Ca-
ribbeans. Their employment rate is
dragged down by some groups that have
particularly struggled: few from the main-
ly refugee Congolese or Somali communi-
ties are in work, for example.

Yet the fact that much of their disadvan-
tage is owing to their recentness suggests

I Aiming high
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that, with time, it will be overcome. Many
are richer than the first wave of Caribbe-
ans. New Nigerian immigrants are less like-
ly to be employed than new Jamaicans,
but this stops being the case after five years
in the country, according to the ons. And
although Africans are more likely than
whites to be in low-paid work, the gap dis-
appears once factors such as age, occupa-
tion and language have been controlled
for. Asnew generations are minted and old
ones learn English, earnings can be expect-
ed to rise.

Thereis already progress in schools and
universities. In 2014, 68% of Africans got
five good grades in their GCSEs, the exams
taken at 16, compared with 65% of whites
and 59% of Caribbeans. They are far more
likely to continue their education—indeed,
the poorest Africans are as likely to go to
university as the wealthiest Caribbeans.
Although there is little difference in perfor-
mance at primary school, Caribbean chil-
dren “lack the support that’s needed to
deal with the choppy waters of secondary
school,” says Tony Sewell, the founder of
Generating Genius, a charity. Africans, as
newer arrivals, “have the mindset that
there’s always something worse [than
schoolwork] outthere,” he adds.

And although discrimination remains
real,itis less pervasive than when Caribbe-

ans first arrived in Britain. Archived gov- »
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»ernment papers released last month
showed thatin1985 Margaret Thatcher was
warned by advisers that grants to black en-
trepreneurs would end up in the “disco
and drug trade”. Back then, 50% of Britons
admitted to NatCen, a research organisa-
tion, that they would mind if a close rela-
tive married a black person. Now, the fig-
ure is 22%. (Prejudice has found new
targets: 44% say they would be bothered by
arelation marrying a Muslim.)

Africans remain less integrated than
Caribbeans. Eight out of ten Africans
choose an African partner, whereas by
comparison less than half of Caribbeans
settle down with a fellow Caribbean. A
child under ten who has a Caribbean par-
ent is more than twice as likely as not to
have a white parent.

Some believe that Africans’ delay in in-
tegrating may actually help to explain their
success. West Africans, in particular, have a
“separateness and social distance” in areas
such as language, dress and religious wor-
ship “which seems to carry a protective ef-
fect”, says Trevor Phillips, a former head of
the statutory Equality and Human Rights
Commission. Caribbeans, by contrast, re-
semble whites in their performance at
school—that is, both do pretty badly, after
controlling forincome.

Others dispute the value of “separate-
ness”, arguing that minorities benefit more
from mixing. That is where official efforts
focus. With second-generation Africans al-
ready starting to integrate more quickly, the
theory will soon be put to the test. m

Brexit war games

A rocky rehearsal

A mock-up suggests it may be hard for
David Cameron to do a dealin Brussels

HE recent messages from Downing

Street have been optimistic. Careful di-
plomacy is paving the way for David Cam-
eron to renegotiate Britain’s European Un-
ion membership at a summit in Brussels
on February 18th-19th. That should enable
the prime minister to call (and win) his gu
referendum in late June. Yet the outcome of
mock “war games” staged on January 25th
by Open Europe, a London-based Euro-
sceptic think-tank, was less reassuring.

The games brought together former Eu
leaders to test what deal Britain might se-
cure. Sir Malcolm Rifkind, a former Tory
foreign secretary representing the British
side, noted that nobody wanted Brexit. Yet
even reforms that had seemed uncontro-
versial proved less so in debate. Respond-
ing to Sir Malcolm’s demand for legal safe-
guards for countries notin the euro, several
ministers said it would be absurd to give
Britain a veto over euro-zone countries’
policies. Others called such concerns hy-
pothetical: Aart Jan de Geus, a former
Dutch employment minister, said Sir Mal-
colm was seeking an umbrella when there
was no rain. Even Britain's desire for an ex-
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Punk reaches middle age
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The 40-year journey from anarchy to tourist attraction is almost complete. The place of
punk rock’s birth in 1976, the King’'s Road in London, is now filled with designer shoe
shops; its principal ambassador, John Lydon (aka Johnny Rotten), fronts
advertisements for Country Life butter. Nonetheless its “attitude and spirit” survive
untouched, insists the mayor of London’s office, which is helping to co-ordinate a
year-long punk festival in conjunction with such anti-establishment institutions as the
British Library and the Museum of London. God save the queen.
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emption from the EU’s goal of “ever closer
union” caused some resentment.

Yet this was mild compared with the re-
sponse to Sir Malcolm’s demand, echoing
Mr Cameron’s, for the right to block in-
work welfare benefits for Eu migrants for
four years. Such discrimination was con-
trary to the treaty principle of free move-
ment of labour, fumed Karel de Gucht, a
former trade commissioner who repre-
sented the EU institutions. It would require
treaty change that France was notready for,
said Noelle Lenoir, a former French EU
minister. There was little hint of compro-
mise, even though Sir Malcolm suggested
that as many as 9% of British voters would
switch from In to Out without a deal limit-
ing migrants’ benefits.

The audience’s conclusion was that it
may be harder to complete the negotia-
tions in Brussels than Mr Cameron hopes.
Many thought his prospective deal could
therefore slip beyond February, with the
referendum taking place in September or
later. Enrico Letta, a former prime minister
representing Italy, warned that holding a
referendum during the summer, when Eu-
rope’s migration crisis will be at its most
acute, would help the Out side.

If this was bad enough, the second part
of the war games, amock-up ofhow the eu
would respond to a vote for Brexit, was
worse. Lord Lamont, a former Tory chan-
cellor of the exchequer representing Brit-
ain, argued that an “amicable divorce” was
in everybody'’s interests. Britain could ne-
gotiate a trade deal similar to Canada’s, lib-
erating it from EU rules, including free
movementof people. He even volunteered
to pay something into the Eu budget.

Yet other countries were unimpressed.
John Bruton, a former prime minister rep-
resenting Ireland, said Brexit would be
seen as an “unfriendly act” and would
threaten the peace processin Northern Ire-
land (Enda Kenny, Ireland’s real prime
minister, made a similar point after meet-
ing Mr Cameron on the same day). Steffen
Kampeter, a former deputy finance minis-
ter representing Germany, said Britain
would not be allowed to cherry-pick the
benefits of membership without the costs.
Mr de Gucht noted that a new trade deal
would be negotiated by the European
Commission and national governments
with minimal British input. He and others
added that they would try to shift Europe’s
financial centre from London.

The starkest warning came from Leszek
Balcerowicz, a former deputy prime minis-
ter representing Poland. He said the priori-
ty would be to deter populists in other
countries who wanted to copy Brexit. For
this reason Britain would be punished by
its partners even if that seemed to be
against their interests. Mr Cameron’s nego-
tiations may be hard, but they are a picnic
compared with what he would face were
he to lose hisreferendum. =
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Bagehot | Death of a Londoner

Appeasing Russia’s kleptocrats harms both Britain’s moral integrity and its hard-nosed interests
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N NOVEMBER 1st 2006 Marina Litvinenko cooked a special

dinner for her husband, Alexander, to mark the sixth anni-
versary of their arrival in Britain from Russia (and their first since
becoming citizens). In the early hours of November 2nd the spy-
turned-dissident started vomiting. In hospital his condition dete-
riorated: his hair fell out, his skin turned yellow and he threw up
parts of his stomach. After 20 days of agony he composed a state-
ment blaming his poisoning on Vladimir Putin. He died of heart
failure shortly afterwards.

Almost a decade later, on January 2ist, a judge-led inquiry
concluded that two Russian agents had most likely spiked Litvi-
nenko’s tea with polonium-210, a radioactive isotope, at a meet-
ingin London. They were “probably” acting on Mr Putin’s orders.
Sir Robert Owen’s report also indicates that the murder was
about more than bumping off an enemy. Its particulars—from the
use of a slow-working poison to the trail of radiation through
London and the decoration awarded to one of the suspects last
year—amounted to an ostentatious sneer at the British state. They
sent a message to other opponents: don’t think that Moscow’s ju-
risdiction is limited to Russia’s borders, or its citizenry.

In a statement following the report’s publication, Theresa
May, the home secretary, told mps that she had suspended both
men’s assets. Ministers are now deliberating over further asset
freezes, visa refusals and diplomatic expulsions. Naming those
affected is “very much on the table”, says one senior source. Oth-
ers, including Mrs Litvinenko, call for more: a comprehensive tra-
vel ban on Mr Putin’s coterie of politicians, spooks and oligarchs;
a boycott of Russia’s football World Cup in 2018; a public inquiry
into the mysterious death of Alexander Perepilichny, a Russian
whistleblower who collapsed near his home in Surrey in 2012.

If the decision were just about doing right by the Litvinenko
family, the government would do the lot. But the wider national
interest is a rival consideration. The Foreign Office is cautious
aboutjeopardising relations with the Kremlin on the cusp of Syri-
an talks in Geneva, whose outcome will affect both the refugee
crisis and the threat from Islamic State terrorism, and which may
turn on Russia’s influence over its vassal in Damascus. Mean-
while, as of 2014 rich Russians had some £27 billion ($39 billion)
invested in London, where they come to bank, shop, educate

their children and sue each other. Such interests are well-repre-
sented in Conservative circles; at a pre-election fundraising ball
Lubov Chernukhin, the wife of Mr Putin’s ex-finance minister,
successfully bid £160,000 for a tennis match with David Camer-
on (in amoment of exuberance the auctioneer threw in the party
chairman as a ball boy).

Politics is politics. The hard truth is that voters put jobs, invest-
ment and counter-terrorist co-operation before the welfare of
Russian dissidents. So arguments for a self-interested realpolitik
have often prevailed. The government has repeatedly rejected
calls by mps for Britain to emulate America’s “Magnitsky Act”, a
public travel ban on Moscow officials connected with the violent
deathin custody of an anti-corruption lawyer. In 2013 Ms May ini-
tially refused a public inquiry into the Litvinenko case, citing “in-
ternational relations”. The Ukraine crisis, it is true, put some lead
in Mr Cameron’s pencil—he was relatively hawkish on the matter
of sanctions—but even in 2014 an adviser in Downing Street was
snapped holding notes fretting about their effect on the City. To-
day murky, Kremlin-linked money still sloshes through London’s
housing, financial and energy markets, all with the connivance of
British bankers, lawyers and estate agents (a government report
published in October highlighted “significant” gaps in the coun-
try’s offensive against money laundering).

Yet the trade-off between principle and realism is more illu-
sory than the government’s actions or words allow. Take the fight
against Islamic State. Russia has an entirely different agenda in
Syria from that of Britain—indeed, it has allegedly been aggravat-
ing the fallout in Europe by sponsoring hard-right, anti-refugee
parties—and its intelligence agencies are not in the habit of shar-
ing information with foreign counterparts. Where they perceive a
shared interest (over security at the World Cup, for example) they
will co-operate with Britain regardless of the health of the dip-
lomatic relationship. And even if none of this were the case, tip-
toeing around Litvineko’s murder would not be the answer; as
one minister points out, Mr Putin routinely defies international
norms not because heis offended by the West’s assertiveness, but
because he thinks it weak.

London or Londongrad?

The hard-nosed case for tough sanctions is even stronger when it
comes to the economy. London’s status as a leading financial hub
is not reliant on Russian dosh, which according to a study in 2014
by Open Europe, a think-tank, represents 0.5% of international in-
vestments there. Moreover, a cynical failure to respond ade-
quately to the killing would damage that status, which depends
on Britain’s reputation for straight dealing and rule of law. For this
reason the proliferation of obscure holdings and stolen money in
London so concerns the government that it has launched an anti-
corruption drive (including a new company-ownership register),
boosted the budget of the Serious Fraud Office and is considering
making “failure to prevent economic crime” an offence.

Whether Britain now does something to dent the Kremlin’s
sense of impunity is thus a measure of whether it believes its
own schtick. Panjandrums in Westminster are forever asserting
that the country’s role as a global entrepo6t gives it hard geopoliti-
cal influence; that its “soft power” and knack for fair play are
among its greatest assets; that trade and the rule of law go hand in
hand. How itresponds to Sir Robert’s finding—that a thuggish for-
eign state seemingly murdered a British citizen on the streets of
the capital—is a fine test of how much any of this really means. m
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International students

Brains without borders

MIAMI

As Australia and Canada seek to attract more foreign students, America and Britain

could lose out

ONTANA HIRSCHOWITZ remem-

bers exactly when she decided she
would seek her higher education abroad:
one night when she was ten, and armed
robbers broke in and terrorised her family
in Johannesburg. Quang Nguyen dates his
decision to no particular moment: he sim-
ply did notwant to spend a big chunk of his
classroom time on communist ideology, as
is standard in his native Vietnam. Jehanne
Aghzadi, from Morocco, had attended
American schools all through her child-
hood; she wanted to continue her studies
in English. Joy Lin was looking for a better
course than she could find in China, with
more social activities on campus and the
chance to gain foreign work experience
after graduating.

All four students ended up at the Uni-
versity of Miami in Florida, for reasons
that varied as much as those that pushed
them to leave home in the first place: good
weather, highly regarded courses in sub-
jectsthey liked, student aid and in one case
a scholarship. But beyond the specifics,
they are part of a mass trend. More univer-
sity and college students than ever are
studying outside their home countries. For-
eigners now make up a sizeable share of
students in some countries and courses—a
quarter of all those in Australia, for exam-
ple, and around a million of those on
American campuses.

There are 4.5m international students
globally, up from 2min 2000, and that is ex-
pected to swell to 7m-8m by 2025, driven
by population and income growth in de-
veloping countries where local provision
is poor. Some places that have not tradi-
tionally hosted many foreign students are
trying to grab market share. Japan has a
goal of 300,000 foreign students by 2020,
60% more than now; Malaysia, of almost
doubling numbers to 250,000 by 2025.

Foreign study took off in the 1980s,
when several rich countries started to offer
large numbers of scholarships as part of
their aid programmes. Rising incomes in

I Weighing their options
Tertiary education, international students
As % of totalin country

Total international students |
‘000, 2014 or latest

——

348 25

s _

" Australia
20

15
Britain* I
@
: Canadat
. 5

United States

A e i e e e e ik (R Do S R 0
2000 02 04 06 08 10 12 14

*Non-EU tEnrolments,
post-secondary

Source: National statistics

poorer countries added a financial motive.
Universities in rich countries are often con-
strained by their governments in how
many locals they can recruit and how
much they can charge them. Foreigners,
who can be charged more, help pad out
budgets and subsidise local students. But
not every country lucky enough to have
lots of foreign students is doing what is
needed to keep them coming.

Today Anglophone countries take the
biggest share, since English is quite a useful
language to acquire. France is popular with
bits of its former empire and pupils from
the French-language schools around the
world that France’s government subsi-
dises. Germany, which has started to offer
postgraduate courses in English and has
abolished all tuition fees, even for foreign-
ers, also takes large numbers.

America leads in absolute terms, with
975,000 foreign students in 2014-15. Its best
universities have long attracted the very
brightest foreign minds, especially in the
sciences, often luring them with generous
scholarships. But for its size its perfor-
mance is less impressive: just 5% of all stu-
dents on its campuses are from abroad.

One reason is tighter visa rules im-
posed after the terrorist attacks of 2001; an-
otheristhatstudents must seek special per-
mission to work offcampus while
studying, and itis hard to stay and work for
long after graduating. Longer-term em-
ployment visas are also hard to get, so
many students without deep pockets
choose to go elsewhere so they can defray
some of the cost. And most American insti-
tutes refuse to pay education agents—con-
sultants who help youngsters, particularly
in Asia, to choose institutions and apply to
them. Accordingto i-graduate, a consultan-

cy, agents rank America as the most attrac- »
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» tive destination, but are less likely to rec-
ommend American institutions, as they
mostly work on commission.

Students usually choose their target
country first and then decide which col-
lege to apply to. That means national ad-
vertising strategies matter, says Mark Reid
of the University of Miami. But America
hasnone,leavingindividual institutions to
promote themselves overseas. Mr Reid
and his staff give presentations at interna-
tional schools and attend trade fairs in
around 65 countries each year. This has
paid off: the proportion of Miami’s stu-
dents who are foreign is three times the na-
tional average. Latin Americans like living
in a Hispanic-majority city. Chinese stu-
dents became interested in 2009, when
Miami broke into the top 50 of the ranking
of American universities produced by US
News and World Report.

Higher learning, down under
Australia, by contrast, has long seen inter-
national students—and their fees—as a na-
tional priority. Education is the country’s
second-biggest export industry, behind
only mining, worth A$18 billion ($15 bil-
lion) in 2015. A quarter of all its students—
and in business and management courses,
close to half—are from abroad. At a couple
of particularly enterprising institutions,
Australian-born students are a minority.
Australia’s allure faded between 2009
and 2012, partly because of a strong curren-
cy but also because racist attacks against
Indian students in Melbourne, and the col-
lapse of some poorly run private colleges,
tarnished its image overseas. A govern-
ment crackdown on visa scams and low-
quality courses drew attention to uneven
provision and slowed visa-processing
times for all students, even those applying
to elite institutions. As the currency has
fallen and visa rules have been relaxed
again, applications have rebounded. The
tale offers two morals, says David Hether-
ington of Per Capita, a think-tank in Syd-
ney. First, foreign students need clear visa
rules and the right to work while they
study. Second, the national brand matters.
Canada, where universities until re-
cently had few foreign students, has
learned from Australia’s experience.
About a decade ago its government decid-
ed that universities could bolster their fi-
nances by admitting more foreign students
paying higher fees, and that after gradua-
tion those students would be a valuable
source of well-qualified young workers.
Immigration rules were always quite fa-
vourable, says Paul Brennan of Colleges
and Institutes Canada, an industry organi-
sation, but until recently there wasno clear
path from study to work and then perma-
nent residence. Now, if new graduates can
find a job they can automatically stay in
Canada for up to three years, depending
on the length of their courses. That work

experience is then taken into account if
they apply for permanent residency.

A collaboration between colleges, uni-
versities and Canada’s immigration office
has brought down visa-rejection rates for
Indian students, a target market. A quarter
of all foreign students—and half of those
from India and China—end up being grant-
ed permanent residence. Recent growth in
international-student numbers has largely
come in shorter college and polytechnic
courses, says Mr Brennan. These are popu-
lar with Indians who already have degrees
but cannot find work—and with young-
sters from unemployment-plagued Italy
and Spain. The number of Indian students
arriving for such courses rose from1,200 in
2008 t014,000 last year.

Britain, too, sees policy on internation-
al students as intertwined with immigra-
tion policy, but has taken the opposite tack.
Its universities have a cachet among for-
eigners. Overall,14% of students on its cam-
puses come from outside the European
Union. Another 5% come from other EU
countries (under EU rules they are admit-
ted on the same basis aslocals, and pay the
same fees). In 201314 English universities
took in £3.3 billion of non-euU student fees,
which are not capped by the government,
13% of revenue. Half of those studying full-
time for work-focused master’s degrees are
from outside the Eu, and research by the
British Council shows that in some scien-
tific fields, such as electronic engineering
and biosciences, the shareis over 80%.

