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Two days of ceremonies com-
memorated the 75th anniversa-
ry of the Normandy landings of
1944. The queen and Theresa
May, Britain’s prime minister,
were joined by President Do-
nald Trump of America, Presi-
dent Emmanuel Macron of
France and many other nation-
al leaders from across the
world. The events followed a
state visit by Mr Trump to
Britain, which included a state
banquet at Buckingham Palace.
However, the visit was also
greeted by mass protests on the
streets of London.

Honey, honey

Rodrigo Duterte, the president
of the Philippines, said his
former wife had “cured” him of
homosexuality. He then ac-
cused a critical senator of
being gay. Gay-rights groups
decried the implication that
homosexuality was both a
disease and a slur.

Thailand’s parliament chose
the incumbent, Prayuth Chan-
ocha, as prime minister. As
army chief, Mr Prayuth
launched a coup and disband-
ed the previous parliamentin
2014, before pushing through a
new constitution that shores
up the junta he heads. One
opposition mp likened his
selection to “making someone
who set fire to a temple the
abbot of that temple”.

All nine Muslim ministers in
SriLanka’s government, as
well as two Muslim provincial
governors, resigned. Sri Lanka
has been suffering from a wave
of anti-Muslim violence after
jihadist suicide-bombers
killed some 250 people in
April. A prominent Buddhist
monk had demanded that two
of the ministers be dismissed,

claiming, without any evi-
dence, that they had links to
the bombers. The other min-
isters and governors resigned
in sympathy.

Hasta manana

The Trump administration
banned cruises and other
tourism trips by American
citizens to Cuba, in an attempt
to press the communist gov-
ernment to stop supporting
Venezuela’s embattled dic-
tator, Nicolas Maduro.

Colombia’s constitutional
court rejected changes pro-
posed by President Ivan Duque
to a tribunal created to prose-
cute former rebels and military
officials for war crimes. The
tribunal was created aftera
peace deal was signed in 2016
with the Revolutionary Armed
Forces of Colombia, a leftist
rebel group.

A Canadian inquiry described
the high rate at which indige-
nous women are murdered,
often by their partners, asa
“race-based genocide”. It de-
nounced the government for
failing to protect them.

Under attack

Sudanese security forces
slaughtered pro-democracy
protesters in Khartoum—by
coincidence, just before the
3oth anniversary of the Tian-
anmen massacre in China. At
least100 people were killed;
many more were injured. The
killings suggest that the mil-
itary junta that took charge
after the ousting of President
Omar al-Bashirin April has no
intention of allowing free
elections. Other Arab autoc-
racies, such as Saudi Arabia,
are giving the junta money and
encouragement not to back
down.

The council that oversees
elections in Algeria said a
presidential poll would not be
held as planned on July 4th due
toalack of eligible candidates.
Protesters pushed for the delay,
fearing the election would
prolong the old regime. De-
monstrations continue two

months after they helped
topple Abdelaziz Bouteflika,
the long-serving president. It is
up to the interim president to
name a new date for the vote.

Hundreds of members of
Cameroon’s opposition were
arrested during protests
against President Paul Biya.
The protesters were demand-
ing the release of hundreds of
others arrested following
previous demonstrations,
including Maurice Kamto, the
opposition leader. They also
called for an end to the fighting
between the government and
separatists in English-speak-
ing parts of the country.

The authorities in Bahrain
took their suppression of
dissent to a new level, warning
that people who “follow” anti-
government social-media
accounts could face legal con-
sequences. Most of the re-
gime’s critics are already in
prison or have fled abroad.

Money, money, money

The European Commission
found Italy in violation of EU
fiscal rules over a proposed
budget that fails to shrink its
debt, currently 132% of GDP.
The finding could lead to dis-
ciplinary action including
multi-billion-euro fines.

Turkey said it would go ahead
with its purchase of Russian-
made S-400 anti-aircraft mis-
siles. America has said it will
block the planned export of
F-35 fighters to Turkey, a NATO
ally, if it does not axe the deal.

Tens of thousands of demon-
strators in Prague called for the
resignation of Andrej Babis,
the Czech prime minister, who
isabusiness magnate. The
police have recommended
charging him with fraud, and a
European Commission audit
found he had a conflict of
interest involving a company
he once owned, Agrofert.

Andrea Nahles stepped down
as head of Germany’s Social
Democratic Party, destabilising
the country’s coalition govern-
ment, led by Angela Merkel

and the Christian Democrats.
The party may take months to
selecta new leader. Some in
the party want to pull out of the
coalition, which would mean
new elections this autumn.

Lars Lokke Rasmussen, the
leader of Denmark’s governing
centre-right coalition, conced-
ed defeatin the country’s
general election. The centre-
left bloc led by Mette Frederik-
sen won 910f the179 seatsin
parliament.

She’s my kind of girl

China and Russia agreed to
upgrade their relationship to
what they called a “compre-
hensive strategic partnership
of co-ordination fora new era”.
This was announced after a
meeting in Moscow between
China’s president, XiJinping,
and his Russian counterpart,
Vladimir Putin. Tass, a Russian
news agency, quoted Mr Putin
as saying the partnership had
reached “an unprecedentedly
high level”. Mr Xi told Russian
media that Mr Putin was his
“bestand bosom friend”.