Butin recent years this success story has
been threatened by a populist pledge
made in 2010 by the Conservative Party,
then in opposition, to cut net immigration
to 100,000 people a year. With many im-
migrants entering Britain from bits of its
former empire under family-reunion laws,
and free movement within the Eu, most
immigration is outside the government’s
power to stop. Non-EU students are the
main exception. In power the Conserva-
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They have choices, you know
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tives have sought to keep them out by tight-
ening visa rules, raising application costs,
restricting students’ right to work part-time
during their courses and makingit far hard-
er to stay after graduation.

The result is visible in the figures. In
2014-15 the number of new students from
outside the U fell by 3%, even as the num-
ber of foreign students worldwide rose
strongly. Britain’s three big English-speak-
ing competitors all saw strong growth. Chi-
nese students, who are often leaving to es-
cape the gaokao, China’s vicious
university-entrance exam, rather than be-
cause they want to earn money in a richer
country or emigrate, are still coming. But
applications from Indians and Pakistanis,
who typically need to work while study-
ing and for a year or two afterwards to af-
ford the fees, have fallen by half.

Britain is dangerously exposed to a
slackening of demand from China, says
Will Archer of i-graduate. He also notes
that education agents have become less
likely to regard Britain as an attractive des-
tination—even though more of its interna-
tional students rate their education highly,
and more say they are satisfied with their
experience and would recommend Britain
to other students, than anywhere else.

Learning’s allure

The quality of education in some countries
that have long sent many students abroad
isimproving. Local hubs such as Singapore
and Hong Kong are growing more popular:
of Asians who study abroad, the propor-
tion who do so in Asia rose from 36% in
1999 to 42% in 2007. And more students are
plumping for “transnational” rather than
international study, says Michael Peak of
the British Council: mixing and matching
local and foreign provision, for example by
starting degrees at home and taking just a
final year abroad.

The trend is most evident in executive
education, which is less about the chance
to work in a rich country and more about
gaining international experience, says An-
drew Crisp of CarringtonCrisp, an educa-
tion-marketing firm. A growing share of
MBAS and executive master’s courses are
now offered by partnerships or groups of
institutions, with students expected to
spend time in several different locations.
Online education, too, could cut demand
for pricey overseas study, if not by replac-
ing it then by allowing students to do part
of a foreign institution’s courses more
cheaply from home.

English-speaking countries have bene-
fited hugely from international students.
Those students have subsidised locals,
kept courses in the hard sciences viable,
acted as informal ambassadors on their re-
turn—and eased skills shortages when
they have stayed. Some countries have
seized the opportunity; others have taken
it for granted. More fool them. m
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The art world is changing faster than Sotheby’s and Christie’s are adapting their

business model

ETWEEN them Sotheby’s and Chris-

tie’s, the Western world’s two largest
auction houses, have been in business for
522 years. They display many of the charac-
teristics of old men: a gouty gait that makes
them slow to adapt; and a fixation on
ancient rivalries that leads them to butt
heads repeatedly rather than focus on re-
viving their businesses for the rapidly
changing world around them.

Striving to stay on top is hard work.
Christie’s, a private company owned by a
French luxury-goods billionaire, Francois
Pinault, giveslittle away. Butin a brief over-
view of its 2015 results, released on January
26th, it admitted that sales were down by
5% compared with 2014, to £4.8 billion ($7.4
billion). “This is a blip,” its deputy chief ex-
ecutive, Stephen Brooks, insists. More wor-
rying was the news that the slump was not
justin Old Master paintings, in which buy-
ers have for some time been losing interest.
Sales also slipped in the areas that have
been the engines of recent growth: watch-
es, wine, even post-war and contemporary
art, which has captured the imagination of
the global new rich but which fell by 14% in
sterling terms and 20% in dollars.

Four days earlier, Sotheby’'s new chief
executive, Tad Smith, told analysts in New
York that its sales were flat compared with
2014’s, that the firm would post fourth-
quarter losses of up to $19m and that it was
scrapping its dividend. Sotheby’s shares
have fallen by more than half in the past

six months.

In part the weakness of the big two’s
sales is because of the world’s wealthy,
Russians especially, drawing in their horns.
Butin partitis because their business mod-
el is looking outdated, leaving them vul-
nerable to sprightlier rivals.

Although Christie’s clocked up more
auction sales than Sotheby’s, $6.5 billion
against $6 billion (the rest comes from priv-
ate sales they broker), the two firms have
broadly similar overheads. Each employs
between 1,600 and 2,000 people. Between
them they hold nearly 750 auctions a year
in more than 80 categories—some signifi-
cantly less profitable than others. Together
they run more than 140 offices in 40 coun-
tries, and have 22 salerooms.

Under pressure from activist share-
holders who want to see a better return on
capital, Sotheby’s has made a high-profile
(if costly) effort to reduce its head count by
5% over the past few months. Christie’s,
too, has been quietly shedding staff for
over a year. But neither feels it can afford to
cut back too far for fear of weakening itself
compared with the other.

Expensive promises

The high cost of protecting this duopoly is
most visible in guarantees that the auction
houses make to sellers about the price they
can expect if they sell their treasures. In de-
ciding where to consign their works, rich
collectors play off one auction house
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against the other to force up the guarantee.
Often they also demand a slice of the buy-
er's premium (the fee charged to buyers on
top of the hammer price) and a reduction
in the commission that sellers have to pay,
thereby cutting the auctioneer’s margin.

Sotheby’s has had its manicured fingers
burned by a generous guarantee it gave to
the heirs of its late chairman, Alfred Taub-
man, on the sale of his collection. Christie’s
says it pushed up its offer to the Taubman
family to well over §400m. So asnottolose
face, Sotheby's, which had estimated the
collection’s worth at $500m, offered a
guarantee of nearly $515m. On the items
sold by the end of 2015, Sotheby’s reckons,
it was $12m out of pocket including its mar-
keting expenses.

OnJanuary 27th itauctioned off a batch
of the Taubman collection’s Old Masters,
reducing its overall loss to $9m, though 17
of the 67 lots on offer, including Ligozzi's
“The Abduction of the Sabine Women”
(pictured), did not sell. More than 200 oth-
er works will be sold in the spring.

Sotheby’s is not alone in making fool-
hardy decisions to win or keep business.
Last year Christie’s offered a guarantee of
about $45m on a silk-screen by Andy War-
hol called “Four Marilyns”, from 1962. The
offer caused surprise, as the picture had
been knocked down at auction, just two
years earlier, at $34m. The deal was compli-
cated. The seller was Kemal Has Cingillio-
glu, a scion of a prominent Turkish bank-
ing family who sits on Christie’s European
advisory board. He owed the auction
house money for a work by Cy Twombly
that he had contracted to buy privately.

The market was less than impressed.
The Warhol picture, it judged, was being
“flipped”—returned for sale too quickly—
and the auction estimate of $40m-60m
was viewed as over-optimistic. In the
eventits hammer price was $32m, resulting »
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» in a considerable loss for Christie’s.

This is not the only source of pressure
on the auction houses. In the past decade
the contemporary-art world has bal-
looned, with new fairs, biennials and exhi-
bition spaces opening everywhere. Ac-
cording to a recent report by Clare Mc-
Andrew, a respected art-market analyst,
$33.1 billion-worth of art and antiques
were sold at auction in 2014, half of all
sales. An increasing amount is being
traded in undisclosed private deals ar-
ranged by brokers.

Information is power

Time was when the big auction houses
had a near-monopoly on information
about the art market, which gave them an
edge over customers as well as potential ri-
vals. But now buyers, sellers and dealers
are much better informed, and the mys-
tique of the auction room has faded. Many
collectors regard their contemporary art as
an alternative asset class, which has
prompted thelaunch of new businesses of-
fering market data, tax advice and analysis
of the investment potential of art.

Sotheby’s and Christie’s have been try-
ing to grab a larger slice of this pie. Earlier
this month Sotheby’s paid $85m for Art
Agency Partners (AAP), which was set up
less than two years ago by a former Chris-
tie’s specialist, Amy Cappellazzo, and two
other founders. Left out of the deal was a
$125m art-investment fund A Ap had setup
with seven of its clients. (“It was clear we
could have raised much, much more,” says
one partner, Adam Chinn.)

The fund, now the second-largest in the
world, has spent only half of the money it
had raised, but has already managed to
return an impressive $15m to investors.
Such funds, like the burgeoning art-advice
business, are a promising area that the big
two auction houses have been slow to
move into.

The two houses realise there is much
that they must do to protect their domi-
nance. They need to consolidate their ex-
pansion into growing markets in Asia and
elsewhere. They must draw new buyers

I Snapping at their heels

Art-auction sales, $bn
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into the art market by first enticing them to
buy watches, wine and other luxuries.
They need to improve their online-auction
platforms, in the face of rising competition
(see box). And they must expand their
share of the middle market—lots with a val-
ue of up to $2m—where there isno need to
offer guarantees or discounts to attract sell-
ers, thus making it more profitable than
selling more valuable works. Most impor-
tant, the auction houses must do more to
please buyers, expanding what they call
“demand-led curation” by creating more
imaginative, well-timed sales, and by col-
lating and digitising the information they
hold on sellers, to help buyers find what
they want.

If they do not do all this, others will.
Phillips, a smaller auction house, may
have been foundedin1796 butithasrecent-
Iy showed the ambitions of a startup. Just
over18 months ago its two owners, Leonid
Fridlyand and Leonid Strunin, the foun-
ders of Mercury Group, a Russian retailer

Art auctions
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of luxury goods and cars, appointed a for-
mer boss of Christie’s, Edward Dolman, to
start snapping at the heels of the big two.
Phillips’s elegant new headquarters,
with its carefully curated contemporary-
art exhibitions, in Berkeley Square in Lon-
don, mask a lean operation: two offices
and a staff of just 225 compared with seven
or eight times as many at each of the other
two houses. The focusis on getting the new
rich hooked on buying, first, watches and
then contemporary art; and on finding out
what such clients want and providing it.
The strategy is working. From a stand-
ing start, Phillips sold $80.3m-worth of
watches in 2015. Total auction sales, at
$523m (mostly of contemporary art), were
34% higher than in 2014. Mr Dolman ex-
pects Phillips to reach $1 billion within
three years. Although the bosses of Soth-
eby’s and Christie’s are telling investors
that last year’s weak figures were just a
temporary setback, the market is changing
fast. The big two need to sharpen up. =

Going once, going twice, going online

NEW YORK

Online auctions are changing the art market but not yet upending it

VERYONE seems to agree that online
auctions are important to the art
world’s future. In 2013 Daniel Loeb, an
activist investor, seethed over Sotheby’s
“inability to even develop a coherent
plan for an internet-sales strategy, much
less implement one.” Sotheby’s has
worked to remedy that, for example by
joining forces with eBay and holding five
online-only auctions last year. Christie’s
holds its own online sales. Add a swarm
of startups, and there seem to be ever
more web auctioneers selling ever more
art, But the ways in which online auc-
tions are not changing art sales are as
interesting as the ways in which they are.
Sales of art online reached €3.3 billion
($3.6 billion) in 2014, about 6% of all
worldwide sales, according to the Euro-
pean Fine Art Foundation (TEFAF). Scep-
tics used to predict that collectors would
be highly reluctant to buy online because
they would want to inspect prospective
purchasesin person. However, David
Goodman, Sotheby’s digital and market-
ing chief, argues that online sales will
keep growing, with buyers “comfortable
buying more and more things at more
and more price points online”.
Influential investors agree. Peter Thiel
and Jack Dorsey, the respective founders
of PayPal and Twitter, are among the
backers of a startup called Artsy. It has an
extensive online art catalogue and last
year itlaunched a platform for online
auctions. Top gallerists such as David

Zwirner of New York and Jay Jopling of
London are backing Paddle8, another
online auctioneer, which says its sales
doubled last year. Auctionata, yet anoth-
er, reports even faster growth.

The main effect is to open up the
cliquish art world. Any collector who has
provided credit-card details in advance
can bid in an online Sotheby’s or Chris-
tie’s sale. Paddle8 boasts that 39% of
visitors to its site are aged 18-34.

Though online auctions can lure new
collectors, they are not yet stealing much
business from conventional art firms.
Indeed, says Sebastian Cwilich of Artsy;,
his firm wants to join forces with galleries
and auction houses, not compete with
them. In October, for example, it held an
auction with Sotheby’s. Paddle8 seeks to
complement Sotheby’s and Christie’s, by
offering mainly works valued at $1,000-
100,000. The greatest threat is to smaller,
local auction houses. But Anders Pet-
terson of ArtTactic, a research firm, ar-
gues that even these may be saved, if
they adapt to the online age. Barnebys,
launched in 20n, aggregates items for
auction, helping smaller auction houses
reach a wider audience.

Overall, online firms are doinglittle so
far to disrupt the art market, says Clare
McAndrew, who wrote TEFAF’s report.
Indeed, some may be making the market
even more opaque than before. Paddle8,
for example, does not publish final prices
after auctions have ended.



For the most critical questions.

No matter how complex your business questions, we have the
capabilities and experience to deliver the answers you need to
move forward. As the world’s largest consulting firm, we can
help you take decisive action and achieve sustainable results.
www.deloitte.com/answers

Audit | Tax | Consulting | Advisory

Copyright @ 2016 Deloitte Development LLC. All rights reserved.

Deloitte.

Consulting




56 Business

Toshiba and Sharp

Coming clean?

TOKYOD
A reckoning looms for two troubled
corporate giants

F EW tasks are more urgent for Japan than
the clean-up of the stricken Fukushima
Dai-ichi nuclear plant. Extracting spent
fuel-rods from its toxic reactor buildings
calls for a new generation of remote-con-
trolled robots. One gadget broke down last
spring after just a few hours’ operating
amid intense radiation. This month Tosh-
iba, a conglomerate ranging from semicon-
ductors to nuclear engineering, unveiled a
scorpion-shaped robot equipped with
multiple live-feed cameras that will go into
action atthe plant next year.

That is a reminder of how important
the company remains at home, where it is
a pillar of the engineering establishment.
But its financial plight has deepened fol-
lowing an accounting scandal that began
early last year and that obliged Toshiba to
restate its profits to the tune of ¥152 billion
($1.3 billion). An investigation ordered by
the firm concluded that, under the guid-
ance of Atsutoshi Nishida, its boss from
2005 to 2009, employees began doctoring
losses into paper profits and continued do-
ing so under two subsequent bosses.

Its crisis deepened in December, when
Toshiba forecast a ¥500 billion loss for the
year to March, due to ill-performing busi-
nesses and restructuring costs. Its shares
promptly fell by one-fifth and Moody’s, a
credit-rating agency, downgraded its debt
to junk. Its cash flow has collapsed. An-
alysts worry thatits equity could be wiped
out if it is obliged to write down goodwill
resulting from its acquisition in 2006 of
Westinghouse Electric Company, an Amer-
ican nuclear-industry supplier.

Investors are watching to see if the au-
thorities’ handling of Toshiba’s fall from
grace is consistent with Japan’s of-late
more shareholder-friendly climate. Last
year Shinzo Abe, the prime minister,
brought in a corporate-governance code
which mandates firms to listen to outside
board directors and requires hitherto su-
pine institutional investors to keep a close
eye on firms they invest in. This week the
overseer of Mr Abe’s reforms, Akira Amari,
the economy minister, resigned over brib-
ery allegations, denying any wrongdoing.

The government’s professed zeal for
corporate reform ought to mean that, in
dealing with Toshiba, it departs from old-
style industrial policies, says Hidemi
Moue of Japan Industrial Partners, a priv-
ate-equity firm which hopes to snap up
some of the stricken firm’s businesses. But
it will be hard for the Ministry of Economy,

Sharp screens, fuzzy future

Trade and Industry to resist pressure to
lend a helping hand to the group and its
200,000 or so employees. Toshiba was al-
lowed to miss several financial-reporting
deadlines and remain listed last year as its
accounts were being investigated (though
its shares remain “on alert”, which could
lead to delisting). Lesser firms would
surely have faced tougher sanctions.

[n parallel, Mr Abe’s bid to make Japan
more open to foreign investment is being
tested by an offer from Foxconn, the Tai-
wanese assembler of Apple’s iPhones, for
Sharp, a once-great but now near-bank-
rupt electronics firm. It emerged that Fox-
conn had bid more than $5 billion for
Sharp (though some details, including
whether the offer includes the firm’s vast
debts, have yetto be revealed).

Shareholder advocates fear that, under
official pressure, Sharp’s two Japanese
creditor banks will spurn Foxconn and sell
the firm to a government-backed fund, the
Innovation Network Corporation of Japan
(1ncy), for a lower price. One reason for
this would be bureaucrats’ fears that
Sharp’s liquid-crystal display (LcD)
know-how could benefit foreign rivals.

After its scandal, Toshiba urgently
needs to shore up its balance-sheet ahead
of bank loans coming due. It must sell
some businesses, from perennially loss-
making ones, like the manufacture of tele-
visions, to jewels such as its medical-
equipment division. Some of those busi-
nesses may attract foreign bids. But Tosh-
iba may also turn to the iNcj, which may
buy its electrical-appliances operations,
then perhaps seek to meld them with
Sharp’s white-goods businesses and those
of Hitachi, another conglomerate that has
revived itself through disposals.

The 1NCJ’s goal is to consolidate indus-
tries that have too many competitors and
little profit to go round (five Japanese com-
panies, for example, make fridges). Three
years ago the fund cobbled together Japan
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Display out of the small and mid-size LCD-
panel divisions of Sony, Toshiba and Hita-
chi. It is now thriving as a supplier to Ap-
ple. This suggests that the 1Ncj could suc-
ceed in overhauling other industries, says
Atul Goyal of Jefferies, a stockbroker.

Evenif the INcj doesagoodjobinratio-
nalising the troubled businesses of Tosh-
iba and Sharp, shareholders may lose out
if this means turning down higher offers
for them. And some serious worries about
Toshiba’s scandal would linger. The firm
already obeyed, on paper, the new gover-
nance code’s requirements on outside
board directors, which suggests that those
at other firms may prove just as toothless.

Toshiba's auditor, Ernst & Young Shin-
Nihon, has been fined and suspended
from taking new audits for three months,
but many Japanese businesspeople agree
with Toshiba’s description of its profit-pad-
ding as merely “inappropriate” account-
ing, since executives were not out for per-
sonal gain. It was fraud, insists Jamie Allen
of the Asian Corporate Governance Asso-
ciation in Hong Kong; and those involved
should face prosecution, as they would in
any other developed market. It is unclear
whether they will. m

Apple

iPhone, therefore I
am

SAN FRANCISCO
Among the firm’s biggest difhicultiesis
its pastsuccess

TEVE JOBS once visited an apple or-

chard while on a fruitarian diet, and it
gave him the idea for the name of the com-
pany that he, Steve Wozniak and Ronald
Wayne went on to found. Jobs thought the
name would make the company seem
quirky, approachable and fun. Its popular,
highly profitable products have helped
make it the world’s most valuable com-
pany for nearly five years. However, ques-
tions are growing about its shelf life.

On January 26th Apple announced pro-
fits for its most recent quarter of $18.4 bil-
lion, more than any listed firm worldwide
has yet made in a three-month period.
However, the good news was overshad-
owed by Apple’s warning of a sharp fall in
revenues in the current quarter. In the past
six months its shares have fallen by over
20%, more than double the decline in the
s&P 500 index, on fears that sales of the
iPhone, which provides most of the firm’s
revenues and profits, have peaked. Is it
only a matter of time before Apple (worth
around $550 billion) is overtaken by Al-
phabet, Google’s parent ($500 billion)?

Initsrise to greatness, Apple has repeat-
edly shrugged off bouts of panicamong in- »
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» vestors, who have suddenly convinced
themselves thatits glory days are over. The
mostrecent was three years ago, amid fears
of rising competition from other smart-
phone and tablet makers. But each time
Apple has bounced back and gone on to
greater highs, the job of topping its most re-
cent achievement has become harder.

Beating the 231m iPhones that Apple
sold in the fiscal year to the end of Septem-
ber will be a formidable task. The smart-
phone market is ever more saturated.
Worldwide sales of phones costing more
than $190 will grow by just 3% this year,
reckons Strategy Analytics,compared with
64% in 2011 (The average selling price for
the iPhone is $691, although carriers usual-
ly help subsidise the cost.)

Meanwhile, the global economy—and
China in particular, upon which Apple de-
pends for a growing share of its sales—is
looking more fragile. Recently several
Asian suppliers have been sharing stark
warnings that orders for iPhone parts, such
as chips and cameras, are down. Currency
fluctuations have made iPhones signifi-
cantly more expensive in some markets,
like Japan and Australia, which could put
them out of reach for new buyers.

Sales of iPhones are likely to decline by
around10% this year, according to analysts.
But then what? Loyalty among its users is
high; perhaps 90% go on to buy another
one. According to an analysis by Sanford C.
Bernstein, another research outfit, if such
users upgrade to a new iPhone every two
years, in 2017 Apple will sell them another
185m, not including sales to new users. The
installed base of iPhone owners (and thus
users of iTunes and Apple’s other revenue-
earning services) could easily grow to
534m in 2017, up by 13% from 2015.

The iPhone’s future will depend a great
deal on how compelling its next incarna-
tion, expected in September, will be.
Cheaper versions can also help boost
sales. The lower-priced iPhone 5¢c, which
Apple launched in 2013, enhanced the
firm’s appeal in China. Tim Bajarin of Cre-
ative Strategies, a research firm, thinks that
Apple may offer an even more affordable
iPhone for the Indian market. There is cur-
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rently much excitement in India about Ap-
ple’s plans to open shops there. But finding
suitablelocations, and dealing with the red
tape involved in opening them, will not be
easy. And only a small fraction of India’s
population has the means to buy even a
cheap iPhone.

So, Apple is under pressure to produce
another hit product. Sales of iPads have
wilted, and Apple’s watch, released last
year, has not sold as well as optimists had
predicted. Its answer to disrupting televi-
sion, Apple TV, has proved merely a discre-
tional plaything for wealthy consumers
who want a slicker interface and do not
mind spending more on films and TV epi-
sodes a la carte. Apple faces plenty of road-
blocks in making a success of its long-ru-
moured electric car, which it is reportedly
hoping to complete by 2020. Recently the

Car-hailing apps in China

More than mobility

SHANGHAI
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head of that project, Steve Zadesky;, left.

As an investment, Apple is surprisingly
inexpensive. Its shares trade at about 10.4
times forecast earnings, excluding cash,
compared with Alphabet and Facebook,
which trade at 21.4 and 33 times respective-
ly. That is because many perceive it as a
hardware company—vulnerable, like Hol-
lywood studios, to product hits and flops.
Apple is trying to change that image and
become perceived more as a services com-
pany, with stable recurring revenue. Its ser-
vices division, which includes its app store
and music offering, has huge sales, of
around $20 billion a year. That business
will only increase as the number of users
expands and spends more in the Apple
ecosystem. So long as it stays fresh in the
eyes of consumers, Apple will be able to
prove the sceptics wrong—again. M

The ambitions of Didi Kuaidi, Uber’s Chinese rival, go far beyond taxi-hailing

F OREIGN internet giants often struggle
in China. Facebook, Twitter and Goo-
gle are largely irrelevant on the mainland.
Uber, an American car-hailing app thatis
conquering markets everywhere else, is
also finding China hard to crack. But
unlike those other tech titans, the taxi
disrupter is not being frozen out by unfair
Chinese regulations favouring local
firms. Uber’s biggest problem is thatit has
encountered a world-class local upstart.

Didi Kuaidi was forged last year by the
merger of rival taxi-hailing apps con-
trolled by Alibaba and Tencent, two
Chinese internet giants. It now dom-
inates China’s online market for personal
transport. Last yearit arranged 1.4 billion
ridesin China, more than Uber has done
worldwide in its history. It has perhaps
two-thirds of the market for private-car
rides (the source of most of its revenues)
and provides a taxi-hailing service in
several hundred cities. Uber, with a third
of the market for private-car service, this
week announced plans to expand to
cover 55 Chinese cities. Both have spent
heavily on subsidies to lure drivers to
sign up.

Unlike Uber, which in China focuses
on private-car services, Didi lets users
select a taxi, private car, shared car, shut-
tle van or bus to pick them up. During
next month’s Chinese New Year mass
migration, when millions of travellers
will encounter sold-out flights and trains,
Didi will help users share intercity rides
at prices comparable to train fares.

It has also forged alliances with, and
invested in, Uber’s rivals elsewhere:
GrabTaxiin South-East Asia, Ola in India

and Lyftin America. Jean Liu, Didi’s
president and a former Goldman Sachs
dealmaker, helped Didi raise $3 billion to
take on Uber. Soon half of the global
market will be on her alliance’s tech-
nology platform, Ms Liu says, which will
help both Chinese people travelling
abroad and foreigners visiting China.

But getting people from A to B is just
the start of Didi's ambitions. It plans to
offer a variety of other services that make
the most of its huge base of users and the
trove of data it holds on them. On Janu-
ary 26th the firm announced an agree-
ment with China Merchants Bank (cmB).
A growing number of Didi’s drivers want
to buy a new car, and many have a steady
income thanks to the app, but often lack
formal credit. Didi and cmB will start
offering car loans—first to drivers, but in
future perhaps to passengers as well.

Didi’s app already lets passengers
book test drives of new cars on behalf of
several carmakers, including Mercedes
and Audi. Some 1.4m customers have
taken one of 92 models for a spin since
this service was launched in October.

Perhaps Didi’s quirkiest new sideline
is that of matchmaker. Hitch, its ride-
sharing service, will soon allow drivers
and passengers to select each other based
on their shared interests. It already has a
deal with LinkedIn, to let people join up
their accounts on the two networks. The
intention of such initiatives is that white-
collar workers, who often endure daily
commutes of an hour or two, will have
more fruitful journeys during which
business, friendship and maybe even
romance will develop.
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Steelmaking in rich countries

A corrosive climate

SCUNTHORPE

Overcapacity has worsened the woes of an already unprofitable industry

OR 151 years blast furnaces in Scun-

thorpe, a town in northern England,
have been churning out pig iron and steel.
In spite of rounds of consolidation, in
which employment in the industry in Brit-
ain has fallen from more than 200,000 in
the 1970s to around 24,000 now, Scun-
thorpe’s rust-streaked steelworks has sur-
vived, specialising in producing steel
plates, wire rods and rails.

Now, though, a global crisis of overca-
pacityis putting the rich world’s remaining
producers of low-value bulk steels, and
even some specialist producers such as
Scunthorpe’s, at risk. Over the past year
bulk steel prices have fallen by more than
half. This week the World Steel Association
(wsa), an industry body, said that global
production in 2015 had fallen by 2.8% (see
chart).Itdeclinedin every large country ex-
ceptIndia—though even its steelmakers are
suffering, and pressing the government for
tariffs on Chinese imports. Us Steel, Ameri-
ca’s biggest producer, said this week that it
lost $1.5 billion last year. This month it laid
off 1,300 workers. British steelworkers
have fared even worse: one in six lost their
jobs last year, and Tata Steel announced a
further1,050 job cuts thismonth.

The collapse in the steel price is mainly
the result of falling demand and, until
recently, rising production in China, says
Edwin Basson of the wsA. Between 2000
and 2014, global production doubled to
around 1.6 billion tonnes a year, mainly
driven by rising output in China. But as its
construction boom came to an end, de-
mand sagged, prompting the country’s
state-owned steelmakersto sell their grow-
ing surpluses on foreign markets.

Chinese exports rose from 45m tonnes
in 2014 to 97m tonnes last year—an in-
crease significantly bigger than Germany’s
entire output of 43m tonnes. This has trig-
gered demands from rival firms for protec-
tion from what they see as dumping.

American producers have been helped
by their government’s willingness to im-
pose anti-dumping duties—of as much as
236% on some forms of corrosion-resistant
steel. Although the strong dollar has hurt
their competitiveness, cheap gas has kept
their costs low. In the euro area, although
the European Commission has been slow-
er to increase anti-dumping levies, steel
mills have benefited from the euro’s depre-
ciation over the past year. But producers in
Britain have faced a perfect storm, suffer-
ing from Europe’s high energy costs as well

I Metal fatigue
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as from a strong pound. Hence the severity
of their job cuts.

Some commentators have predicted
that, without government assistance, low
prices will soon wipe out almost the entire
steel industry in high-cost countries such
as Britain. Certainly, for simpler, commod-
itised steels, production in Europe and
America is drawing to a close, says Vladi-
mir Sergievskiy, an industry analyst. In
Britain, ss1 has closed its Redcar plant,
which made cheap steel slabs. Tata Steel
and ArcelorMittal, two Indian-owned
giants which loaded up on debt to buy
much of Europe’s slab capacity when steel
prices were high, look vulnerable.

Not all production can be moved to de-
veloping countries, claims Gareth Stace at

Clouds over Scunthorpe’s future
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UK Steel, another industry association. So-
phisticated steel products, such asthe com-
ponents that Sheffield Forgemasters makes
for the nuclear, oil and gas industries, are
harder to shift. And some customers who
need costly precision-cut or cast steel want
a close-by supplier in case they have to re-
turn a part for adjustments. Among high-
end producers such as Novolipetsk Steel of
Russia and Voestalpine of Austria,demand
for what they make is rising. For its part,
Tata is hoping that there will be sufficient
demand for the specialist products made
atits Scunthorpe mill to allow it to sell the
plant as a going concern.

There are even signs that the prices of
sophisticated steels are bottoming out in
Europe. The price of high-grade steel sheet-
ing in Germany may have already stabil-
ised; French and Italian producers attempt-
ed to push through price rises this month.
The global picture is also likely to improve
later this year, says John Kovacs, a com-
modities economist at Capital Economics,
a consulting firm. Some steel millsin China
have started to close, including one, in No-
vember, that had previously produced sm
tonnes a year. On January 24th, the Chi-
nese authorities announced plans to cut
capacity by a further 150m tonnes, al-
though they did not say when. Low prices
are also starting to stimulate demand in
some places, such as in India’s booming
construction industry and in America,
where steel stocks are now unusually low.

Yet even with a trough for prices in
sight, a return to profitability in steelmak-
ing will take time. In 2014 EY, another con-
sultant, said that the global industry’s ca-
pacity utilisation would need to rise from
below 80% to 85% for it to become sustain-
ably profitable. Instead, that figure has
now slid to just 65%. For many plants, sur-
vivalis going to be hard enough; profitabili-
ty still seems a distantdream. m
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Schumpeter | Flexible figures

A growing number of companies are using “dynamic” pricing

Business 59

F A cynic is someone who knows the price of everything and

the value of nothing, as Lord Darlington observes in Oscar
Wilde's “Lady Windermere's Fan”, then it is getting progressively
harder to be a cynic. A growing number of companies keep their
prices in a constant state of flux—moving them up or down in re-
sponse to an ever-shifting multitude of variables.

Businesses have always offered different prices to different
groups of customers. They offer “matinée specials” for afternoon
cinema-goers or “happy hours” for early-evening drinkers. They
offer steep discounts to students or pensioners. Some put the
same productinto more than one type of packaging, each market-
ed to a differentincome group.

Dynamic pricing takes all this to a new level—changing prices
by the minute and sometimes tailoring them to whatever is
known about the income, location and spending history of indi-
vidual buyers. The practice goes back to the early 1980s when
American Airlines began to vary the price of tickets to fight com-
petition from discounters such as People’s Express. It spread to
other airlines, and thence to hotels, railways and car-rental firms.
Butitonly became the rage with the arrival of e-commerce.

The price of goods and services sold online can be varied con-
stantly and effortlessly, in accordance with the numbers and
characteristics of those making purchases, and factors such as the
weather. Competitors can be monitored constantly, and their
prices matched. Amazon updates its price list every ten minutes
on average, based on data it is constantly collecting, according to
Econsultancy, a research and consulting firm.

The practice is spreading to physical retailers, which are in-
stalling electronic price displays and borrowing pricing models
from e-retailers. Kohl's, with nearly 1,200 stores in America, now
holds sales that last for hours rather than days, pinpointing the
brief periods when discounts are most needed. Cintra, a Spanish
infrastructure firm, has opened several toll roads in Texas that
change prices every five minutes, to try to keep traffic moving at
more than somph (8okph). Sports teams, concert organisers and
even zookeepers have embraced dynamic pricing to exploit de-
mand for hot tickets and stimulate appetite for unwanted ones.

The dynamic-pricing revolution provides plenty of benefits
for businesses. Besides helping them smooth demand (which

can spare them the cost of maintaining extra capacity for peak
times), it makes it easier for them to squeeze more out of richer
customers. Travel websites have experimented with steering us-
ers of Apple computers—assumed to be better-off than Windows
PC users—towards more expensive options. Airlines have been
caught charging loyal travellers more for a ticket than infrequent
travellers, on the assumption that they are more likely to be on a
work trip, so their employer will probably be paying. The tech-
nology is far from perfect: ever since buying a coffee machine
online your columnist (who is not good at newfangled tasks such
as clearing browser cookies) has been inundated with offers for
coffee machines, as if the purchase was proof not of a need that
had been satisfied but of an insatiable desire.

Even if the technology becomes more sophisticated, there are
two risks for businesses with dynamic pricing. The firstis psycho-
logical resistance: companies’ reputations can suffer if they of-
fend customers’ sense of fairness. Uber encountered a backlash
when it increased its prices eightfold during storms in New York
in 2013. Such “surge” pricing makes perfect economic sense: driv-
ers are more likely to go out in hostile conditions if they get paid
more; and many customers would prefer a high-priced ride tono
ride at all. But these arguments cut little ice when prices run coun-
ter to people’s sense of equity. So, in this week’s snowstorms in
New York, Uber capped its surge prices for its regular taxis at just
3.5 times the normal fare.

Psychological resistance can be fierce when companies use
data collected from their customers to charge them more. That is
why, in 2000, Amazon quickly dropped a scheme to charge some
customers more for pvbs based on their personal profiles, and
why ithas trodden carefully since. Customers are learning to play
the game. Some are searching for flights from an internet café in-
stead of their living-rooms, to get lower fares. Others are piling
goods into their online baskets and then failing to click “buy”,
hoping this will prompt the seller to offer a better deal.

Price-fixation
The second risk with dynamic pricingis thatitendsin a race to the
bottom. Companies that sell online have long been caught up in
a war for the top slot on price-comparison sites: even being
cheaper by a penny can make all the difference. Physical retailers
are being caughtin the same logic: those adopting dynamic pric-
ing are mostly doing so to avoid being turned into mere show-
rooms by customers who inspect the goods but then buy online.
The Nebraska Furniture Mart constantly watches what competi-
tors such as Amazon and Best Buy are charging, and updates its
in-store electronic displays each morning to meet its guarantee of
offering the lowest price. This is obviously good for customers.
But getting fixated on prices can distract businesses from seeking
ways to make their products and services so attractive that cus-
tomers will be less fussy about their cost, as the most successful
purveyors of luxury items, from Ferraris to Hermes scarves, do.
The oldest form of dynamic pricing was practised in ancient
bazaars, where merchants would size up their customers before
the haggling began. Those retailers might not have been able to
compute as many different variables as today’s algorithms. But
they still have something to teach today’s dynamic pricers about
the importance of establishing trust and playing on desire. Cyni-
cal as it sounds, to understand a customer’s underlying willing-
ness to part with their money you need to pay a good deal of
attention to values. m
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Natural gas

Step on it

It will take time, but a fragmented market is on the verge of going global

HE Singapore Sling is a cocktail with
such a variety of ingredients that few
ever taste exactly alike. So it may seem an
odd name to apply to a contract to help
standardise the global trade in gas. That
hasnot deterred the Singapore Exchange, a
market for stocks, bonds and derivatives.
Last year, as part of the city-state’s push to
become a global trading hub for liquefied
natural gas (LNG), it developed the slightly
laboured srLInG, a spot-price index for
Asian LNG. On January 25th it comple-
mented this with a derivatives contract.
There is along way to go though. As yetthe
spot market accounts for only about 5% of
volumes traded in Asia, executives say.
Instead, the international gas market is
dominated by long-term contracts linked
to the price of oil, both for gas delivered via
pipeline and as LNG. This is an anomaly
that dates back to the 1960s, when Euro-
pean suppliers developing their first gas-
fields had no price on which to base long-
term contracts, so used oil instead. Since
then, supply and demand for these com-
modities have diverged; oil indexation in-
creasingly fails to reflect the disparities.
Analysts believe that, as a result, the
pricing mechanism for natural gasison the
verge of change, and that a real global mar-
ket will start to emerge, adding Asian trad-
ing hubs to those in America and Europe.
This should spur the spread of natural gas,
the cleanest fossil fuel and one that should
bein the vanguard of the battle against glo-
bal warming. But producers, who fear any
change will lead to a drop in prices, are set
toresist. They say long-term oil-linked con-

tracts are still needed to offset the risk of
their huge investments in LNG. (Gazprom,
a Russian producer, has made the same ar-
gumentin Europe about pipelines.)
Long-term and cyclical shifts explain
why the gap between the two fossil fuels
has widened. The LNG trade has grown
massively in the past decade (see map).
Daniel Lunt of the Singapore Exchange
says LNG now rivalsiron ore as the world’s
second-biggest traded commodity, after
oil. In the past 40 years natural gas’s share
of the energy mix has grown from 16% to
more than 21%. Oil’'s has shrunk. Gas gener-
ates 22% of the world’s electricity; oil only
4%. It might make more sense to tie the
price of natural gas to coal, against which it
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competes as a power source.

Moreover, during the current decade,
the outlook for gas prices has become even
more bearish than for oil. Sanford C. Bern-
stein, a research firm, reckons global LNG
supply will increase by about a third over
the next three years, pushing overcapacity
to about10%. (There is far less spare capaci-
ty in the oil market.) At least $130 billion of
this investment in supply is in Australia,
which within a few years will overtake
Qatar as the world’s largest LNG producer.
America will also add to the surplus. Its
first, much-delayed LNG exports are due to
be shipped from the Gulf Coast in weeks.

Investment in the liquefaction trains,
tankers, regasification terminals and other
paraphernalia needed to ship natural gas
was boosted by a surge in demand from
Asia.Japan and South Korea scrambled for
LNG after Japan's Fukushima disaster in
2011 forced them to shut down nuclear re-
actors. China saw LNG as a way to diver-
sify its energy sources and curb pollution
from coal. Last year, however, those coun-
tries, which account for more than half of
global LNG consumption, unexpectedly w

I Liquid natural gas exports
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» slammed on the brakes.

The subsequent supply glut means that
the spot price of gas in Asia has plunged.
Those buyers who took out long-term oil-
indexed contracts when crude was much
higher are suffering. Mel Ydreos of the In-
ternational Gas Union, an industry body,
says that Chinese firms saddled with such
contracts are urging suppliers to renegoti-
ate them. He notes that a Qatari company
recently agreed to renegotiate a long-term
contract with an Indian buyer, cutting the
price by half.