In China, censorship of the
internet was stepped up and
tight security maintained
around Tiananmen Square to
preventany attempt to com-
memorate the crushing of
pro-democracy protests in the
square on June 4th1989. The
measures appeared largely
effective in Beijing, butin
Hong Kong about 180,000
peoplejoined a candlelit vigil
to mark the bloodshed, organ-
isers said. China’s defence
minister, Wei Fenghe, said the
army’s “resolute measures” in
1989 were “correct” and had
“preserved stability”. China has
never given an official figure
for how many people died.
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Reports emerged that Ameri-
ca’s federal government is
preparing to investigate the
country’s biggest tech firms for
anti-competitive practices. The
Department of Justice will
oversee any potential investi-
gations of Google and Apple,
while the Federal Trade Com-
mission will have jurisdiction
over Facebook and Amazon.
Not to be outdone, lawmakers
in the House Judiciary Com-
mittee said they were planning
their own antitrust probe of
digital platforms, including
the four tech giants.

America continued to fight
trade wars on several fronts.
President Donald Trump indi-
cated that he would move
forward with threats to impose
5% tariffs on imports from
Mexico in an attempt to pres-
sure the country to stem the
flow of migrants crossing
America’s southern border.
While there is little support for
the president’s proposed tariffs
in Congress, even among
members of his own party, Mr
Trump insisted that attempts
to stop him would be “foolish”.

Jerome Powell, the chairman of
the Federal Reserve, reassured
financial markets rattled by
growing trade tensions. Speak-
ingata conference in Chicago,
Mr Powell said the central bank
would “actas appropriate to
sustain the expansion” amid
growing economic uncertain-
ty. The remarks sparked a rally
in American share prices and
signalled the Fed’s willingness
to cut interest rates. Futures
markets indicate a 59% chance
of arate cut byJuly.

China announced plans to
create alist of “unreliable”
foreign firms, groups and
individuals deemed harmful to
the interests of Chinese firms.
The move follows America’s
decision last month to place
Huaweion its own blacklist, in
effectbanning American firms
from doing business with the
Shenzhen-based telecoms
giant. China has not provided
details about which companies
would be included on its black-
list or what measures would be
taken against them.

By the same token

A group of 14 financial firms,
led by Swiss bank UBS, is pre-
paring to launch a blockchain-
based digital currency for use
in settling cross-border trade.
The bitcoin-like token, called
the utility settlement coin, or
Usc, is expected to reduce risk
and make transactions more
efficient. The usc will be
backed by major global cur-
rencies held at central banks.
The firms behind the effort—
which include banks in Ameri-
ca, Europe, and Japan—expect
the digital currency to be oper-
ational by 2020.
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Africa’s most industrialised
economy shrunk by an annu-
alised 3.2% in the first quarter,
itslargest decline in a decade.
Almost every sector of the
South African economy was
hit, according to the country’s
statistics office, with manufac-
turing, mining and agriculture

output falling by 8.8%, 10.8%
and 13.2% respectively. The
contraction can be blamed in
part on severe power outages.
Eskom, the state-owned utility
responsible for supplying
nearly all of the country’s
power, has struggled to meet
demand and is now regarded as
asignificant risk to South
African growth.

Blackstone, a private-equity
firm, announced that it will
buy a portfolio of industrial
warehouses in America from
GLP, a Singapore-based proper-
ty investment manager, for
$18.7bn. The acquisition, one
of the largest private real-
estate deals in history, repre-
sents a big bet on the contin-
ued growth of e-commerce,
which has spurred demand for
warehouse space by retailers.

Infineon Technologies, a
German chipmaker, agreed to
acquire arival, Cypress Semi-
conductor, for€8.4bn
($9.4bn). The deal, which
valued SanJose-based Cypress
at $23.85 per share, a 46%
premium over its share price in
the last month, will create the
world’s eighth-largest semi-
conductor maker. Infineon
investors were dissatisfied
with the acquisition, sending
shares in the Munich-based
firm tumbling more than 9%.
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Applesaid it will shut down its
iTunes music service, replac-
ing it with its Music, Tvand
Podcasts apps. The decision to
phase out the software was
announced at the firm’s annual
developer conference. The
change will be rolled out later
this year with its latest operat-
ing system, macos Catalina.

Midnightin Paris

Fiat Chrysler withdrew its
$35bn proposal to merge with
Renault. The tie-up, which
would have created the world’s
third-biggest carmaker, was
abandoned by the Italian-
American firm shortly after
midnight onJune 5th when the
French government, Renault’s
largest shareholder, requested
adelay to a final decision on
the merger. Fiat Chrysler
blamed “political conditionsin
France” for the deal’s collapse.

A social-media campaign
calling for a ban on office dress
codes that require women to
wear high heels went viral in
Japan. The effort spread under
the hashtag #KuToo, which
plays on the Japanese words
for shoe (kutsu) and pain (kut-
suu). Asked to comment on the
online campaign, Japan’s
health minister said that such
workplace rules are “necessary
and appropriate”.