The drop in Asian prices has brought
the cost of natural gas traded in different

Buttonwood

parts of the world closer to each other.
America is an outlier. Thanks to the vast
supplies unleashed by the shale revolu-
tion, its Henry Hub benchmarkis by far the
world’s cheapest, atjust over $2 per million
British thermal units (MBTU). But add
liquefaction and transport costs, and
American LNG prices rise above $4 per
MBTU. In Europe and Asia they are a dollar
or two higher. A few years ago the range
would have been much wider, from $5 at
Henry Hub to $19 in Asia. More homoge-
nous prices are an important step towards
a globalised market, says Trevor Sikorski of
Energy Aspects, a consultancy.

Where negative yields and worries about default coincide

HERE was much talk at Davos, the glo-

bal elite’s annual get-together in Swit-
zerland, of wealth inequality: the gap be-
tween the haves and the have-nots. The
corporate-bond market is currently dis-
playing a similar divide—between the
have-yields and the yield-nots.

According to Bank of America Merrill
Lynch (BAML), around €65 billion ($71 bil-
lion) of European corporate bonds are
trading on negative yields; in other
words, investors lose money by holding
them. Yet the rates paid by issuers of low-
quality or junk bonds have been soaring.

The spread (the interest premium over
government borrowing rates) paid by
junk-bond issuers has risen by nearly
three-and-a-half percentage points since
March last year (see chart). The gap isnow

l Discarded junk
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But to get there several more hurdles
must be overcome. First, traded markets
must become deeper, with a mix of piped
gas and LNG, to provide more reliable
prices. Asia, in particular, lacks infrastruc-
ture and international interconnections.
Second, derivatives markets are needed to
allow producers to hedge against price
swings when investing in expensive new
capacity. Third, end-users need deregu-
lated energy markets to encourage compe-
tition for the best sources of supply. These,
too, are scarce in Asia. Japan is only just
starting to free its electricity and gas mar-
kets. (In the meantime the likely flood of w

bonds, their efforts are being offset at the
global level by sales by emerging-market
central banks, including China. Net asset
purchases by global central banks dipped
last summer (coinciding with another
market downturn) and recent data show
they have done so again.

Given this backdrop, investors are sen-
sitive to bad news. The fall in commodity
prices and the slowdown in emerging
markets are two adverse developments;
those sectors were “where the growth
was”, as Mr King points out. Corporate-
bond investors have also noticed that pro-
fit forecasts have been revised lower in re-
cent months in every industry in Ameri-
ca. In short, Mr King concludes: “When
monetary stimulus’s effect on markets
fails to be matched by a corresponding

improvement in the real economy, we are
inevitably vulnerable to a correction.”

The big issue for the corporate-bond
markets is whether the sell-off is self-per-
petuating. According to BAML, investors
in high-yield bonds globally have with-
drawn $4.9 billion in the past seven
weeks, equivalent to 5% of their assets un-
der management. Those withdrawals
force fund managers to sell bonds, creat-
ing bigger losses for the remaining inves-
tors and encouraging more withdrawals.
The impact is exacerbated by the poor li-
quidity of corporate-bond markets. Banks
have reduced their market-making activi-
ties in the wake of regulations imposed
after the financial crisis of 2007-08.

The sell-off will be stopped if yields
rise to a level where long-term investors
(pension funds and insurance compa-
nies, for example) think the bonds are a
bargain. But those investors probably
need a dose of good news to persuade
them to open their wallets.

percentage points higher than Treasury
bonds) is 29.6%, up from 13.5% a year ago.
That is the highest ratio since 2009, accord-
ing to s&p. Unsurprisingly, given the fall in
energy prices, the oil and gas sector ac-
counts for the biggest share of issuers in
distress, at 30% of the total. The default rate,
at 2.77%, has virtually doubled from the
low of 2014 (although it is still below the
historical average of 4.3%).

Matt King, a credit strategist at Citi-
group, thinks the reason for the turmoil is
the reduced support that central banks are
offering financial markets. For several
years the Federal Reserve and the Bank of
England used guantitative easing (or QE,
the creation of money to buy assets) to
drive down yields on government bonds
and thus encourage investors to buy riskier
assets, both equities and corporate bonds.
Both have now stopped using QE (al-
though they have yet to sell their piles of
acquired assets); the Fed has also raised in-
terest rates.

Although the European Central Bank
and the Bank of Japan are still buying

nearly as great as it was during the euro
crisis of 20m, although itisless than half as
wide as it was after Lehman Brothers col-
lapsed in 2008.

Odd though it may seem, these market
movements are part of the same trend. As
January’s stockmarket wobbles have
shown, investors are very nervous and
are looking for safety. Certain corporate-
bond issuers, such as Nestle, a Swiss
foods group, are perceived to be very safe.
Since the yields on Swiss government
bonds (even those with a ten-year maturi-
ty) are also negative, it is no great surprise
that Nestlé bonds fall into the same camp.

Similarly, investors are willing to ac-
cept negative yields on German and
Dutch government bonds with maturi-
ties of two and five years. Better to suffera
small loss from owning them than risk a
big loss by buying a junk bond, which
might default. Historically, the average re-
covery rate on unsecured bonds that de-
fault has been just 40 cents on the dollar.
Given that risk, investors are demanding
a much higher yield from junk bonds.

Economist.com/blogs/buttonwood
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» American LNG into Asia may make Henry
Hub a useful reference price.)

The strongest impetus for reform may
be the fear of what happens without it.
Few expect the overcapacity in oil markets
to last much more than a year or two, after
which prices of crude may spike. Yet the
glut in the LNG market could last into the
20208, in which case the disparity be-
tween spot and oil-indexed prices could
balloon and buyers would rebel.

Other commodities have gone through
similar upheavals when spot prices di-
verged from long-term contracts. The sys-
tem of “posted prices” for oil fell apart in
the 1970s. The spot iron-ore market got a
boost as a result of the collapse in demand
during the 2008-09 financial crisis.

Producers and consumers appear to be
lining up for battle. On January 27th share-
holders of Royal Dutch Shell, an Anglo-
Dutch oil major, gave their approval to the
$35 billion purchase of BG (formerly British
Gas). The deal will create the undisputed
world leader in LNG. On the other side,
TEPCO and Chubu Electric, two Japanese
utilities, have teamed up to create the
world’s biggest LNG buyer, to demand bet-
ter terms from suppliers, including spot
contracts. It will be a long, hard fight. But
the days of oil-linked contracts seem to be
numbered. ®

Fintech and insurance

Against the odds

NEW YORK
Going where few startups have gone
before

NVESTORS have poured billions of dol-

lars into “fintech” startups, creating hun-
dreds of new firms determined to shake up
lending, payments, broking and data,
among other financial niches. Insurance,
however, has not yet been subject to the
same melee. That may be changing.

Insurance is tricky to break into, for two
reasons. The most important is regulation.
Health insurance—orits American version,
atleast—may be the most heavily regulated
industry in the world. Before a company
can even offer a policy, it must have multi-
ple approvals from state and often city
agencies and then negotiate agreements
with local hospitals.

Running the gauntlet of these regula-
tions is a costly and time-consuming pro-
cess. A company that set up shop today
could not issue any policies before 2018 at
the very earliest, says Mario Schlosser,
chief executive of Oscar, a company found-
ed in 2012 to provide health insurance to in-
dividuals online. It has attracted attention
not least because it has managed to secure

all the necessary paperwork.

The second obstacle is capital. Fintech
firms typically receive backing from ven-
ture capitalists to pay for salaries, systems,
bright and airy offices and an eternal smor-
gasbord for employees, but not to support
a big balance-sheet. Many tend to structure
their operations to avoid holding risky as-
sets for any length of time, acting more as
intermediaries between creditors and bor-
rowers, investors and investments, or the
sender of some money and the recipient.

This sort of arrangement does not work
as well for insurance. Unless a firm serves
purely as a broker, it will end up carrying
some risk, and the weighty capital require-
ments that come with it. What is more, cus-
tomers will not take out policies unless
they are confident that the issuer will be
around to honour them when a claim is
made. But a startup, by definition, does not
have the record or reputation that would
help bolster that confidence.

Lemonade, an American startup, plans
to offer insurance via a peer-to-peer plat-
form—in effect, acting as a middleman.
Others, such as Guevara in Britain and
Friendsurance in Germany, try to get
groups of friends to pool risks, on the as-
sumption that they know better than the
actuaries how accident-prone theirnearest
and dearest are. This also helps get around
the problem of confidence.

Metromile, a startup car insurer based
in San Francisco, takes a different tack. Its
policies are underwritten by another in-
surer, National General, which was spun
out of gm after the carmaker’s near-col-
lapse during the financial crisis. For now,
thatallowsittohoneitstechnology and in-
crease its customer base. But in time re-
tained earnings, reinsurance and debt
could enable it to retain more risk, as more
mature insurance firms do.

Like many insurers, Metromile seeks to
cherry-pick the least risky customers. For
car insurance, that involves working out
which are least likely to have an accident.
Several big insurance companies, most no-

The perfect customer
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tably Progressive in America and Aviva in
Britain, have begun to use tracking devices
or voluntary apps on cars to monitor how
safely their customers drive. How fast they
go and how hard they brake are just a cou-
ple of the factors that can be used to sort
the cautious from the reckless.

Metromile, in contrast, tracks mileage.
Customers pay a fee of $45-50 a month and
then $0.05 to $0.06 cents a mile. There is a
clear correlation, Metromile contends, be-
tween miles driven and the likelihood of
an accident. It reckons there are 75m vehi-
cles in America that are driven only rarely,
but insured at a cost of $73 billion a year.
Offering a metered option may not only
save their owners some money, but also go
some way to disproving the view that in-
surance and fintech do not mix. m

Corporate tax

A digital dust-up

The fight against tax avoidance
advances, in fits and starts

EW subjects are as bloodless as the ins

and outs of corporate tax—until they
provide an opportunity to accuse a politi-
cian of coddling big business. George Os-
borne, the chancellor of the exchequer
(Britain’s finance minister), got his critics’
blood up this week by hailing as a “major
success” a deal in which Google agreed to
cough up £130m ($185m) in back payments
for 2005415, in addition to the roughly
£120m it had already paid. Almost every-
one else, including bigwigs from his own
Conservative Party, was scathing.

Tax authorities, particularly in Europe,
have been stepping up efforts to claw back
lost tax amid growing public anger over
companies’ energetic tax avoidance. The
main targets are technology giants, which
have become masters at cutting their tax
bills by shuffling intellectual property and
profits to tax havens. In addition, govern-
ments around the world are implementing
a raft of anti-avoidance measures pro-
posed last year by the OEcD. But as the
Google kerfuffle shows, trying to look
tough can backfire.

A ten-year bill of £250m looks light for a
company whose revenue from British ad-
vertisers was $6.5 billion in 2014 alone.
There may be a good explanation, butif so
the taxman has not made it public. Goo-
gle’s announcement that from now on it
will be taxed differently, on a portion of its
local advertising revenues, has done little
to quell the uproar. This week a parliamen-
tary committee announced an inquiryinto
corporate taxation, which, its chairman la-
mented, had become “a piece of elastic”.
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l In the line of ire

EU corporate-tax investigations

Company

(Country) Description

Apple Alleged preferential deal for

(Ireland) two of the firm’s subsidiaries.

g Decision expected in Feb/Mar,
. $8bn to be paid if Apple loses,
according to reports.
Starbucks The government “endorsed
(Netherlands) artificial and complex methods

to establish taxable profits”,
according to the European
Commission. Decision last year:
£20m-30m to be paid. The
Netherlands is appealing.

Similar to the scheme offered

&

Fiat Finance*

(Luxembourg) to Starbucks. Decision last
m year: €20m-30m to be paid.

_ Luxembourg is appealing.
Amazon (Questionable tax arrangement
(Luxembourg)  Tor local subsidiary that records

amazon  Mostof Amazon's European

S—" profits. Ongoing.

McDonald's European Commission

(Luxembourg) scrutinising deal that allowed
a no tax to be paid on European

{Y \ royalties. Ongoing.

Thirty-five Companies received tax breaks

firms linked to “excess profits” that

(Belgium) come from being partofa

multinational. Ruling earlier
this month: €700m to be paid.

*John Elkann, chairman of Fiat Chrysler,
Source: The Economist is a director of The Econamist

Google won't be the last firm targeted.
Facebookis said to be resisting efforts to re-
coup back tax from 2010-14. The social-me-
dia firm paid just £4,000 in British corpora-
tion tax in 2014. The companies argue that
they comply with all relevant laws. Maybe
so, but only because the laws have failed to
keep up with the globalisation of business.
The mishmash of national laws and bilat-
eral treaties covering corporate taxation
dates back to when manufacturers ruled.

One question hanging over hard-to-
tether digital groups is whether they
should be forced to register a “permanent
establishment”, tax parlance for a taxable
presence, in countries where they make
sales. Mr Osborne may not really be up for
the fight. He talks tough and has intro-
duced a “diverted-profits” tax, aimed at the
most egregious offshore schemes. But Brit-
ain remains one of Europe’s most alluring
countries in tax terms, offering numerous
benefits to multinationals that others view
as beggar-thy-neighbour policies.

The European Commission is trying to
get EU members to pull together. It rolled
out its latest anti-avoidance proposals this
week. These include limits on the use of
brass-plate subsidiaries and on tax deduc-
tionslinked to intra-group loans, an esoter-
ic but lucrative ruse. EU countries have al-
ready agreed to be more open about their
tax rulings, which in the past often gave
large companies an easyride. The new pro-
posals would be binding, but they have
been watered down to increase their
chances of becoming law. (EU tax mea-
sures require unanimous approval.)

Robots v humans

Machine earning
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Jobs in poor countries may be especially vulnerable to automation

ILL BURR, an American entertainer,
was dismayed when he first came
across an automated checkout. “I thought

I was a comedian; evidently I also work
in a grocery store,” he complained. “I
can’t believe I forgot my apron.” Those
whose jobs are atrisk of being displaced
by machines are no less grumpy. A study
published in 2013 by Carl Benedikt Frey
and Michael Osborne of Oxford Univer-
sity stoked anxieties when it found that
47% of jobsin America were vulnerable
to automation. Machines are mastering
ever more intricate tasks, such as translat-
ing texts or diagnosingillnesses. Robots
are also becoming capable of manual
labour that hitherto could be carried out
only by dexterous humans.

Yet America is the high ground when
it comes to automation, according to a
new report* from the same pair along
with other authors. The proportion of
threatened jobsis much greater in poorer
countries: 69% in India, 77% in China and
as high as 85% in Ethiopia. There are two
reasons. First, jobs in such places are
generally less skilled. Second, there is less
capital tied up in old ways of doing
things. Driverless taxis might take off
more quickly in a new city in China, for
instance, thanin an old one in Europe.

Attracting investment in labour-
intensive manufacturing has been aroute
to riches for many developing countries,
including China. But having a surplus of
cheap labouris becomingless of alure to
manufacturers. An investment in indus-
trial robots can be repaid in less than two
years. This is a particular worry for the
poor and underemployed in Africa and
India, where industrialisation has stalled
atlow levels of income—a phenomenon
dubbed “premature deindustrialisation”
by Dani Rodrik of Harvard University.

* “Technology At Work v2.0: The Future is Not What It
Used to Be”, by the Oxford Martin School and Citigroup

The commission will unveil more pro-
posalslaterthis year, including a “common
consolidated corporate tax base”, which
would offer a single set of rules that multi-
nationals could use to calculate their tax-
able profits in the EU. More investigations
into iffy tax arrangements are likely, too.
Having already targeted several of these
(see chart), the commission plans to scruti-
nise another 300 tax rulings.

Governments in low-tax countries are
responding to this assault. Luxembourg is
moving towards ditching some multina-

Rich countries have more of the sorts
of jobs that are harder for machines to
replicate—those that require original
ideas (creating advertising), or complex
social interactions (arguing a case in
court), or a blend of analysis and dexter-
ity (open-heart surgery). But poorer coun-
tries are not powerless. Just because a job
is deemed atrisk from automation, it
does not necessarily mean it will be
replaced soon, notes Mr Frey.

The cheapness of labourin relation to
capital affects the rate of automation.
Passing laws that make it less costly to
hire and fire workers is likely to slow its
advance. Scale also matters: farms in
many poor countries are often too small
to benefit from machines that have been
around for decades. Consumer prefer-
ences are a third barrier. Mr Burr is hardly
alone in hating automated checkouts,
which explains why 3m cashiers are still
employed in America.

They're everywhere

tional-friendly exemptions, while lower-
ing its headline corporate-tax rate. Ireland
is banning the notorious “Double Irish”, a
structure that has helped Google and oth-
ers shave billions off their tax bills.

How all these national and regional ef-
forts will fit in with the oEcD’s global ini-
tiative remainsto be seen. In the meantime
the triumphant Mr Osborne has been in-
vited to appear before a committee of the
European Parliament to discuss how, as its
vice-chairman putit, Britain is becoming “a
kind of tax haven”. m
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The economics of corruption

The wages of sin

In theory, higher pay cuts corruption. In
practice, the opposite happens

HETHER the miscreants are African

policemen, European politicians or
American university basketball players,
the same remedy for corrupt behaviour is
offered: pay people more money. It sounds
intuitive. But does legitimate lucre really
drive out the filthy kind? New research in-
volving a natural experiment in West Afri-
ca suggests that it does not—and that con-
ventional economic theories of corruption
dre WIoIlg.

In 2010 Ghana began to move public of-
ficials to a new salary structure. The earli-
estand biggest beneficiaries were police of-
ficers, whose pay abruptly doubled. It was
hoped that they would start behaving bet-
ter as a result—and especially that they
would stop extorting money from drivers
at roadblocks. There was certainly much
room for improvement: surveys around
that time by Transparency International, a
watchdog, found that 91% of Ghanaians
believed their police were corrupt, an even
higher proportion than thought the same
of politicians.

As it happened, a large survey was al-
ready under way of lorry drivers plying the
roads of Ghana and its neighbour, Burkina
Faso. Drivers with their papers in order
were asked to record how many times they
were stopped and how much money they
paid to police and customs officials along
the route.

Two American economists, Jeremy
Foltz and Kweku Opoku-Agyemang, have
examined the data on 2100 long-haul jour-
neys. Oddly, they find that Ghana’s police
became more corrupt after their salaries
increased, both absolutely and relative to
Burkina Faso’s police and Ghanaian cus-
toms officers. The cops erected more road-
blocks, detained lorries for longer (the av-
erage driver was stopped 16 times as he
drove through Ghana, for eight minutes
each time) and extracted more money.

Economic theory suggests the opposite
should have happened, for two reasons.
First, corruption is risky. You might lose
your job if you do it, and the more you are
paid, the bigger thatloss would be. Second,
officials are thought to have an income tar-
get. If they are underpaid, they will behave
corruptly in order to make up the differ-
ence. The fact that some British mps cheat-
ed on their expenses a decade ago was put
down to the fact that they earned less than
similarly qualified people. Ghana’s presi-
dent, John Mahama, said last year that
there was “no justification” for corruption

now that salaries were higher.