HOW MANY MANUFACTURES
CAN OFFER YOU
UP TO 8 YEARS OF WARRANTY?

WE CAN.

OUR INTEGRATED MANUFACTURE IN THE SWISS VALLEE DE JOUX
HOSTS 180 SKILLS UNDER ONE ROOF.

JOIN THE JAEGER-LECOULTRE CARE PROGRAM
TO ACCESS UP TO 8 YEARS OF INTERNATIONAL WARRANTY

Register your timepiece under jaeger-lecoultre.com/services

L,

«JAEGER-LECOULTRE>




— ]

..u....
-
R

e i\

— ———




S THERE A STORM
BREWING IN YOUR
CLOUD?

Powered by Al, Darktrace detects and fights back against
-emerging cyber-threats across your digital infrastructure,
“including AWS, Microsoft Azure, Office 365, and others.

. - J -
. LI M
Learn more at darktrace.com 2 |

. 1 |

BRE 1

g1
1 g181gl1o.1 ]
818 gel: 108 88 8808 8

‘20t

'w"DARKTRACE

- World-Leading Cyber Al

T ———



The
Economist

Weapons of mass disruption

America is aggressively deploying a new economic arsenal to assert its power. That is counterproductive—and dangerous

HEN DONALD TRUMP arrived in the Oval Office he promised

to restore America’s might. His method has turned out to
be a wholesale weaponisation of economic tools. The world can
now see the awesome force that a superpower can project when
it is unconstrained by rules or allies. On May 30th the president
threatened crippling tariffs on Mexico after a row over migra-
tion. Markets reeled, and a Mexican delegation rushed to Wash-
ington to sue for peace. A day later preferential trading rules for
India were cancelled. Its usually macho government did not put
up a fight and promised to preserve “strong ties”. China faces a
ratcheting up of tariffs soon, and its tech giant, Huawei, has been
severed from its American suppliers. The country’s autocratic
leaders are enraged, but on June 2nd they insisted they still seek
“dialogue and consultation”. A tighter embargo on Iran, imposed
over European objections, is strangling its economy.

President Trump must view this scene with satisfaction. No-
body takes America for granted any more. Enemies and friends
know that it is prepared to unleash an economic arsenal to pro-
tectits national interest. America is deploying new tactics—pok-
er-style brinkmanship—and new weapons that exploitits role as
the nerve centre of the global economy to block the free flow of
goods, data, ideas and money across borders. This pumped-up
vision of a 21st-century superpower may be seductive for some.
But it could spark a crisis, and it is eroding
America’s most valuable asset—its legitimacy.

You might think that America’s clout comes
from its 11 aircraft-carriers, 6,500 nuclear war-
heads or its anchor role in the IMF. But it is also
the central node in the network that underpins
globalisation. This mesh of firms, ideas and
standards reflects and magnifies American pro-
wess. Though it includes goods traded through
supply chains, it is mainly intangible. America controls or hosts
over 50% of the world’s cross-border bandwidth, venture capital,
phone-operating systems, top universities and fund-manage-
ment assets. Some 88% of currency trades use greenbacks.
Across the planet it is normal to use a Visa card, invoice exports
in dollars, sleep beside a device with a Qualcomm chip, watch
Netflix and work for a firm that BlackRock invests in.

Foreigners accept all this because, on balance, it makes them
better off. They may not set the rules of the game, but they get ac-
cess to American markets and fair treatment alongside Ameri-
can firms. Globalisation and technology have made the network
more powerful although America’s share of world Gpp has fallen,
from 38% in 1969 to 24% now. China cannot yet compete, even
though its economy is approaching America’s in size.

Despite this, Mr Trump and his advisers are convinced that
the world order is rigged against America, pointing to its rust-
beltand its trade deficit. And rather than mimic the relatively re-
strained tactics of the last trade conflict, with Japan in the 1980s,
they have redefined how economic nationalism works.

First, instead of using tariffs as a tool to extract specific eco-
nomic concessions, they are being continuously deployed to
create a climate of instability with America’s trading partners.
The objective of the new Mexican tariffs—fewer migrants cross-

ing the Rio Grande—has nothing to do with trade. And they
breach the spirit of USMCA, a free-trade deal signed by the White
House only six months ago, which will replace NAFTA (Congress
has yet to ratify it). Alongside these big fights is a constant bar-
rage of petty activity. Officials have skirmished over foreign
washing machines and Canadian softwood lumber imports.

Second, the scope of activity has been extended beyond phys-
ical goods by weaponising America’s network. Outright enemies
suchasIranand Venezuela face tighter sanctions—Ilast year1,500
people, firms and vessels were added to the list, a record figure.
The rest of the world faces a new regime for tech and finance. An
executive order prohibits transactions in semiconductors and
software made by foreign adversaries, and a law passed last year
known as FIRRMA polices foreign investment into Silicon Valley.
If a firm is blacklisted, banks usually refuse to deal with it, cut-
ting it off from the dollar payments system. That is crippling—as
two firms, zTE and Rusal, discovered, briefly, last year.

Such tools used to be reserved for times of war: the legal tech-
niques used for surveillance of the payments system were devel-
oped to huntal-Qaeda. Now a “national emergency” has been de-
clared in tech. Officials have discretion to define what is a threat.
Though they often clobber specific firms, such as Huawei, others
are running scared (see Business section). If you run a global
company, are you sure your Chinese clients are
not about to be blacklisted?

The damage to America’s economy so far has
been deceptively small. Tariffs cause agony in
export hubs such as northern Mexico, but even
if Mr Trump imposes all his threatened tariffs,
the tax on imports would be worth only about
1% of America’s GDP. His poll ratings at home
have held up, even as they have slumped abroad.
His officials believe the experiment in weaponising America’s
economic network has only just begun.

In fact, the bill is mounting. America could have builta global
coalition to press China to reform its economy, but it has now
squandered precious goodwill. Allies looking for new trade deals
with America, including post-Brexit Britain, will worry that a
presidential tweet could scupper it after it has been signed. Re-
taliation in kind has begun. China has begun its own blacklist of
foreign firms. And the risk of a clumsy mistake that triggers a fi-
nancial panic is high. Imagine if America banned the $itrn of
Chinese shares trading in New YorKk, or cut off foreign banks.

In the long run the American-led network is under threat.
There are hints of mutiny—of America’s 35 European and Asian
military allies, only three have so far agreed to ban Huawei. Ef-
forts to build a rival global infrastructure will accelerate. Chinais
creating its own courts to adjudicate commercial disputes with
foreigners (see Chaguan). Europe is experimenting with build-
ing a new payments system to get round the Iran sanctions,
which could in time be used elsewhere. China, and eventually
India, will be keen to end their dependence on semiconductors
from Silicon Valley. Mr Trump is right that America’s network
gives it vast power. It will take decades, and cost a fortune, to re-
placeit. Butif you abuse it, ultimately you will lose it. m
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Foreign-investment disputes

Treaty or rough treatment

With populists corrupting courts, the European Union should rethink plans to ditch treaties that safeguard investors

FTER THE fall of the Berlin Wall and before central and east-
Aern European countries began joining the European Union
in 2004, officials in Brussels strongly encouraged bilateral in-
vestment treaties (BITS) between the bloc’s members and their
neighbours to the east. BITS are inter-governmental agreements
that govern disputes between foreign investors and host states.
Their purpose is to protect investors against discrimination and
expropriation (disputes between companies are handled separ-
ately). The European Commission hoped they would stimulate
investment in the region to the benefit of both investors and
newly liberated former Soviet-bloc countries. They did. Thanks
in part to these treaties, inflows of capital soared. Germany, in
particular, became a big investor in Hungary and the Czech Re-
public. BITs have become a common way to seek
redress in bust-ups originating in the region,
with 145 cases filed since 1989.

Over time, however, the Eurocrats have
grown cooler towards BITS, primarily because
they are unhappy with where they are resolved.
Arbitration is conducted by the International
Centre for the Settlement of Investment Dis-
putes (1csiD), a World Bank body based in Wash-
ington. The European Commission argues that this is the wrong
forum for all-European investment disputes. It prefers local
courts torule on them, with the European Court of Justice (ECJ) as
thelast resort. Its stance received a boost in March 2018 when the
ECJ decided against Achmea, an insurer that had sued Slovakia
for breach of the Dutch-Slovak BIT after a change in Slovak law
prohibited the distribution of profits derived from private health
insurance. A German court had referred the case to the EcJ, argu-
ing that the arbitration clause in the treaty was incompatible
with EU law. In the wake of the Achmea ruling the commission
proclaimed that all of the more than 190 intra-Eu BITs must end
by December this year.

The desire to resolve disputes at home rather than in an ob-

scure court across the Atlantic would be understandable if
courts across the EU could be trusted. But they can’t. In parts of
central Europe the domestic judicial system is neither fair nor
equitable, because it is increasingly under the influence of poli-
ticians. In Poland the governing Law and Justice party has subju-
gated courts by stacking the Constitutional Tribunal with its cro-
nies and by letting parliament, rather than other judges, choose
members of the National Council of the Judiciary, the body that
handles judicial appointments. In Hungary the prime minister,
Viktor Orban, has amended the constitution to cow the country’s
judges. Last week he shelved plans to create a parallel judicial
system, which would have handled cases brought against state
bodies, only because he worried it would lead to his party’s ex-
pulsion from the EU parliament’s European Peo-
ple’s Party (it is already suspended). And the
Czech prime minister, Andrej Babis, recently re-
placed the justice minister with a loyal foot sol-
dier who he hopes will prevent or delay his in-
dictment for the misuse of EU funds.

In light of the politicisation of the judiciary
in much of central Europe, the thought of BITs
being dismantled at the end of the year fills
many investors with dread. If the treaties disappear, so will
much of the investment from western neighbours on which the
region still heavily relies. Not surprisingly, Germany, France and
Austria—all countries whose firms have big investments in cen-
tral Europe—are opposed to the abolition of intra-EU BITS,
whereas Poland, the Czech Republic and Hungary are all for it.