Employees in the rich world who sud-
denly receive more money per hour—
when their taxes are cut, for example—tend
not to work less, as they might do if they
had a fixed income target in mind. They
work more. But given that the rewards
from corruption had not gone up, this does
not explain why Ghanaian police officers
engaged in more graft. Mr Foltz and Mr
Opoku-Agyemang, whose research was
funded by the International Growth Cen-
tre at the London School of Economics,
suggest that corrupt superiors or greedy
relatives might have demanded more
money from the officers. Another pos-
sibility is that the cops’ expectations went
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up. The pay rise may have boosted their
sense of their own worth, leading them to
demand more money.

It might be that the risk of being caught
in Ghana is so low that normal calcula-
tions of risk and reward do not apply. Per-
haps a combination of higher pay, political
leadership and stiff punishments would
have stopped corruption: it did in Singa-
pore, for example. But money alone is not
enough. In Ghana, some are astonished
that anybody could have believed that
higher pay would have made cops less
greedy. That is just not human nature. As
Ransford Van Gyampo, a political scientist
atthe University of Ghana, puts it: “In spite
of how bigthe seais, itstill receivesrain.” m

Big banks

Chop chop

Why haven’t banking giants got alotsmaller?

BDSSES at big banks would once have
cringed at releasing the kind of results
they have been serving up to investors in
recent days. This week, for instance, Deut-
sche Bank posted a loss of €6.8 billion ($7.4
billion) for 2015. In the third quarter of last
yearthe average return on equity at the big-
gest banks, those with more than $1 trillion
in assets, was a wan 7.9%—far below the re-
turns of 15-20% they were earning before
the financial crisis. Exclude Chinese banks
from the list, and the figure drops to a mis-
erable 5.7%. Returns have been languishing
atthatlevel for several years.

Inresponse, the banks’ top brass are fol-
lowing a similar template: retreats from
certain countries or business lines, along
with a stiff dose of job cuts. Barclays,
which earlier this month said it would
eliminate1,000 jobs atits investment bank
and shut up shop altogether in Asia, is typ-
ical. More radical measures, such as break-
ing up their firms into smaller, more fo-
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cused and less heavily regulated units, do
notseem to be on the cards.

In fact, in spite of investors’ frustration
atdismal returns and regulators’ insistence
that banks that are “too big to fail” will be
cut down to size, the world’s mightiest
banks have scarcely shrunkatall since Leh-
man Brothers collapsed. The 11 behemoths
considered the most pivotal by the Finan-
cial Stability Board (rsB), a global grouping
of regulators, had $22 trillion in assets at
the end of 2008; they now have $20 tril-
lion. The assets of the wider group of 30in-
stitutions the rsB describes as “global, sys-
temically important banks” have grown,
notshrunk, in recent years.

On the face of it, this is a puzzle. To fore-
stall future crises, regulators have piled on
new rules intended explicitly to make life
harder for the banks that are thought to
present the greatest risks to the stability of
the global financial system. All banks must
meet higher capital ratios these days, fund-
ing a greater share of their activities with
money put up by shareholders rather than
by borrowing. This crimps returns but en-
sures a stouter buffer if they run into trou-
ble. But the extra capital requirements are
especially severe for the biggest banks.

Whereas a smaller bank might be re-
quired to hold capital equivalent to 7% of
its risk-weighted assets, HSBC and JPMor-
gan Chase, the two institutions the rsB
judges to be most systemic, have to hold 2.5
percentage points more. American regula-
tors have imposed a further surcharge on
JPMorgan Chase which will push its mini-
mum ratio to 11.5% by 2019. The intention is
notjust to make sure that big banks are saf-
er, given the expense of bailing them out, »
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» but to discourage banks from getting too
bigin the first place.

Other bits of regulation also hamper
big banks in particular. America has
banned “proprietary trading” (a bank mak-
ing investments with its own money, rath-
er than on behalf of clients); Britain is “ring-
fencing” the retail units of big banks to pro-
tect their assets in case of disaster in other
parts of the business. And whereas regula-
tors used not to make much fuss if the sub-
sidiary of a multinational bank in their
country was not brimming with capital, as
long asthe bank as a whole was, most now
require local units to be able to withstand
shocks on their own. These rules have little
impact on smaller banks, which tend not
to sprawl across so many countries or to
combine retail and investment banking.

By the same token, small banks have
not been fined quite so heavily by prosecu-
tors in America and elsewhere. The penal-
ties—some $260 billion and counting for
big American and European banks—have
fallen mainly on commercial and invest-
ment bankers who have fiddled markets.
Some banks have regulatory staff sitting in
on most meetings, even at board level. “For
every maker there are four checkers these
days,” grumbles one investment banker.

Such changes have had some impact.
Although the 11 banks that most perturb
the FsB have not really shrunk, they have
at least stopped growing. There has been a
marked change since the pre-crisis period.
In 1990 the world’s ten biggest banks had
just $3.6 trillion of assets ($6.6 trillion in to-
day’s prices)—equivalent to 16% of global
GDP. By 2008 they had assets of $25 trillion
(40% of global cDP). They now have assets
of $26 trillion, or 35% of global GDP.

The geographical spread of the two
“global” banks, HsBC and Citi, has shrunk
markedly as they have left many countries.
Many investment banks, particularly in
Europe, have retrenched to areas of partic-
ular strength: UBS has largely abandoned
the trading of bonds, currencies and com-
modities, for example. In general, banks
are shifting away from risky and so capital-
intensive activities, such as trading finan-
cial instruments, towards safer areas such
as helping firms raise capital and manag-
ing the money of wealthy investors.

Some of the titans have been more rad-
ical. Once the largest bank in the world by
assets, Royal Bank of Scotland (rBS) has
shrunk by more than half under its new
majority owner, the British government.
General Electric, once a bank-within-a-
firm, shed most of its financial assets over
the course of the past year. Credit Suisse is
mulling spinning off its domestic retail
bank; Deutsche Bank is selling Postbank, a
bigretail-banking unit in Germany.

Yet big banks could still go much fur-
ther. Many of them currently trade below
book value, suggesting that they would be
more valuable broken up. Richard Rams-
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den, an analyst at Goldman Sachs, suggest-
ed lastyear that JPMorgan Chase should be
split into four units. MetLife, a big Ameri-
can insurer, is splittingitself up in part to re-
duce its capital requirements and thus
boost profits. There is a “gravitational pull”
towards being smaller, says the boss of one
bank high up the rspB’s list. Competing
with non-systemic banks, which have a
lower capital ratio, is hard. “If you have a
unit competing head-on against a bank
that isn’t [systemically important]...that
unit is worth more outside than inside.”
Jamie Dimon, JPMorgan Chase’s boss,
claims that having all its units under one
roof brings $18 billion a year in synergies.
Such claims are basically unverifiable, but
researchers have long struggled to find
much in the way of economies of scale in
finance. Costs tend to rise roughly at the
same clip as revenues. Some studies posit
that savings peter out above $50 billion in
assets—a tiny fraction of the trillions held
by really big banks. Others see benefits
continuing further up the scale, though
these are relatively small. But heft could
also carry costs. The creaking 1T systems of
big banks, some of which run code adapt-
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ed from the 1950s, certainly suggest that.
Smaller banks, let alone “fintech” upstarts,
can adapt faster.

Big banks can borrow more cheaply
than smaller ones. In part, that is because
they are typically more diversified than
smaller banks. But investors have also lent
more cheaply to big banks on the assump-
tion that they will get bailed out in case of
trouble. New rules should make it easier to
force banks’ creditors, rather than taxpay-
ers, to foot the bill if a bank fails. This has
undoubtedly shrunk the subsidy—but not
eliminated it. An 1MF study from 2014, for
instance, found that it still amounted to a
discount of a quarter of a percentage point
on their borrowing in quiet times, and po-
tentially more during times of crisis.

Even so,thereisno correlation between
size and returns. The most profitable banks
appearto be the middling ones, with assets
of between $50 billion and $1 trillion. Big-
ger and smaller ones are markedly less
profitable (see chart1on previous page).

So if regulators want them to shrink
and decent returns are hard to come by,
what is holding the big banks together?
The risks and costs of breaking up a large
bank are one consideration in favour of the
status quo. As the boss of another systemic
bank puts it: “Breaking up would be a gam-
ble, and we are not paid to gamble.” Byzan-
tine behind-the-scenes plumbing would
prove a nightmare to disentangle. That
gives regulators pause as well as bankers.

In all industries, not just banking, few
bosses enjoy the prospect of slimming the
empires they have built. Banks are both
very complex and highly regulated: that
puts off activist shareholders. Bondhold-
ers, who put up much of the money big
banks use to buy assets, may also be reluc-
tant, having contracted a debt against a div-
ersified set of banking businesses rather
than just one fragment of it. Tax can be a
factor: banks that made large losses in the
downturn can still write them off against
today’s profits,in a way that might be com-
promised by a break-up. This argument
once blunted calls for Citi to be dismem-
bered. The clearing mechanisms that exist
in other markets are jammed in banking:
small banks are put off making big acquisi-
tions by capital charges.

All the same, shareholders are growing
impatient. Bosses seen as too timid are be-
ing sent packing. Anshu Jain, who built up
Deutsche Bank’s investment bank over 20
years, was removed as co-chief executive
in June after moving too slowly to over-
haul his creation. His successor, John
Cryan, an avowed cost-cutter, has warned
staff of the need for “a fair balance be-
tween staff and shareholder interests”.
That means less for staff and more for
shareholders, reversing a decades-long
trend (see chart 2). The big banks may not
have changed shape radically since the cri-
sis. But that doesn’t mean lifeis fun. m
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Free exchange | The Italian job

ROME

Reviving Italy’s economy will require sacrifices not just from Italians, but also from Europe

T O LOSE Greece or Portugal may be regarded as a misfortune;
to lose Italy looks like carelessness. It is hard to imagine the
single currency surviving a showdown with Italy, the currency
club’s third-biggest economy (and the world’s eighth-biggest, just
ahead of Brazil). Perhaps that explains the recent pugnacity of
Matteo Renzi, Italy’s prime minister, regarding European fiscal
rules. In an article published in the Guardian newspaper in mid-
January, he sounded positively Greek, complaining that the Euro-
pean Union’s “fixation on austerity is actually destroying
growth”. His finance minister, Pier Carlo Padoan, has been tan-
gling with the European Commission over how to deal with the
€350 billion ($382 billion) of bad loans clogging up the Italian
banking system. Mr Renzi is demanding the Eurocrats’ forbear-
ance as he tries to restart Italy’s long-stalled economy.

Italy’s experience within the euro zone has been miserable. It
has been in recession for five of the past eight years. Real (ie, ad-
justed for inflation) GDP per person is lower than in 1999. Sover-
eign debt has risen above 130% of Gpp. Worse, Italy’s economy is
woefully uncompetitive. Since 1998 productivity has fallen
steadily. Labour costs, however, have not (see chart). Since Italy
joined the euro, exports have ceased to be a driver of growth,
which has consequently slowed. A slowdown isnotsomething a
country with such daunting debts can afford.

Mr Renzi came into office at a propitious moment, in early
2014. The tight fiscal and monetary policy that had contributed to
the euro zone’s poor performance in the years after the financial
crisiswas becomingless of a drag. Soon afterwards the ECB began
to use quantitative easing to pep up domestic demand, with sal-
utary effects on Italian interest rates.

But the problem of competitiveness remains. There is no
shortage of explanations for Italy’s slump in productivity. Thanks
to punitive regulation of labour and product markets, it is one of
the most expensive places in the rich world to start a new busi-
ness. Taxes and red tape strongly discourage productive firms
from growing very large. Nearly 70% of Italian workers labour in
firms with fewer than 50 employees, compared with about a
third in America. The government taxes income from labour far
more heavily than consumption, discouraging work (and encour-
aging evasion). Perhaps most worrying, the share of young Italian
workers with a university degree is among the lowest in the rich
world. At justunder10%, the share of highly educated Italians liv-
ing abroad is also among the highestin the rich world.

I Decline and fall
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The slowdown in productivity occurred just as Italy joined the
single currency. Some economists see this as coincidental. The
euro was born just as the global economy was undergoing a rapid
bout of globalisation. Italy’s small firms did not scale up to capi-
talise on emerging-market demand, as Germany’s did. By the
same token, its under-skilled population could not take advan-
tage of the rising return to trade in professional services, as firms
in America and Britain did.

But such problems were predictable. Whereas many euro-
area governments prepared for a world in which they could not
depreciate by adopting structural reforms, Italy was a laggard.
Once the euro was in place, Italian wages rose as capital flowed in
from northern Europe. Exporters grew ever less competitive, and
workers and capital shifted from manufacturing to services,
where productivity was even lower.

Rome is where the Hartz is

Mr Renzi wants to alter this dynamic. He has in mind something
truly ambitious—an overhaul of the labour market not unlike
Germany'’s sweeping Hartz reforms, which are often credited
with the rejuvenation of its economy a decade ago. He has taken
steps in this direction—adopting rules to make it easier to sack
workers, for instance. But even Mr Renzi’s advisers acknowledge
that progress has been frustratingly slow.

The 1MF reckons that Italy’s economy will manage growth of
just over 1% a year over the next three years. A recent analysis by
economists at the European Commission found that a truly am-
bitious reform plan could boost GpDP substantially—by nearly
24% relative to their baseline forecast. But that gain would materi-
alise over the course of half a century, with very little of the bene-
fit coming during the first decade.

Rather than waiting for productivity to rise, a quicker route to
faster growth is to drive down wages. The Hartz reforms succeed-
ed in part because they prompted a decline in real wages in Ger-
many. Real GDP per person has soared in Germany since the in-
troduction of the euro, but workers’ pay has not. Reforms that
decentralised collective bargaining in Italy, and that therefore
helped to contain wages in less productive regions and firms,
would be a step in the right direction, reckons Pietro Reichlin of
LUISS, a university in Rome. Indeed, Mr Renzi’s advisers suggest
that the government may seek to impose a decentralised wage-
setting process if negotiations between trade unions and indus-
try do not yield one.

Yet even the benefits of wage restraint could be disappointing.
Germany’s competitiveness drive occurred during an era of rela-
tively strong global growth and relatively buoyant inflation,
which made the suppression of real wages both less painful and
less noticeable. Italy will enjoy no such help. Any growth scheme
that rests on falling wages is unlikely to endear Italians to Mr
Renzi. For his reforms to work, he will need time that voters are
unlikely to grant him. Keeping Italy happy enough to stay in the
euro zone will, in the short term, take much faster growth across
the euro area as a whole, fostered by continued dovishness from
the EcB and less finickiness from the European Commission. The
deal that Mr Padoan and the commission struck this week to al-
low a state guarantee for sales of Italian banks’ bad debtsis a step
in the right direction. If the euro area is to keep Italy on board, it
will need to become a bit less austere and a bit more Italian. m
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Touchscreens

The moving finger moves on
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Researchers find new ways to make touchscreens more responsive

HE only way to operate an increasing

number of modern devices, from
smartphones to cash machines and cars, is
the deft use of a finger on a touchscreen,
with a tap for this and a swipe for that. But
sometimes such actions do not work all
that well. It is easy to miss the required key
on a tiny virtual keyboard and produce
splling eworrs. Sometimes the screen fails
to respond at all. And it can be downright
dangerous to take your eyes off the road to
flip through myriad air-conditioning op-
tions on a vehicle’s control panel. Now
help, as it were, is at hand. As touchscreens
become ubiquitous on devices, new ways
to make and use them are emerging.

Robert Bosch, a German producer of
car parts, among other things, recently dis-
played a touchscreen with “haptic feed-
back”. Visual effects, sounds and vibra-
tions are already used with touchscreens
to confirm when icons or keys are selected.
What the Bosch system does is to add dif-
ferent surface textures to the mix.

The textures on the screen can be rough,
smooth or patterned in various ways to
represent the location of different buttons
with differentuses. The ideaisthat a driver
would be able to feel for the right button
without having to look at the screen. To
avoid accidentally activating buttons as he
feels his way across the screen, the driver
needs to press a particular surface more
firmly to turn the required function on or

off, much like pushing on a mechanical
switch. By applying variable pressure, a
user can scroll faster or slower through, say,
different music tracks or radio stations.

Because neoSense, as Bosch calls the
system, is still under development the
company will not say how it works other
than that it uses a conventional touch sen-
sor coupled with a sensor that measures
the amount of pressure from fingers. That
gives little away. Bosch is probably doing
something similar to other groups working
on such systems: placing under the screen
a thin device that generates specially
tuned vibrations in the area of the virtual
buttons. The pattern of these vibrations
would create textured effects that could be
felt by the user’s fingers as if they were
physical elements on the screen.

All charged up
Although research into touchscreens dates
back to the 1960s, they did not appear on
consumer gadgets until the 1980s. Many of
these early screens were the “resistive”
type, which in its simplest form relies on a
finger pushing against a ductile screen to
press two underlying conductive sheets to-
gether to complete an electric circuit. The
point of contact is measured to provide the
co-ordinates of the finger.

Resistive screens are cheap to make and
tough: lots are still used in restaurants to
take orders and in factories to control ma-
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chines. But many devices, particularly
smartphones and tablets, now use a sys-
tem that relies on capacitance. (Capaci-
tanceisameasure of an object’s capacity to
store an electric charge. The charge builds
up if there is no circuit through which the
electrons can flow and is dissipated when
a circuit is completed—in extreme cases as
a jolt when static electricity builds up in
the body and is discharged when touching
something metallic.)

There are a number of ways in which
capacitive touchscreens can be made. The
current favourite uses a grid of tiny wires
made from a transparent, conducting ma-
terial, usually indium tin oxide, just below
the surface of the screen. When a finger
touches the screen, or is very close to it, an
electrostatic field created in the grid is dis-
turbed by a small change in capacitance at
the point at which the charge transfers to
the finger. The software in a chip which
controls the screen detects the position of
the change in capacitance and usesitto de-
termine the finger’s location. Capacitive
touchscreens are smooth to operate and re-
quire only a light touch. They also allow
the use of more than one finger, making
“pinch and zoom” movements possible.

Most research now is going into im-
proving capacitive devices and integrating
the conducting layers into the screen to
make thinner displays, says Jeff Han, a pio-
neer of multi-touch systems. His company,
Perceptive Pixel, developed giant touch-
screens used by some news organisations
for election coverage and was sold to Mi-
crosoft in 2012. Mr Han says users should
expect to see more ways to use fingers and
gestures to operate touchscreens, along
with additional haptic effects.

More capacitive screens will become
pressure-sensitive. Apple’s latestiPhone 6s
responds to finger pressure with a process »
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» the company calls 3D Touch. The phone
has another sensor below the screen
which can detect a minute deformation in
the glass when a fingeris pushed against it.
This allows additional actions by the user,
such as pressing to preview a message or e-
mail before openingit. Apple has also add-
ed haptic effects with something it calls a
“taptic engine”, in effect a refined tiny vi-
brator which provides subtle taps in re-
sponse to certain finger movements.

To boost the responsiveness of touch-
screens, alternatives to indium tin oxide
are starting to be used. Although the mate-
rialis transparentitis only moderately con-
ductive, which can restrict just how re-
sponsive a screen is to touch. Metals,
particularly gold and silver, are much bet-
ter conductors, but not being transparent,
they can interfere with the displayed im-
age unless deposited in minute gquanti-
ties—which reduces conductivity. One way
around that problem has been developed
by Dimos Poulikakos and his colleagues at
ETH Zurich, a Swiss technical university.
This involves building gold and silver ca-
pacitive grids as “nanowalls”, just 80-500
nanometres (billionths of a metre) wide.
As the walls are perpendicular to the
screen and two to four times taller than
their width, the grid is highly conductive
but almostinvisible.