One solution would be the establishment of an EU body, mod-
elled on the 1CSID, to specialise in investment disputes. But this
would take years to set up. In the meantime, the EU should stick
with BITs. If it does not, investors will either steer clear of coun-
tries with unreliable judicial systems or structure their deals
from countries outside the bloc that have bilateral treaties with
those within it. Either way, Europe would lose. ®

The internet’s next act

You ain’t seen nothing yet

The second half of humanity is joining the internet. They will change it, and it will change them

N 2007 MORE humans lived in cities than outside them for the
first time. It was a transition 5,000 years in the making. The in-
ternet has been quicker to reach the halfway mark. Over 50% of
the planet’s population is now online, a mere quarter of a century
after the web first took off among tech-savvy types in the West.
The second half of the internet revolution has begun. As our
briefing describes, it is changing how society works—and also
creating a new business puzzle.
Most new users are in the emerging world; some 726m people
came online in the past three years alone. China is still growing
fast. But much of the rise is coming from poorer places, notably

India and Africa. Having seen what fake news and trolling has
done to public discourse in rich countries, many observers wor-
ry about politics being debased, from the polarisation of India’s
electorate to the persecution of Myanmar’s Rohingya minority.
On the positive side, charities and aid workers talk endlessly and
earnestly about how smartphones will allow farmers to check
crop prices, let villagers sign up for online education and help
doctors boost vaccination rates.

Less well appreciated is that the main attractions of being on-
line are the same for the second half as they were for the first. So-

cialising and play, not work and self-improvement, are the draw. »
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» Porn is popular. Messaging apps help friends stay in touch, and
let migrant workers say goodnight to their children back home.
People entertain their friends—and strangers—on social media
with goofy home-made videos on YouTube or TikTok, an app fo-
cused on short, humorous clips. Cheap data plans and thumb
drives bring pirated films to millions who may never have been
to a cinema. Dating apps are more popular than farming advice;
video games are more popular than either. Such boons are un-
likely to make their way into many UN development reports. But
they are a boost to the stock of human happiness.

For businesses, the second half of the internet offers a vast
pool of customers. It also brings a headache—most of these new
users are too poor to spend very much. Tens of billions of dollars
in venture-capital money have flowed into internet startups in
emerging markets, excluding China. The Silicon Valley giants
have builtup big user bases—over1.5bn Facebook usersare in de-
veloping countries. YouTube, a video site owned by Google, is in-
creasingly dominated by non-Western users. Last year Walmart
spent $16bn buying Flipkart, an Indian e-commerce giant. Ju-
mia, an e-commerce firm with 4m customers in Nigeria and 13
other African countries, floated in New York in April.

Despite these firms’ punchy valuations, they are still looking
for sustainable business models. Reliance Jio, an Indian firm,
has sunk $37bn into building a high-speed mobile network and
acquiring a big base of mostly poor users. Each Facebook user in
Asia generates only $11 of advertising revenue a year, compared
with $112 for a North American one. The combined revenue of all
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the internet firms in emerging markets (excluding China) is per-
haps $100bn a year. That is about the same size as Comcast,
America’s 31st-biggest listed firm by sales.

Nonetheless, the impact of these firms on business will get
bigger in two ways. First, they will grow fast—although whether
fast enough to justify their valuations remains to be seen. To
maximise their chances, many are offering not just a single ser-
vice (such as search or video), as Western firms tended to in their
early years, but a bundle of services in one app instead, in the
hope of making more money per user. This approach was pio-
neered in China by Alibaba and Tencent. Go-Jek in Indonesia of-
fers ride-hailing, payments, drug prescriptions and massages.
Facebook is pushing a digital payments system in India through
its chat service, WhatsApp (see Finance section).

The second is that in the emerging world, established firms
are likely to be disrupted more quickly than incumbents were in
the rich world. They have less infrastructure, such as ware-
houses and retail sites, to act as a barrier to entry. Many people,
especially outside the big cities, lack access to their services en-
tirely. Beer, shampoo and other consumer-goods firms could
find that as marketing goes digital, new insurgent brands gain
traction faster. Banks will be forced to adapt quickly to digital
payments or die. Viewed this way, there is a huge amount of
money at stake—the total market value of incumbent firms in
the emerging world, outside China, is $8trn. If you thought the
first half of the internet revolution was disruptive, just wait until
you see the second act. W

Regional development

Head south, young Chinese

China wants to help its backward interior regions. It should focus on helping people, not building more infrastructure

T HAS BEEN a tense few days for the Communist Party in Bei-
I jing. Officials were afraid that dissidents would try to com-
memorate the 3oth anniversary of the crushing of the Tian-
anmen Square protests on June 4th. Censors scrubbed any
allusion to it within the Great Firewall. Police kept activists un-
der close watch, escorting some of them out of the capital foran
enforced “holiday” during the sensitive period.

Butwhat is extraordinary about the decades since Tiananmen
ishow the party has largely succeeded in erasing
the massacre from the public’s consciousness.
About 40% of the population was not even alive
then. Most Chinese would say that the eco-
nomic boom, which began three years after the
bloodshed, has had a far bigger impact on their

China, regional GDP per person
As % of south-coastal region
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than they would have done in a village, but are often marginal-
ised. Their urban neighbours, and Chinese laws, treat them as
second-class citizens. Compared with the gaping regional di-
vides in China, the rich world’s increasingly visible geographical
inequality seems almost trivial.