Printing walls

Dr Poulikakos’s nanowalls are made with
a new form of 3D printing. The process be-
gins with gold or silver nanoparticles sus-
pended in a solvent. This “ink” is drawn
out of a tiny glass capillary tube by an elec-
tric field to form a drop which remains
hanging onto the tip of the tube. By careful-
ly balancing the composition of the ink
and the electric field, the researchers have
been able to get an even smaller droplet to
form at the base of the attached drop. It is
these secondary droplets which are used
to print the nano walls.

Using nanoparticles means the cost of
printing grids with precious metals, such
as gold or silver, is not a concern, says Dr
Poulikakos. Indeed, he reckons the “nano-
drip” process would be a lot cheaper than
current methods used to produce capaci-
tive grids for touchscreens as these rely on
costly clean rooms and vapour-deposition
equipment, similar to that used to make
computer chips. Nanodrip is now being
scaled up for commercial use by a spin-off
company called Scrona.

Other conductive materials that might
be used to build touchscreens include gra-
phene, a lattice of carbon atoms which, be-
ing only one atom thick, is essentially
transparent. Researchers at the University

Correction: In “"Curing multiple sclerosis” (January
23rd) we said that in graft-versus-host disease the
immune system rejects transplanted tissue. This is the
wrong way around. The immune system in the
transplanted tissue attacks the host. Sorry.

Artificial intelligence

Computer says Go
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Beating a Go champion with machine learning

N1996 1BM challenged Garry Kasparov

to a game of chess against one of its
computers, Deep Blue. Mr Kasparov,
regarded as one of the best-ever players,
won—but Deep Blue won the rematch.
Two decades on, computers are much
better than humans at chess but remain
amateurs when it comes to the much
tougher, ancient game of Go. Or at least,
they did. Now a computer has managed
to thrash a top-drawer human player.

The computer used a program, called

AlphaGo, developed by DeepMind, a
London-based artificial intelligence (A1)
company bought by Google in 2014 for
$400m. It took on Fan Hui, European Go
champion, beating him 5-0, according to
areportin Nature. Beating a champion at
Go haslong been considered a “grand
challenge”in A1research, forthe game is

Did you learn that from AlphaGo?

of Manchester in Britain, where graphene
was discovered, reckon the material can be
used to make touchscreens which are flex-
ible enough to roll up like a newspaper.
This is because, unlike indium tin oxide,
graphene is not brittle.

It will also become possible to operate
touchscreens without actually touching
them. Samsung has already employed tiny
infra-red sensors just above the screen on
some of its phones to detect hand gestures.
Google is developing a miniature radar
chip that could be embedded behind the
screen itself to do much the same thing.
The chip is supposed to be sensitive
enough to pick up complex gestures, such

far harder for computers than chess. Go
players alternately place black or white
stones on a grid of 19x19 squares with the
aim of occupying the most territory. The
size of the board, and the number and
complexity of potential moves, make the
game impossible to play via brute-force
calculation. Demis Hassabis, Deep-
Mind’s founder and one of the paper’s
authors, reckons that a typical Go turn
offers around 200 legal moves, compared
with just 20 or so in chess.

Whereas a chess-playing computer
like Big Blue was programmed directly by
humans, AlphaGo used A1 to teach itself
about how to play Go and then make its
own decisions. This was done with a
technique called machine learning,
which allows computers to figure out for
themselves how to do things, such as to
recognise faces, respond to speech and
even translate between languages.

AlphaGo works in two parts. When it
is the computer’s turn, the program first
suggests moves based on the sorts of
general tactics that human players have
used in the past—much as Deep Blue
would. Then the second part of the sys-
tem sifts those moves for those that look
like they might lead to a win, again based
on patterns it has picked up through
memorising zillions of previous games.

The ultimate test of AlphaGo’s capa-
bilities, though, will come in March.
DeepMind has persuaded Lee Sedol, a
Korean player widely regarded—like Mr
Kasparov in his day—as one of the best-
ever players, to take on theirmachine in a
series of games in Seoul. If AlphaGo
wins—and given its performance against
Mr Hui, that seems like a distinct pos-
sibility—then human brains, and their
possessors, will have to cede another
defeat to the machines.

as twirling a finger in a clockwise circle to
increase the volume on a virtual dial or
anticlockwise to reduce it.

Such technology could work on touch-
screens in cars, too, without distracting
drivers. BMW has developed a touch-
screen that uses a camerain the roof of the
car torecognise hand gestures. If the phone
rings, say, you can simply point towards
the screen to take the call; if it’s the office,
swiping your hand to the side will reject it.
Add in fast-improving speech-recognition
systems, such as Apple’s Siri and Micro-
soft’s Cortana, and the amount of time
people spend jabbing, gesticulating and
talking to their devices will only rise.
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Winemaking

The perfect pinot problem

i *?- 2

- - _ .Ir. »
L g - r
i J #
.y -
o -
¥ b
i

L
-

When to harvest grapes for a yauammy aroma

S GRAPE varieties go, pinot noir is fam-
ously finicky. Got right, the thin-
skinned grapes can produce some of the
world’s finest wines. Central to that is
plucking the grapes from the vine at the
right time. Winemakers typically depend
upon testing the level of sugar to deter-
mine if their berries are ready, but that is
not terribly accurate. As pinot noir grapes
reach late stages of maturity, the rate at
which they gain sugars slows down just as
the rate at which they accumulate the aro-
matic compounds that can grant wine a
good “nose” goes up. And in wine, the aro-
ma is a fundamental part of its appeal. Va-
rying rainfall, temperatures and soil condi-
tions all affect the rate at which aromatic
compounds enter grapes, making it diffi-
cult for wineries to know whether they
should harvest their grapes a few days or
weeks after the increase in sugar tails off.

Michael Qian and Fang Yuan of Oregon
State University had a local interest in the
problem. The prime crop of the vineyards
in Oregon’s Willamette Valley is pinot noir.
And Oregon’s cool climate, short growing
season and periodic heavy rains make de-
termining whether grapes are ready for
harvest particularly challenging. Curious
to see if they could monitor directly the
presence of aromatic compounds, the bio-
chemists set up an experiment.

They collected ten bunches of grapes
from the Stoller Family Vineyard in Wil-
lamette Valley on two separate dates, one
early season and one late, during 2012 and
2013. The first date from each year was just
two weeks after the berries had started to

change colour from green to red, while the
second was between five and six weeks
after this milestone. Aside from monitor-
ing the sugar levels, Dr Qian and Mr Fang
also made use of a technique called aro-
ma-extract dilution analysis to study aro-
matic compounds in the grapes. This was
done using a gas chromatograph, in which
compounds are separated out from a sam-
ple based upon their boiling points and
chemical properties. The kit was also fitted
with a sniffing port for researchers to smell
the compounds as they were released.

Oh, the damascenone!

The researchers reportin the Journal of Ag-
ricultural and Food Chemistry that they de-
tected 49 aromatic compounds in the
grapes from the two years during both the
early and the late sampling periods. Most
of these compounds remained at low lev-
els throughout the growing period. How-
ever, four of them (3-damascenone, which
carries a floral and tea-like smell; vanillin,
the key compound in vanilla; 4-vinylguaia-
col, which smells like cloves, and 4-vinyl-
phenol, which is reminiscent of spicy al-
monds) were found in much higher
concentrations in the mature grapes than
in the early-season ones.

Dr Qian and Mr Fang suggest these four
aromatic compounds are commonly asso-
ciated with a good pinotnoir and therefore
could provide another way to determine
the optimum time to harvest. For their
part, wine buffs will keep settling the argu-
ment the old-fashioned way, with a sniff
straight from the glass. m
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Schizophrenia

Brain gains

Genetics throws open a window on a
perplexing disorder

i ‘ . FDR decades scientists have been trying

to understand schizophrenia, a distress-
ing disorder that afflicts one in a hundred
people. Its destructive symptoms include
hallucinations,  delusions, = muddled
thoughts and changes in behaviour. The
best drugs offer little more than the ability
to target symptoms. There is presently no
hope of a cure because its ultimate cause
haslong been a mystery.

Schizophrenia is known to run in fam-
ilies, so it has always been thought that
genes might shed light on the origins of the
disease. But the genetics have proved hard-
er to unpick than anyone imagined. It is
only now, 16 years after the human ge-
nome was first sequenced, that scientists
have homed in on the relevant genes.

For more than five yearsresearchers led
by a group at the Broad Institute in Cam-
bridge, Massachusetts, collected more
than 100,000 DNA samples from around
the world. They were looking for regions
of the human genome that might be har-
bouring variants that increased the risk of
schizophrenia. What they found implicat-
ed more than a hundred genes and provid-
ed a strong pointer towards a portion of the
genome associated with infectious dis-
eases. Many of these genes did not operate
independently of each other, and further
detective work revealed that the most im-
portant source of variation lay within a
particular gene known as c4.

Steven McCarroll, of Harvard Medical
School, and his colleagues involved in the
study, report in Nature this week that par-
ticular forms of the ¢4 gene led to a greater
risk of developing schizophrenia. What
makes c4 hard toidentifyisthatit comesin
many different forms and has an intriguing
function. The gene produces a protein
known as a complement factor, which
helps to tag pathogens for removal by the
body’s immune system. In the brain, how-
ever, it appears to be tied to a developmen-
tal process known as “synaptic pruning”,
in which neurons are continuously elimi-
nated throughout childhood and into early
adulthood.

In other words schizophrenics may be
producing too much of a protein that
creates a signal that synaptic connections
should be removed. During late adoles-
cence the brain undergoes widespread
synaptic pruning, particularly in the cere-
bral cortex. This is also the age at which
schizophrenia symptoms tend to begin.

David Goldstein, director of the Insti- »
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» tute for Genomic Medicine at Columbia
University, says he is persuaded by the re-
search, but reckons it is important for the
medical community to examine the study
carefully because the region of the genome
under discussion is hard to work on and is
“stuffed full of genetic variation”. That
makes it difficult to point to a single gene
and say “it's this”, he adds.

As to whether those with a family his-
tory of schizophrenia ought to have their
genome sequenced to assess their suscep-
tibility, Dr Goldstein is keen to point out
that more work needs to be done on the
risksthat different forms of the genes bring.
Moreover, other factors can be implicated
in developing schizophrenia, ranging from
taking psychoactive drugs to being ex-

posed to viruses while in the womb.

Synaptic pruning is so crucial in brain
development researchers wonder what
other mental disorders might be tied to its
aberrant activation or regulation. This
study is bound to initiate a flurry of similar
work. Alzheimer’s disease, for one, has
been tied to, among other things, excessive
destruction of synapses. And it is already
believed that autistic individuals have a
surplus of synapses in the brain, due to a
slowdown in normal brain pruning. In-
deed, the onset of autism often follows a
period when thereisa burstof synapse for-
mation. One big step forward in schizo-
phrenia research could have an enormous
impact on the way other neurological dis-
orders are viewed and treated. m

Controlling miniature satellites

Cubism

How to keep small satellites in orbit for longer

ITTLE more than ten centimetres across,
so-called CubeSats are cheap-to-launch
satellites that are able to carry out many
scientific and commercial tasks at a frac-
tion of the cost of conventional orbiters.
This miniaturisation is mainly thanks to
electronics developed for smartphones.

CubeSats can be launched as addition-
al payload alongside bigger satellites, sent
up during deliveries to the International
Space Station or put aloft on small, pur-
pose-builtrocketslike NASA’s new Venture
Class. Being cheap means that once their
orbits decay and they burn up on re-enter-
ing the atmosphere, CubeSats can simply
be replaced with newer versions. But it can
pay to reposition them, both to operate
more effectively and prolong their service
life. That, however, is a challenge because
forreasons of safety a CubeSat cannot car-
ry conventional rocket fuel. They typically
rely for manoeuvrability on heating an in-
ert liquid and ejecting small jets of the re-
sulting vapour, which is a poor substitute
for the energetic burning of rocket fuel. So
better means of motion are required—and
atleasttwo are on offer.

One, developed by Paulo Lozano and
his colleagues at the Massachusetts Insti-
tute of Technology, is a miniature version
of the ion drives used on larger satellites.
An ion drive accelerates charged particles
derived from a liquid propellant to very
high speeds. This creates thrust more effi-
ciently than ejecting heated vapour, but
without the explosive chemical reactions
of a conventional rocket.

At the moment, ion drives are not used
on CubeSats because both space and

weight are at a premium in such small de-
vices and an ion drive needs pumps to
move the propellant around. Dr Lozano,
however, has been able to dispense with
these large and heavy components. He
and his team have developed a porous
glass emitter that has hundreds of tiny
channels running through it. These suck
the propellant up by capillary action, obvi-
atingthe need for pumps. The propellantit-
self is a substance known as an ionic lig-
uid, that consists of positive and negative
ions which can be separated by passing a
current through the liquid and then, be-
cause they are electrically charged, acceler-
ated by an electric field. (Both current and
field are supplied by a battery on board the
satellite.) The ions are then fired from sep-
arate thrusters, one for the positive ions
and one for the negative ones.

A square idea goes farther in space

The Economist January 30th 2016

Individual modules, containing emit-
ter, thrusters and enough propellant for an
hour of thrust, are about the size of a sugar
cube and weigh less than four grams. Dr
Lozano’s team has shown in the laborato-
ry that eight can produce enough impulse
to shift a typical CubeSat sufficiently to ex-
tend its life in orbit from months to years.
Three arenow inthe hands of NASA, await-
ing flight-testing later this year.

The other approach, that of Young Bae
of Advanced Space and Energy Technol-
ogies in Tustin, California, is to use light. Dr
Bae’s device, which he dubs a photonic la-
ser thruster, was developed with NASA
funding. His thruster works because light
exerts pressure when it hits something. In
theory, itis possible to move an object like
a CubeSat by nudging it with a laser beam.
In practice, however, the pressure which
light exerts is so small that a device able to
do a useful amount of nudging would re-
quire a laser of unfeasibly large power.

Dr Bae has overcome this limitation by
bouncing light repeatedly between the
source laser and the satellite, to multiply
the thrust. In his latest experiments, Dr Bae
has managed to amplify the thrust impart-
ed by a single nudge of the laser by a factor
of 1,500, which is big enough to manoeu-
vre a CubeSat as well as a conventional
thruster would. This brings two advan-
tages. First, since no on-board propellant is
required, there is more room for instru-
ments. Second, there being no fuel to run
out, a CubeSat’s orbit can be boosted as
many times as is desired, and its working
life prolonged indefinitely.

The flip side of these advantages is that
a suitable laser is required to provide the
thrust. Dr Bae thinks it could be in orbit as
well. The laser would be powered by solar
cells and shepherd a veritable flock of
CubeSats, providing the propulsion need-
ed to move and arrange them as required.
That is still some years away so, unlike Dr
Lozano’s system, Dr Bae’s is not yet ready
to fly. But his vision of an orbiting Bo Peep,
cajoling and directing her charges by flash-
ing lights at them, is a pleasing one. m
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Political influence in America

The avengers

A network of wealthy donors has a mission to push politics to the right

N 1972 W. Clement Stone, a wealthy busi-
nessman, gave $2m to Richard Nixon’s
presidential campaign. The cheque, worth
$11.4m today, provoked outrage and led to
calls for campaign-finance reform. How
quaint history seems when compared
with the momentous present. In 2016 a
group of rich conservative donors will
spend nearly $900m to influence the presi-
dential and congressional elections. They
avoid public scrutiny by funnelling money
into a labyrinthine collection of founda-
tions and anonymous political groups.
This secret system is the subject of
“Dark Money”, an ambitious new book by
Jane Mayer of the New Yorker. David and
Charles Koch (pronounced “coke”), who
inherited an industrial conglomerate
based in Wichita, Kansas, which is the sec-
ond-largest private company in America,
are at the heart of the book. Although the
company is diverse, with interests in ener-
gy, chemicals, commodities and consumer
goods, its owners focus on advancing their
conservative political agenda. The Kochs
deny climate change and oppose govern-
ment regulation, welfare and taxes. They
view the rise of the Democrats and Barack
Obama'’s election in 2008 in apocalyptic
terms, and the counterinsurgency they
have funded has changed the face of poli-
tics in America. They have exerted their
strongest influence at state level, where a

Dark Money: The Hidden History of the
Billionaires Behind the Rise of the
Radical Right. By Jane Mayer. Doubleday;
449 pages; $29.95

lot of business regulation is written.

Ms Mayer, whose sympathies are with
the left and who is a critic of Republican
values and motives, does notgo so farasto
call the source of the Kochs’ fortune “blood
money”, but she does claim that it is taint-
ed. Thisis not the first book to look at their
business interests (“Sons of Wichita”, by
Daniel Schulman, came out in 2014), but it
is the first to allege that the patriarch Fred
Koch made part of his early wealth by
helping build oil refineries in Soviet Russia
and Nazi Germany. The company has
faced plenty of public controversy in
America, including environmental fines
and lawsuits. There have also been family
conflicts. There are four Koch brothers, not
just Charles and David who are well
known. Along with their brother Bill, they
allegedly tried in the 1960s to blackmail a
fourth sibling, Frederick, to sell his shares
in the company. The brothers had conclud-
ed that he was gay (which he has denied)
and, Ms Mayer suggests, they threatened
to expose him to their father, which caused
a permanent rift.

It is the political panorama beyond the
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Kochs, however, that makes Ms Mayer’s
book more than just another feisty cor-
porate critique. Rich conservatives, Ms
Mayer argues, set up private foundations,
which allow them quietly to divert money
to their favourite political causes free of
tax. These foundations—including those
set up by the Kochs, Richard Mellon Scaife
and Harry Bradley—are not subject to
much disclosure or oversight. Since foun-
dations were first used by the robber bar-
ons as a way to avoid taxes while appear-
ing philanthropic, they have ballooned. In
2013 there were over100,000 of them, with
assets of around $800 billion. Some of
these do good for the world’s poor, but
their structure also enables them to push
money secretly into partisan think-tanks
like the Cato Institute, the Heritage Foun-
dation, the American Enterprise Institute
and the Hoover Institution. In other words,
the wealthy have always used charitable
foundations to influence politics at the ex-
pense of taxpayers.

“Dark Money” tracks other attempts to
alter public discourse without leaving a
trace. The Kochs and other conservatives
support academic research that is allied to
their political ideologies. They want to take
“theliberal out of liberal arts”, as Ms Mayer
putsit. For example, the John M. Olin Foun-
dation backed a professor at the University
of Chicago, John Lott, to write a book,
“More Guns, Less Crime”, calling for con-
cealed weapons to be legalised. The Kochs
have regularly held summits to share their
free-market, anti-taxation views. Among
those invited are federal judges, 185 of
whom have attended seminars sponsored
by conservative interests, including the
Koch Foundation.

Ms Mayer’s book seethes with distaste
for her subjects. The Koch brothers de- »



76 Books and arts

» clined to be interviewed for “Dark Mon-
ey”, and purportedly tried to smear Ms
Mayer’s reputation by accusing her of pla-
giarism after she published a critical article
about themin the New Yorker in 2010.