One reason why there has not been more grumbling in China
is that the government has poured huge sums into poor places. It
has used tax benefits to get firms to invest in western and central
areas. In 2000 the construction of things such as
roads, railways and factories accounted for
roughly a third of local GpP in all China’s re-
gions. By 2015 that had risen to more than 40%
along the wealthy south coast, but to nearly 70%
in the west. For years this spending spree
worked. By 2013 GDP per person in inland prov-
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lives. China’s defence minister, Wei Fenghe, re-
cently said the army’s “resolute measures” in
1989 had “preserved stability” and that “earth-
shattering changes” in China showed it was correct. That view
has much supportin China. Few dare to disagree openly.

Just as remarkable is that the boom has continued for so long
without itself creating much unrest. Consider how uneven it has
been. Coastal cities have attained almost rich-world standards of
living. Deeper inland, vast swathes of the country, especially ru-
ral areas, lag far behind. Schools and hospitals are shabby and
life expectancy is low. Many people have moved from the coun-
tryside tourban areas in search of work. They typically earn more
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inces had risen from just one-third of coastal
levels to about one-half.

Since then, however, the government’s efforts have proved
less effective. The gap has started widening again. Many cities in
the interior are still prospering. But coastal regions, especially in
the south, are powering ahead and are likely to widen their lead
(see Chinasection). Indeed, the government’s intervention is in-
creasingly counter-productive. Its heavy-handed approach
threatens both growth and social stability.

First, look at the poorer regions’ economies. Pouring lots of

concrete has naturally been a boost. But the regions have far less »
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» need now of new infrastructure. It is reasonable to ensure poor
places are not starved of public investment, but too often China
ignores market signals entirely. It is particularly important that
China spends wisely because of its enormous domestic debt,
much of which relates to unnecessary building in the interior. It
would be better to direct cash at hospitals, schools and job train-
ing than to squander it on more empty expressways.

Then look at the people who live inland—well over half the
population. One reason place-based policies are in vogue in the
richworld is that many workers have stayed in failing places. The
same is true in China—but by design. The government has been
maintaining barriers to migration to booming coastal cities and
lowering them to inland ones. Far better to let workers move

The Economist June 8th 2019

freely by abolishing the pernicious hukou system that restricts
migrants’ access to public services outside their home towns. As
coastal areas age rapidly, they will need young migrants to keep
them as dynamic as they are today. The government should
make it easier to move to them, not least by building more af-
fordable housing that anyone, not just locals, can buy.

A big reason why China has remained relatively stable since
Tiananmen is that most Chinese have had hope that their lives
will improve. But the next 30 years will be tougher, as the popula-
tion ages and growth slows. It will become harder for some to
sustain their dreams. Putting obstacles in the way of those who
wish to seek their fortunes in coastal megacities will needlessly
hinder China’s development.

Psilocybin

Let magic into the daylight

Moves to decriminalise magic mushrooms and license them for medical use are welcome

(T WAS LIKE when you defrag the hard drive on your comput-
Ier. I experienced blocks going into place, things being re-
arranged in my mind. I visualised, as it was all put in order, a
beautiful experience with these gold blocks going into black
drawers that would illuminate and I thought: ‘My brain is being
defragged! How brilliant is that!"” said Patient 11 in a small trial
carried out at Imperial College, London, into the effects of psilocy-
bin, the active compound in magic mushrooms, on people with
depression resistant to available treatments. Six months on, the
experience had leftits mark. “My mind works differently. I rumi-
nate much less, and my thoughts feel ordered, contextualised.”
The rehabilitation of psychedelic drugs, banned in most
countries, is under way (see International section). Oakland,
California, in effectdecriminalised psychoactive plantsand fun-
gi this week; a Republican state senator wants to do the same in
Iowa; Denver decriminalised magic mush-

through in depression medication for 30 years. The only drug re-
cently licensed is a version of another controlled drug,
ketamine, which is effective for no more than a week. The world
needs more tools to deal with depression and addiction. Ameri-
ca’s Food and Drug Administration is interested enough to have
given psilocybin “breakthrough” status, which means it wants to
expediteits passage through the approvals system. Any resulting
drug will have to be administered in controlled settings. Much of
its efficacy is likely to depend on the support given by doctors.
But the way psilocybin works on people’s brains suggests that it
may have a broad potential for addressing mental illness.

Few will oppose the careful process leading up to the licens-
ing of the drug. But there are worries, even among some of psilo-
cybin’s proponents, about decriminalisation. The drug, it is ar-
gued, has a powerful effect on the brain, and not enough is yet
known about it. Some people—those with a fa-

rooms last month; and campaigns in California
and Oregon demand ballots to decriminalise
psychoactive plants and legalise the therapeutic
use of psilocybin, respectively.

Half a century ago, the therapeutic potential
of psychoactive drugs inspired around 1,000
studies of their impact on various mental ail-
ments. The research was shut down amid the
moral panic sparked by Timothy Leary, a psychologist and evan-
gelist for psychedelic drugs, who urged America’s young to “turn
on, tune in and drop out” of whatever respectable futures their
parents had mapped out for them. Slowly, impeded by the drugs’
legal status, research on psychedelics has started again—mostly
on psilocybin, because itis easy to synthesise and does not suffer
from the same stigma as LSD (Leary’s favourite). Around a dozen
small studies have been carried outat American universities and
at Imperial College. They hint that psilocybin, along with sup-
portive psychiatric care, may be an effective treatment for de-
pression, addiction, obsessive-compulsive disorder and the
anxiety that often afflicts people when death is approaching.

At present this is no more than a possibility, but an exciting
one. Around 30om people suffer from depression. Around 8m
people die from the effects of tobacco every year. America is suf-
fering an opioid epidemic. There has been no major break-

milial history of schizophrenia, for example—
should not take it at all. Researchers fear that a
few spectacular accidents involving the drug
will reignite the moral panic that slammed the
door on the first wave of research.

Accidents will surely happen. They always do
when people mess with their brains. Depending
on the country, 12-34% of recreational users of
psilocybin have a disturbing experience, and sometimes these
have lasting effects. Buta large-scale study of Americans showed
no association between taking psychedelic drugs and mental
health problems. Psilocybin has potential both to heal people’s
illsand to give them pleasure. A third of volunteers in a study rat-
ed the mystical experience it induced as the most profound of
theirlives, and another third putitin the top five. Itis also, by the
standards of other mood-altering substances, pretty safe. It is
not addictive, there is no known lethal dose, and—unlike alco-
hol—any damage is usually restricted to those who take it.

Certainly, moves to decriminalise psychedelics should be ac-
companied by campaigns to educate people about the risks.
Those who take them should get the setting right—a safe place,
with benevolent people and a sober friend around. But humanity
should celebrate the fact that it has such powerful medicine
available to it, rather than jailing people for taking it. m
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Climate and conflict

“How climate change can fuel
wars” (May 25th) focused on
one direction of the connec-
tion between conflict and
global warming, and not the
most direct.

The primary concern of the
International Committee of
the Red Cross is that people
living in places already affect-
ed by conflictare among those
most vulnerable to climate
risks. This is true in countries
such as Nigeria, Somalia,
South Sudan and Yemen
through the heightened conse-
quences of droughts and floods
in conflict areas.

Atthe same time,
discussions on climate
finance in the context of the
Paris agreement are intended
to consider the most vulner-
able, butin practice exclude
conflict settings. International
support for adaptation must
increase, butalso avoid mar-
ginalising people living in
conflict areas. Humanitarian
systems must adjust.

YVES DACCORD
Director-general
International Committee of
the Red Cross

Geneva

PROFESSOR MAARTEN
VAN AALST

Director

Red Cross Red Crescent
Climate Centre

The Hague

Taxing drivers
Your comprehensive analysis
of loss-making companies in
the ride-hailing industry (Free
exchange, May uth) ignored
one significant factor: the
actual income drivers get to
keep after expenses. Recent
studies show the typical Uber
driver in America receives net
income of $9 an hour before
income tax. This barely meets
the legal minimum wage. In
new markets like India, drivers
are staging protests over their
low (and falling) income. And
yetyou identified payments to
drivers as “the juiciest target”
for these companies to cut
costs.

The ride-hailing industry’s
strategy of predatory pricing

cannot be maintained forlong.
Investors’ goodwill (and deep
pockets) will dry up sooner
rather than later, and fares will
have torise. The real answer
lies in mass-transit systems.
ACHAL RAGHAVAN
Adjunct/visiting professor
Indian Institute of
Management Udaipur

Always with us
Though Lexington’s evidence
on the prospects for America’s
Middle East peace plan was
solid, his conclusion was
questionable (May uth). Itis
true that Saudi-Iranian
tensions and the rise of China
should have American foreign-
policy wonks looking in differ-
entdirections. But the Israeli-
Palestinian conflict will re-
main centre stage for
politicians, simply because of
the number of interests at play.
For the Republicans, Israeli-
backed lobbyists will continue
to play an important role in
crafting political strategy. On
the Democratic side, the rise of
the social-justice movement
and a morals-backed foreign
policy, espoused by Elizabeth
Warren in arecentarticle in
Foreign Affairs, will keep the
plight of the Palestinians in the
spotlight. As they say, all
politicsislocal.
EVAN NEBEL
Bethesda, Maryland

Contrary to your article on the
Democrats’ new thinking on
foreign policy, there is nothing
radical or fresh in theirideas
(“There’s something happen-
ing here”, May 4th). At best,
calls for a foreign policy of
“greater restraint” and focus on
inequality and corruption are a
reversion to Barack Obama’s
strategy of leading from be-
hind and the human-devel-
opment priorities presented in
his speech in Cairo. In reality,
the desire for restraint and
rational goals reflects the
strong isolationist strand that
cuts across party lines and has
marked debates about Ameri-
ca’srole in the world since the
earliest days of the republic.
There is room for a healthy
debate about America’s strate-
gic role post-Donald Trump.