An author can dislike her subjects.
However, the book would have been
stronger had Ms Mayer expanded the
scope of her scorn. She acknowledges in
passing that Democratic donors, including
two hedge-fund billionaires, George Soros
and Tom Steyer, have funnelled money
into theirown political causes. Butshe nev-
er dissects whether the left has embraced
the deceptive funding mechanisms that
she so assiduously has traced for the right.
The fact that she does not cast a critical eye
across the whole system prevents “Dark
Money” from being a comprehensive anal-
ysis of how America’s campaign finances
are distorted. But it offers a valuable contri-
bution to a subject that requires far greater
scrutiny in this election year. ®

Fiction
Music and
memory

The Noise of Time. By Julian Barnes.
Jonathan Cape; 180 pages; £14.99. To be
published 1n America by Knopf in May

N THE surface, Julian Barnes seems an

unlikely author of historical novels, a
genre which often offers a fixed interpreta-
tion of a period in history, or characters
within that period, albeit one conjured by
the writer’s imagination. Yet he returns to
them again and again. “Talking It Over”,
which came out in 1991, sets its characters’
memories against each other, showing
how they overlap and contradict. “Arthur
& George"—hisrecreation of a real-life mys-
tery taken on by Arthur Conan Doyle that

The temptations of hindsight

was published in 2005—is as much an exca-
vation of biography and identity as it is a
detective yarn. “The Sense of an Ending”,
which won the Man Booker prize for fic-
tion in 201, offers a dramatic reassessment
of one man’s past.

The epigraph of “Talking It Over”, “He
lies like an eyewitness”, is described sim-
ply as a “Russian saying”. It reappears in
“The Noise of Time”, Mr Barnes’s brief,
compelling inhabiting of the life of Dmitri
Shostakovich. For a novelist fascinated by
the slipperiness of truth, what richer
ground than the Soviet Union under Sta-
lin, where a memory might save your life,
or cost another his? Here every action, ev-
ery thought must be called into question
almost as it happens; as when the compos-
er finds himself trying to recall whether he
really did, as a ten-year-old schoolboy, see
Lenin arrive at the Finland Station.

This paragraph-long episode of recol-
lection beginsin certainty and moves with
breathtaking swiftness to incredulity.
“These days, he nolonger knew which ver-
sion to trust. Had he really, truly been at the
Finland Station? Well, he lies like an eye-
witness, as the saying goes.”

“The Noise of Time” is not narrated by
Shostakovich, but in a restricted third-per-
son voice that sits on the composer’s
shoulder. Art belongs to the people, is the
dictate of the Soviet state, but the narrative
voice offers a rebuttal. “Art belongs to
everybody and nobody. Art belongs to all
time and no time. Art belongs to those who
create it and those who savour it.” One
could argue that these are platitudes. Butin
the context of the terrifying control exerted
by the party and the state on artists such as
Shostakovich, they are radical ideas. “Artis
the whisper of history, heard above the
noise of time.”

Just as the music of Shostakovich can
be listened to with no knowledge of the
historical circumstances out of which it
arose, so Mr Barnes’s novel does not de-
pend on a detailed knowledge of history
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or biography. In any case, doubts that lin-
ger over the events of Shostakovich’s life
are “highly frustrating to any biographer,
but most welcome to any novelist”. Mr
Barnes's imagining of the composer's life
does not stretch to many pages, which
makes it a welcome anomaly in an era of
900-page doorstoppers. The skilled novel-
ist here brings alive not just the political
turmoil that surrounded Shostakovich,
but his love for his wives, his love for his
children, a vivid counterpoint of artistic
freedom and political oppression—the elo-
quent conjuring of one glass of vodka
clinking against another. m

Communists in Britain

Reds under the
bed

Party Animals: My Family and Other
Communists. By David Aaronovitch.
Jonathan Cape; 309 pages; £17.99

ERE those post-war Britons who kept

faith in communism, despite the hor-
rors of Stalinism, simply “useful idiots”? In
this engaging, witty and beautifully writ-
ten book, the epithet, usually attributed to
Lenin, never occurs. Yet David Aarono-
vitch must surely have been tempted to ap-
plyitto his parents, Sam and Lavender, and
their friends, almost all of them fellow-
members of the Communist Party.

Mr Aaronovitch, who ditched the gos-
pel of Marxism years ago and is now a col-
umnist for the Times, obviously has first-
hand experience of the cultlike loyalty of
the “party animals” in the 1950s and 1960s:
“The facts of existence, the assumptions
about how the globe turned that we im-
bibed were not the same as—and often the
opposite of—what everyone else deemed
normal...There were things that other peo-
ple did that we didn’t do. We didn’t believe
in God, pray, go to church, stand up for the
queen in the cinema when they played the
national anthem (which in any case,
wasn’t our anthem, our anthem being the
‘Internationale’).” Is there a parallel today?
“Perhaps there are children of very devout
Muslims or evangelicals who will read this
andnod along.”

But Mr Aaronovitch’s memoiris no glib
rant against the delusions of sincere party
members. Instead, he acknowledges the
power of the message from Moscow (the
Molotov-Ribbentrop pact was explained
away as a delaying tactic to allow Russia to
prepare for its heroic role in defeating Hit-
lex). For the true believers, almost anything
could be justified, even the evils of Stalin-
ism, the repression of the Hungarian upris-
ing in 1956 and the invasion of Czechoslo-
vakia in 1968. As with any cult, some w



The Economist January 30th 2016

» devotees will never break away.

Yet most of all, Mr Aaronovitch’s book
is a sensitive analysis of his own family—
the Jewish Sam, an autodidact from Lon-
don’simpoverished East End, and the gen-
teel Lavender, rebelling against her middle-
class roots in the countryside. Sam’s pas-
sion for learning takes him in middle age to
Balliol College, Oxford (he later became an
economics lecturer at a London polytech-
nic); Lavender's passion for the party leads
her to overlook not just the flaws—so evi-
dent to any outsider—in Soviet behaviour,
but also Sam’s energetic womanising.
Meanwhile, the young David joins in the
party entertainment: marching and de-
monstrating against any perceived capital-
ist ill—=but willing by 1987 to abandon his
parents’ faith in order to work for the BBC.

Asthe Soviet Union disintegratedin the
early 1990s, Roger Scruton, a conservative
British philosopher, called for Westerners
who had “promoted and apologised for
Soviet communism” to face “their day of
reckoning” in the court of public opinion.
Mr Aaronovich’s riposte to “the Scrutons,
as a class” that had benefited from the Brit-
ish empire, should hit home: “If it was
criminal to have been a believer in
communism and an apologist for Russia,
then why was it less criminal to have been
a believer in colonialism and an apologist
forracism?” As for Lavender and Sam, “She
was a party member through thick and
thin because it was a kind of family. He was
a party member despite everything be-
cause it was his bigger world.” m

Life in London

Beyond the glitter

This Is London: Life and Death in the
World City. By Ben Judah. Picador; 426
pages; £18.99

ONDON, a city famous for Hyde Park,
Harrods and giddy house prices, has
undergone a quiet revolution. So says Ben
Judah, a young foreign correspondentnow
turning his eyes towards his home town.
He begins his new book with a confession:
“I was born in London but I no longer re-
cognise this city...Idon’tknow if I love the
new London or if it frightens me: a city
where at least 55% of people are not white
British, nearly 40% were born abroad and
5% are living illegally in the shadows.”
“This Is London” is Mr Judah’s journey to
rediscover his city:

The author throws himself in at the
deep end, spending anxious nights hud-
dled in an underpass not far from the un-
imaginable wealth of Mayfair, in the com-
pany of homeless Roma beggars. Many of

these men, and they are almost all men, are
indentured slaves. Having lost their jobs at
home, they borrowed money to travel to
London and are now forced to beg to pay
off their debts.

From here, Mr Judah grabs hold of Lon-
don and shakes out its secrets. He has a gift
for ingratiating himself into very foreign
surroundings and teasing out stories. He
meets a bored Middle Eastern princess,
who passes her days in a haze of skunk, an
Afghan shopkeeper who entered Britain
hidden in a lorry, and a Punjabi minicab
driver who exhausts himself washing bo-
dies by night at his local mosque. These
Londoners achieve varying degrees of suc-
cess at making a life in the metropolis.

Most of London’s immigrant popula-
tion shares the same obsession: the city’s
economic hierarchy. Mr Judah meets a Ni-
gerian who had escaped work in a sweaty
hotel laundry room to join the police, a
rare example of upward mobility. But he
still sees race as destiny: “In London you've
always had the Africans at the bottom of
the pile along with the West Indians...
Then you get some Afghans. Then the east-
ern Europeans coming up...Then you get
the Asians. Then you get the Irish. Then
you get the whites...And at the very top
you get the rich...Where there isnorace.”

The perceived failure of London’s many
ethnicities to mix has geographical conse-
quences, which add to Mr Judah’s disori-
entation. He visits Neasden, an area in the
north-west of the city that used to be a pic-
ture of white suburban contentment. But
the English have departed: “They want to
be central, they want to cycle—they want
the city.” London’s oldest inhabitants are
pouring backinto the centre, so that former
inner-city terraced slums now offer craft
beer and organic food, whereas the sub-
urbs with their net curtains have become
overpopulated tenements for the city’s mi-
grant labourers. Standing in front of the de-
molition of a landmark housing estate, Mr
Judah realises this migration may also
have a political dimension: “Thirty times
all over south London I have written down
in street interviews that someone thinks
the government wants to push poor black
people out of the centre.”

For those without sufficient means to
enjoy London’s wealthy and rejuvenated
centre—most of the men and women Mr
Judah meets—the city is frequently as dis-
appointing as it is difficult. He observes:
“They come to London inspired not by a
dream of how great things could be, but by
the knowledge of how much worse they
can be.”

“This Is London” is not prescriptive;
there is nothing here about how to lessen
the grinding poverty or improve the rights
of low-wage workers. But Mr Judah has
done an important service in capturing the
voices of those swept to the margins by
economic forces beyond their control. m
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Banning alcohol

Stocking filler

The War on Alcohol: Prohibition and the
Rise of the American State. By Lisa McGirr.
W.W. Norton; 330 pages; $27.95 and £18.99

EARLY a century after America fleet-

ingly banned alcohol, Prohibition
seems like a charming absurdity. The rise
of moonshine and speakeasies betfore the
Great Depression seems more like Holly-
wood than history. But Prohibition was no
joke for the working classes, writes Lisa
McGirrin “The War on Alcohol”, a focused
and thought-provoking book.

When the 18th Amendment banning
the sale of alcohol was passed in 1919, it
was targeted at the saloons where men
gathered after work for beer and conversa-
tion. “I believe that alcoholism threatens
the destruction of the white race,” said
Charles Eliot, the president of Harvard
University. Such sentiments were com-
mon among the reformers.

Thus began what Ms McGirr, a profes-
sor at Harvard, describes asthe “boldest ef-
fort to remake private behaviour in the na-
tion’s history”. Neighbourhood saloons
closed, home distilleries opened and
drinking moved underground, to homes
and speakeasies and even athletic clubs.
The protests of the working classes—“no
beer, no work”—went unheard amid the
paternalistic zeal of high-minded (and of-
ten wealthy) Protestants. An enormous
new federal bureaucracy emerged to en-
force the ban, often targeting small family
operationsrather than the large, politically
greased criminal rings like Al Capone’s.

After the shock wore off, anger ensued.
The result, Ms McGirr argues, was political
upheaval. Many thirsty working-class
Americans, from the Poles to the Germans
(whose breweries were targeted), swung
behind Al Smith, the Democratic presiden- »
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» tial candidate in 1928. African-Americans,
long loyal to the Republicans as the “party
of Lincoln”, also moved towards the
Democrats, not least because the Ku Klux
Klan, whose numbers proliferated in the
19208, had taken on Prohibition-enforce-
ment duties. Smith, the first Catholic presi-
dential nominee, did not win in 1928, but
the anger was palpable.

“The War on Alcohol” is not as dense as
Daniel Okrent’s “Last Call”, which came
out in 2010. Instead, Ms McGirr’s interest
lies in Prohibition’s lasting effects on soci-
ety. Despite its reputation as a historical
oddity, Prohibition was another develop-

Johnson

The Johnson column on language

¢¢ A HARMLESS drudge.” Of the defini-

tions in Samuel Johnson’s great
English dictionary of 1755, that of “lexicog-
rapher”, his own calling, is the most fam-
ous, an example of the same wit that led
him to define “oats” as “a grain, which in
England is generally given to horses, but
in Scotland supports the people.”

Why name a language column after a
harmless drudge? Because Johnson, de-
spite the drudgery, knew that language
was not harmless. Its power to inform
and to lead astray, to entertain and to an-
noy, to build co-operation or destroy a
reputation, makes language serious stuff.
The Economist’s “Johnson” column began
in 1992 and was later revived online. This
week it returns to the print edition, and
henceforth will appear fortnightly.

Many of the topics tackled are fun:
swearing and slang, preferences and
peeves. Some are more fundamental.
Language reveals a lot about human na-
ture: how people reason differently in a
foreign language, or to what extent differ-
ent languages encode a world view, are
some of the most exciting and controver-
sial topics in linguistic research.

People care intensely about their lan-
guage, and so languages in the wider
world sometimes come into conflict. The
perceived arrogance of Castilians to Cata-
lan threatens to sunder Spain; “language
police” in Quebec tell restaurant owners
to change “pasta” and “grilled cheese” to
pates and fromage fondant. At the ex-
treme, the passage of a law downgrading
Russian in Ukraine helped spark war in
that country; Vladimir Putin has used it as
evidence that Ukrainian nationalists are
bent on wiping out Russian culture there.
The war has rumbled on since, with lan-
guage the most obvious symbol of wider
identity and sympathy.

So the Johnson column treats topics

fit into

ment in the growing power of the Ameri-
can state in the early 20th century, she ar-
gues. Woodrow Wilson’s Progressivism
and Franklin Roosevelt's New Deal also
emerged during thatperiod. Prohibition re-
quired enforcement, and the prison-staff-
ing apparatus of the 1920s soon became
larger than the Bureau of Investigation, the
forerunner to the rBI1. As one disgruntled
newspaper editor put it: “A man’s home
used to be his castle. Now, it is the United
States government’s castle.”

Prohibition ended in 1933, during the
first year of Roosevelt's presidency. “It’s
time the country did something about

light and heavy as well as language both
English and international. How does the
spirit of Johnson himself come into it? The
best way to answer is to see how he would

today’s *“usage wars” over
authority and correctness. A language col-
umn is expected to tackle questions of
right and wrong. There are roughly two
views of how to do this: one top-down,
based on authority, prestige, writing and
stability; one bottom-up, resting on how

most people actually use the language, and

open to change.
The two schools of thought, known as
“prescriptivism” (which sets down how

the language should be) and “descripti-
vism” (which tells how it is), have often
been at daggers drawn: English teachers

and some usage-book writers on one side,
and academic linguists, lexicographers
and other usage-book writers on the other.

In the caricature, prescriptivists are au-

thoritarians with their heads in the sand,
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beer,” the new president declared. But, as
Ms McGirr points out, the lessons of Amer-
ica’s 13-year misadventure with Prohibi-
tion have yet to be learned: “Despite a
wide consensus that Prohibition of the li-
quor traffic was a fundamentally flawed
crusade with devastating consequences,
its spiritual and policy twin—the war on
drugs—has gone largely unchallenged.”
Much like the war on alcohol, the war on
drugshas “far overshot theills” thatitis try-
ing to fix, all the while showing little suc-
cess in reducing supply or demand for
drugs. A little dram of history might do
wonders for America’s politicians. =

insisting on Victorian-era non-rules. The
descriptivists are mocked as “anything-is-
correct”, embracing every fad, even that
Shakespeare should be taught in text-
message-speak. To take one example,
some prescriptivists say “like” cannotbe a
conjunction (“tastes good, like a cigarette
should”, in a 1950s advert.) Descriptivists
point to continuous use since Chaucer.

Recruiting-sergeants from both sides
can bang on Samuel Johnson’s door. An
intellectual writing for an elite audience,
he did not shy away from “right” and
“wrong”, even “barbarity”, “depravity”
and “corruption”, in matters of language.
But he declared his task was not to “form”
but to “register” (that is, describe) the lan-
guage; trying to stop change was like try-
ing to “lash the wind”. Above all, his years
of drudging at the dictionary had taught
him humility: he knew he was sure to
commit “a few wild blunders, and risible
absurdities, from which no work of such
multiplicity was ever free”.

Prescribingis not really the opposite of
describing. Lexicographers from John-
son’'s day on must describe the language,
grounding their definitions in real living
English. But that is in order to give stron-
ger roots to a book they know people will
use for firm guidance. Academic linguists,
the arch-descriptivists, are perfectly will-
ing to call some usages wrong and others
plain ugly.

One can prescribe and preach a high-
quality English while accepting variety
and change. Stability is not the same as ri-
gidity. And judgment should be empiri-
cal, not dogmatic, open to real usage and
willing to change when the facts change.
Getting things right is worth the effort,

just as it is in politics. As Johnson wrote,

“We have long preserved our constitu-
tion, let us make some struggles for our
language.”
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L Gﬂvernment of the Punjab-Pakistan

NS/ Punjab Buildings Department ( North Zone)

Expressinn of Interest for shortlisting of
International Consultants / Joint Ventures

Applications are invited from the National/International Consultants having
specialization in Topography Seismology, Hydrogeology, GIS, Geology,
Geophysical, Geotechnical carrying out detalled landslide hazard
zonization mapping using state of the art technigues, for the Expression of
interest for f;arrym? out Subject Tﬂptﬁl'aphlcm Survey, Geographical
Studies and Land Sliding Zonization of Murree Hills Area Mainly Located
between old Rawalpindi - Murree Road and Islamabad - Murmee Expressway
in Murree (142 Sg. Km)

Consultants will be selected on quality/cost based cntena as per
guidelines issued by Planning & Development Department, Government
of the Punjab which can be downloaded from the website of Government
of the Punjab.

Eligibility Criteria, be registered with PEC or similar organization of their
country in case of Intemational bidder in the relevant fields. Have at least ten
years expenence in the respective field. The firm must have executed and
completed at least therr International similar projects. The firm must have
management and technical capabilities for performing the job and must not be
blacklisted in the past.

The last date of submission of Expression of Interest is within 30 Days
after publication of this advertisement (till 3:00 PM). Competent authonty
reserves the nght to reject any or all applications as per relevant rules
Only short listed/pre-qualified firms will be invited to submit request for
pruposed (RFP).

Contact for obtaining and submission terms of reference/EOI, documents,
(hard & soft copies) with company profile & supporting documents

Executive Engineer Provincial Buildings
Division Pir Wadhai More, Main Peshawar Road, Rawalpindi

Phone No: +92-51-9278288, Fax No: +92-51-9278588
tmail: xenpbdrwp@yahoo.com

SPL-142
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s Economic and financial indicators

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 gqtr* 2015t latest latest 20157 rate, % months, $bn 2015t 2015'  bonds, latest Jan 27th year ago
United States +2.1 03 +2.0 +2.5 -1.8 Dec  +0.7 Dec  +0.2 5.0 Dec -456.6 Q3 -2.5 -2.6 2.01 - -
China +6.8 04 +6.6 +6.9 +5.90ec  +1.6 Dec  +1.5 4,1 03t +275.9 03 +3.0 -2.7 2.78% 6.58 6.24
Japan +1.6 Q3 +1.0 +0.6 +1.7 Nov  +0.3 Nov  +0.7 3.3 Nov +131.5 Nov +3.3 -6.8 0.22 119 118
Britain +2.1 03 +1.8 +2.4 +1.0 Nov  +0.2 Dec  +0.1 5.1 Oct't -134.2 03 -4.,4 -4 4 1.75 0.70 0.66
Lanada =~ +l.e63 425 LY 0 o400k F16Dec  Hld 0 AL0ee o0AdOs 0 =33 2 -ls 0 %@ 0 141 les
Euro area +1.6 Q3 +1.2 +1.5 +1.1 Nov  +0.2 Dec  +0.1 10.5 Mov +346.9 Nov +3.0 -2.1 0.45 0.92 0.88
Austria +1.0 03 +1.9 +0.8 +2.6 Nov  +1.0 Dec +0.9 5.8 Nov +10.7 03 +2.0 -2.1 0.68 0.92 0.88
Belgium +1.3 03 +0.9 +1.3 +1.4 Nov +1.5Dec  +0.6 7.8 Nov +1.1 Sep +0.4 -2.6 0.82 0.92 0.88
France +1.1 a3 +1.0 +1.1 +2.8 Nov  +0.2 Dec +0.1 10.1 Nov +3.5 Novt -0.3 -4.1 0.75 0.92 0.88
Germany +1.7 03 +1.3  +1.5 nil Nov  +0.3 Dec  +0.2 6.3 Dec +279.0 Nov +8.1 +0.7 0.45 0.92 0.88
Greece -0.9 03 -3.5 +0.5 +1.9 Nov  -0.2 Dec -1.1 24.5 Oct -1.1 Nov +2.5 -4.1 9.90 0.92 0.88
Italy +0.8 03 +0.8 +0.7 +0.9 Nov  +0.1 Dec  +0.1 11.3 Mov +39.3 Nov +1.9 -2.9 1.50 0.92 0.88
Netherlands +1.9 03 +0.6 +2.0 +2.2 Nov  +0.7 Der  +0.4 8.2 Dec +74.8 03 +10.6 -1.8 0.56 0.92 0.88
Spain_ _ +3.403  +3.2 431 +5.8MNov__ milDec 0.6 21.4MNov 41970 _+10 44 174 092  0.88
Czech Republic +4.1 03 +3.0 +3.4 +5.7 Nov  +0.1 Dec  +0.3 6.2 Dect +2.0 03 -0.1 -1.8 0.68 24.9 24.4
Denmark +0.6 03 -1.8  +1.5 +0.2 Nov  +0.5 Dec  +0.5 4.5 Nov +21.3 Nov +7.1 -2.9 0.73 6.86 6.53
Norway +3.0 03 +/.3  +0.7 =0.3 Nov +2.3Dec  +1.7 4,6 Oct +3/.3 03 +9.3 +5.9 1.49 8.68 103
Poland +3.5 Q3 +3.6 +3.4 +6.7 Dec  -0.5 Dec nil 9.8 Dect -1.6 Nov -1.4 -1.5 3.21 4,12 3.7E
Russia -4.1 Q3 na -3.8 -4.4 Dec +12.9 Dec  +15.3 5.8 Dect +65.8 04 +5,2 -2.8 10.24 78.3 67.2
Sweden +3.9 03 +3.4 +3.2 +6.2 Nov  +0.1 Dec nil 6.2 Novs +31.8 03 +6.3 -1.2 0.69 8.52 8.17
Switzerland +0.8 03 -0.1 +0.9 -2.8 03 -1.3 Dec -1.0 3.4 Dec +84.1 03 +8.6 +0.2 -0.27 1.02 0.90
Turkey  +4003 _na_+3.3 +3.6Nov_ +8.8Dec_ +7.6 _ _10.50ctf -34.7 Nov___ -4.9 -6 11.09 2.99 2.36
Australia +2.5 03 +3.8 +2.3 +1.903 +1.7 04 +1.6 5.8 Dec -49.5 Q3 -4.3 -2.4 2.68 1.42 1.26
Hong Kong +2.3 Q3 +3.5 +2.4 -2.003  +2.4 Dec  +3.1 3.3 Dech +9.3 03 +2.8 nil 1.65 7.79 T i)
India +7.4 03 +11.9 +7.2 3.2 Nov  +5.6 Dec  +5.0 4.9 2013 -22.7 03 -1.1 -3.8 7.79 68.0 61.4
Indonesia +4.7 03 na +4.7 +6.5 Nov  +3.4 Dec  +6.2 6.2 03* -18.4 03 -2.0 -2.0 8.34 13,878 12,477
Malaysia +4.7 03 na +5.4 +1.9 Nov  +2.7 Dec  +2.5 3.2 Novh +7.8 03 +2.5 4.0 3.86 4.26 3.60
Pakistan +5.5 2015** na +5.7 +4.7 Nov  +3.2 Der  +3.9 5.9 2015 -1.4 04 -0.7 -5.1 9.56M 105 101
Philippines +6.3 04 +8.2 +6.4 +7.5 Nov  +1.5Dec  +2.4 5.6 04t 4+9.6 Sep +4.1 -1.9 4.30 47.8 44.1
Singapore +2.0 04 +5.7 +2.9 -7.9 Dec  -0.6 Dec  +0.2 1.9 04 +68.6 03 +21.2 -0.7 2.37 1.43 1.34
South Korea  +3.0 04 +2.3 +2.6 0.3 Nov  +1.3 Dec  +0.7 3.2 Dect +104.9 Nov +8.0 +0.3 2.01 1,203 1,080
Taiwan -0.6 03 -1.2  +3.2 -6.2 Dec  +0.1 Dec  +0.1 3.9 Dec +77.2 03 +12.8 -1.0 0.99 33.6 31.3
Thailand _  +2.903  +4.0 +3.4 _  +01Nov_ -0.9Dec  +0.8 0.9Nes 432103 424 20 250 358 325
Argentina +2.3 Q2 +2.0 +1.3 -2.5 0ct — W4 — 5.9 3t -8.3 02 -1.8 -3.6 na 13.9 8.63
Brazil -4.5 Q3 -6.7 -3.4 -12.4 Nov +10.7 Dec  +9.6 7.5 Novf -58.9 Dec -3.7 -6.0 16.52 4,07 257
Chile +2.2 03 +1.8 +2.8 +0.5 Nov  +4.4 Dec  +3.9 6.1 Noviti -2.7 03 -1.2 -2.2 4.53 716 623
Colombia +3.2 03 +6.1 +3.3 +4.8 Nov  +6.8 Dec  +4.2 7.3 Novl -20.8 Q3 -6.7 -2.1 8.65 3,382 2,384
Mexico +2.6 03 +3.0 +2.5 +0.1 Nov  +2.1 Dec +2.7 4.4 Dec -29.9 03 -2.6 -3.4 6.13 18.5 14.6
Venezuela 71~ 49 45 na__ na_ 4841  6iNet  -1780~ -18  -165 1098 631 630
Egypt +4.5 Q2 na +4.2 -10.2 Nov +11.1 Dec +10.0 12.8 03* -14.7 Q3 -1.4 -11.0 na 7.83 1.44
Israel +2.4 03 +2.1 +3.3 +2.7 Nov  -1.0 Dec -0.2 5.4 Nov +12.5 03 +4.9 -2.8 1.96 3.97 3.94
Saudi Arabia +3.4 2015 na +2.7 na +2.3 Dec  +2.7 5.7 2014 -32.6 03 -2.7 -12.7 na 3.75 3.76
South Africa +1.0 03 +0.7 +1.4 -1.8 Nov  +5.2 Dec  +4.7 25.5 03t -14.0 Q3 -4.1 -3.8 9.63 16.4 11.5

Source: Haver Analytics. *% change on previous quarter, annual rate. The Economist poll or Economist Intelligence Unit estimate/forecast. *Not seasonally adjusted. *New series. ~2014 **Year ending June. tlates
3 months. ¥3-month moving average. 35-year vield, ***0ffical number nat yet proven to be reliable: The State Street PriceStats Inflation Index, December 26.85%; year ago 38.48% "1Dollar-denominated bonds.
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Markets
__%changeon

Dec 315t 2014
Index ppne inlocal in$
Jan 27th week currency terms
United States (DJIA) 15,9445 +1.1 -10.5 -10.5
China (55EA) 28628 -81 -155 -20.3
Japan (Nikkei 225) 17,163.9  +4.6 -1.6 0.7
Britain (FTSE 100) 5990.4 456  -8.8 -16.6
(anada (SRPTSX) 123778 +45  -154 -305
Euro area (FTSE Euro 100) 1,022.9 +5.7 1.4 114
Euro area (EURD STOXX 50) 3,043.5 +5.6 -3.3' =131
Austria (ATX) 2,138.0 +4.6 -1.0 -11.1
Belgium (Bel 20) 3,461.1 +5.4  +5.4  -5.4
France (CAC 40) 4,380.4 +6.2 425 -1.9
Germany (DAX)* 9,880.8 +5.2 +0.8 95
Greece (Athex Comp) 545.3 +3.6  -34.0 -40.7
Italy (FTSE/MIB) 18,848.0 +4.9  -0.9 -10.9
Netherlands (AEX) 4ed.4  +1.3 nl -10.2
Spain (Madrid SE) 882.3 +5.4  -15.4 -24.0
Czech Republic (PX) 902.6 +5.4 -4.7  -12.2
Denmark (OMXCB) 865.7 +7.5 +28.2 +14.9
Hungary (BUX) 23,769.5 +4.5 +42.9 +29.3
Norway (OSEAX) 585.0 +5.9  -5.6 -18.4
Poland (WIG) 43,2365 +26 -159 -275
Russia (RTS, § terms) 7049 +12.2 +16.3 -10.9
Sweden (OMXS30) 1,365.6 +5.8  -6.8 -14.3
Switzerland (SMI) 83227 +45 T4 9.5
Turkey (BIST) 72,052.8 +3.5 -15.9 -34.3
Australia (All Ord.) 5,000.8 +2.1 7.2 -20.2
Hong Kong (Hang Seng) 19,052.5 +0.9  -19.3 -19.7
India (BSE) 24,4924 +1.8 -109 -17.4
Indonesia (JSX) 4,583.6 +3.5 -123 -21.7
Malaysia (KLSE)  1,6315 +0.8 7.4 -239
Pakistan (KSE) 31,1004 +1.1 -3.2 7.2
Singapore (STI) 2,546.2 05 -243 -29.9
South Korea (KOSPI) 1,897.9 +2.8 -0.9  -9.4
Taiwan (TWI) 7.849.8 +20 -157 -20.7
Thailand (SET) 1,278.3 +2.3 -14.6 -21.6
Argentina (MERV) 10,786.6 +14.7 +25.7 -23.5
Brazil (BVSP) 38,376.4 +19  -23.3 -49.8
Chile (IGPA) 17.547.6 +2.3 1.0 -21.2
Colombia (IGBC) 8,430.7 +4.3 -20.5 -49.1
Mexico (IPC) 42,009 431 -2.4 -22.1
Venezuela (IBC) 14,3020 -1.2 +271 _na
Egypt (Case 30) 5,960.6 +3.2 -33.2 -390
Israel (TA-100) 1,248.9 +1.5 -31 5.0
Saudi Arabia (Tadawul)  5,698.6 +4.4  -316 -316
South Africa (JSE AS) 47923.9 +3.4 -3.7  -32.0

I Perceptions of corruption
Corruption continues to be a serious
1ssue in the Middle Eastand North Africa.
Transparency International uses surveys
of experts and business people to mea-
sure perceived levels of public-sector
corruption. Only six out of the 18 coun-
tries reported onin the region have a
score above 50 (anything below, and
corruptionis deemed to be a serious
problem); nine have seen their ratings
fall since 2012. The rise of Islamic State
has played a part, giving governments
across the region a reason to beef up both
their powers and the scope for abuse. But
Saudi Arabia’s score has risen for the
third yearina row, helped by a growing
recognition that transparency makes it
easier to attract foreigninvestment.

Other markets
% changeon
Dec 31st 2014
Index one inlocal in%

Jan 27th week currency terms
United States (S&P500) 1,883.0 +1.3 -85 -85
United States (NAScomp) 4,468.2 -0.1 -57  -5.7
China (SSEB, $ terms) 3411 -6.5 4244 +17.3
Japan (Topix) 1,400.7 +4.6 -0.5  +0.5
Europe (FT5Eurofirst 300) 1,340.8 458  -2.0 -12.0
World, dev'd (MSCI) 1,531.4 +2.7 -10.4 -10.4
Emerging markets (MSCI)  716.0 +3.4  -25.1 -25.1
World, all (MSCI) 3671 +27 -120 -12.0
World bonds (Citigroup) ~ 881.2 +0.2  -23 -2.3
EMBI+ (JPMorgan) 704.2  +1.7 +1.8  +1.8
Hedge funds (HFRX) 1,141.4%7 +04  -63 -6.3
Volatility, US (VIX) 23.1 +27.6  +19.2 (levels)
CDSs, Eur (iTRAXX)! 2.0 -6.9 +46.2 +31.3
CDSs, N Am (CDX)1 105.0 -5.4 +58.8 +58.8
Carbon trading (EU ETS) € 5.9 -47  -20.4 -28.5

Sources: Markit; Thomson Reuters. *Total return index.
'Credit-default-swap spreads, basis points. 8Jan 26th.

Indicators for more countries and additional
series, go to: Economist.com/indicators

Economic and financial indicators

Selected countries, 2015, 100=maximum score
4 MORE CORRUPT 50  LESS CORRUPT ¥

0 20 40 ; 60 &0 100
Qatar L35,
Israel | 32
Saudi Arabia | 48 |
Bahrain | 50
Oman 1 ﬁ_
Tunisia : %6 |
Egypt i 88 |
Lebanon 41 123
Iran ; 130 |
Syria : 154
e ; Ranking out of | ﬁ
Irag '] 168 countries - [=161

Source: Transparency International

The Economist commodity-price index

2005=100
% change on
one one
Jan 19th Jan 26th* month  vyear
Dollar Index
Alltems 1237 123.0 _ -28 -151
Food 1455 1447 -18 -122
Industrials
| Rt « 1) VL1 R o1, SO 1o OO o -
- 106.6 103.2 6.1 -131
Metals 98.6 99.2 =39 -21.5
Sterling Index
All items 159.0 156.1 +0.4 -9.9
Euro Index
Allitems 141.1 141.0 -2.3 -10.8
Gold
% peroz 1,086.2 1,117.4 +4.5 =136
West Texas Intermediate
% per barrel 28.4 31.3 -17.5  -31.9

Sources: Bloomberg; CME Group; Cotlook; Darmenn & Curl; FT; ICCO;
ICO; IS0; Live Rice Index; LME; NZ Wool Services; Thompson Lloyd &
Ewart; Thomson Reuters; Urner Barry; WSJ. *Provisional
'Non-food agriculturals.
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A world of friends

George, Baron Weidenfeld, publisher and philanthropist, died on January 2oth,

aged 96

HE glittering, hooded eyes captured

guests even before they sat down. His
apartment high above the Thames was full
of paintings of famous men—he had a pen-
chant for popes—but they struggled to
compete with George. (He was rarely, after
first acquaintance, “Lord Weidenfeld”.)
Somewhere in the room would be the
guest of honour: Angela Merkel, perhaps,
whom he had befriended when she was
still a middling Christian Democrat politi-
cian, or an Israeli general. He would invite
them to take the floor, with an elegant in-
troduction and a couple of probing ques-
tions to stimulate discussion. But it was the
rotund, courtly son of an Austrian classics
teacher who was the dazzler-in-chief, inex-
haustibly unearthing facts, analogies, liter-
ary allusions and personal connections
from hiselephantine memory:.

English diffidence tended to elude him;
assiduity was more his thing. Yet the con-
versational flow was not ponderous or
one-way; he was just as interested in new
people and ideas as in old ones. And, as he
had learned when the Nazis turned his
comfortable childhood upside down, you
could never have enough friends.

The breadth and depth of his acquaint-
ance were the foundation of his success as
a publisher. The ties could be intellectual,
cultural or romantic, and sometimes all

three. He cultivated them from pre-war Vi-
enna to the heights of the British establish-
ment—and at the best parties in London.
They produced publishing coups, dona-
tions, diplomatic reconciliations and
sometimes, where his many paramours
were concerned, scandal.

Personal loyalty, in his view, trumped
narrower or more abstract fealties. Though
an adamantine Zionist, he defended his
schoolmate Kurt Waldheim, who was em-
broiled in a war-crimes scandal when he
became president of Austria. Waldheim
had bravely helped young George evade
Nazi curbs on higher education for Jews;
that debt had to be repaid.

Cosmopolitan to his bones, he was pa-
triotically and thankfully British, though
for years he did not feel wholly part of the
country to which he had come as a penni-
less teenager. A peerage helped: it was
awarded in 1976 by Harold Wilson, the La-
bour prime minister whose talent he had
spotted 30 years before in a dog-eared
manuscript about the coal industry.

Once he was aninsider, he revelledinit.
He loved intrigue (too much, some said)
and excitement. The flair and showman-
ship of publishing—conceiving a book
with mischievous, relentless persuasion of
anyone with writerly potential, and show-
ily promotingit—appealed greatly. The dull

The Economist January 30th 2016

stuff in the middle appealed a lotless. Busi-
ness partners sometimes found that tire-
some, especially when vagueness about
their interests was matched with ruthless-
ness about his.

Though not short of enemies, he did
not bear grudges. In the ruins of post-war
Vienna he tracked down a Nazi student
with whom he had duelled and invited
him to breakfast. The towering young thug
had become an emaciated cripple, and
gratefully wolfed down huge sausage
sandwiches at the British Officers’ Club.

His greatest triumph, Lord Weidenfeld
reckoned, was outfacing the censors and
publishing Vladimir Nabokov’s “Lolita”.
Other celebrated authors in his stable in-
cluded Isaiah Berlin (“The Hedgehog and
the Fox”) and James Watson (“The Double
Helix”). Among his fiction writers were
Edna O’Brien and Saul Bellow. His forte,
however, was personal reminiscence. (His
own autobiography, a true gossipfest, was
called “Remembering my Good Friends”.)
He published memoirs and biographies of
De Gaulle (Whom he met while working in
the wartime BBC), Adenauer, Kissinger,
Mussolini and even Albert Speer. The fact
that his own family had barely escaped the
Holocaust made it all the more important
to explain how the Nazi empire worked.

Provincialism and narrow-mindedness
were his greatest foes; he had seen the
damage they had done to his cherished
continent. In the same vein, reconciliation
was his paramount cause: chiefly between
Germans and their victims and between
Jews and Christians. Charm and personal
contact could bridge most differences, giv-
en a chance. When the Iron Curtain fell he
raised money to bring students from the
former communist countries to his be-
loved Oxford. His travels across the Atlan-
tic and the Channel were indefatigable; his
hospitality, vigour and erotic energy were
legendary to the end of his life.

Tablets of stone

Only on Israel was he unbendable. Its re-
turn to statehood he saw as the greatest
achievement of the modern age (and one
in which, when he briefly worked as an ad-
viser to Chaim Weizmann, he had played a
direct part). Nothing must jeopardise its se-
curity. Though his heartremained with the
Israeli left, he said in later life that his head
was with Likud. He was buried on the
Mount of Olives, the Jewish state’s highest
honour forits dead.

Britons sometimes mistakenly thought
him old-fashioned. It was true that he had
the manners and polish of a Habsburg lit-
erary aristocrat: he was fluent in four lan-
guages and could read for pleasure in an-
other three. But that was civilisation, not
anachronism. The future enthralled him
just as much as the past—especially if there
might be a bookinit. m
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