But to the degree that dis-
cussionisin need of original
ideas because the old ones
have been found wanting, I
suppose nobody’s right if
everybody’s wrong.

KAMAL SIDHU

Singapore

The people v the courts
Regarding the “law” on
abortion in America
(“Supremely wrong”, May 18th),
many conservatives have a
problem with Roe v Wade
precisely because the courts,
and not the legislature, have
set the policy. As the late Anto-
nin Scalia once said: “You want
aright to abortion? Persuade
your fellow citizens and enact
it”. However imperfect the
political system may be, at
least Alabama’s abortion law
has been passed by the state
legislature.

DAN BRENDEL

Alexandria, Virginia

A man forall seasons

Denis MacShane suggested
that David Cameron donned
Nigel Farage’s mantle and
blames the former prime min-
ister for conceding ground to
“simplistic anti-Europeanism”
(Letters, May 18th). It was not
Mr Cameron’s job to sacrifice
his career in the cause of pro-
tecting the EU from the voters. I
certainly think a comparison
with Lord North is unfair.
Perhaps Cardinal Wolsey
would be better, fora prime
minister ultimately blown
ashore by a European
headwind impossible to

tack against.

WILLIAM PALFREMAN

Leeds

Oddly satisfying
“Working it” (May 25th) toys
briefly with David Graeber’s
idea of “Bullshit Jobs” before
deciding thatitisn’tusefulin
explaining low unemploy-
ment. To make your case you
use two examples which might
symbolise inefficiency; not to
be confused with bullshit.

The suitcase-straightener at
Haneda airport can immedi-
ately see what they contribute:

they could also surmise what
would happen without them.
Second, the three bartenders
mixing an outstanding gin
martini together and then
watching the customer drink
it. Talk about witnessing the
fruits of one’s labours! The
scale of bullshit jobs might still
be unclear, but the glee with
which you seized upon these
examples, muddling efficiency
with notions of usefulness and
value, suggests that there
might well be some bullshit
involved after all.

SUNIL MITRA KUMAR

Lecturer in economics

India Institute and DFID

King's College London

Who makes what?
Schumpeter stated as an
apparent fact that Unilever’s
“pursuit of environmental and
social responsibility”, which is
admirable, “helps win
customers” (May 4th). Is there
evidence of this? Iwould
confidently hazard a guess that
more than 95% of those who
buy Unilever’s variously
branded products have no idea
of the conglomerate behind
them, nor do they care.

PETER EDWARDS

Harpenden, Hertfordshire

The shear cheek

I was about to complain that
the “shear madness” that
people will pay for fancy lambs
in Senegal (“Golden fleeces”,
May 18th) was a spelling error,
when I realised it was probably
anintentional pun. As was the
reference to armed men who
“rammed into” a friend’s
house”. I'm now feeling a little
sheepish.

ROLLO PRENDERGAST
Berkhamstead, Hertfordshire

“Shear madness”? How do ewe
sleep at night?

JOE JENKINSON

Bristol

Letters are welcome and should be
addressed to the Editor at

The Economist, The Adelphi Building,
1-11John Adam Street, London wc2n 6HT
Email: letters@economist.com

More letters are available at:
Economist.com/letters
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Developing Leaders of Tomorrow
Young Professionals Program

If you are a highly motivated individual who possesses a passion
for international development and are skilled in areas relevant to
the World Bank's operations such as economics, finance, education,
public health, social sciences, infrastructure, urban planning
or natural resource management, we would like to hear from you,

For more than 55 years, the Young Professionals Program has been
the preeminent program preparing global development leaders
and the starting point of an exciting career at the World Bank Group.

For more information and to apply, visit worldbank.org/ypp

between 1-30 June 2019.

@ WORLD BANKGROUP

Senior Economist
Economics and Financial Markets for Asia and the Pacific

Hong Kong SAR

The BIS seeks an experienced economist Lo join its
Representative Office for Asia and the Pacific. You will
define and carry out policy analysis and policy-oriented
research on financial stability, monetary policy and
macroeconomic issues in the Asia-Pacific region, and
support the BIS's cooperative activities with the region's
central banks through joint projects, meetings and

conferences

The Bank for
nier national
Settiernents &

a global forum
for monetary
and financial
COOPeT MR0n Jrd
a bank for
central banks

We would like to meet candidates with a PhD in economics
or finance and/or equivalent working experience gained at

a central bank, international financial institution or research
institute, or in academia or the private sector. You have

Promobng plobo

sty orsd

excellent drafting and communication skills in English fingrciol wabdity

Knowledge of the Chinese economy or expertise in capital
flows to emerging market economies or in financial
Innovation/technology would be additional advantages

This is your opportunity to work at the hub for central
bank cooperation, We offer competitive conditions of
employment and the chance to work in an international
environment together with colleagues from mare than

60 countries,

To find out more, visit www bis.org/careers

Deadbine for
applications:

23 June 2019

EXECUTIVE DIRECTOR

European High Performance Computing Joint Undertaking,

Luxembourg COM/2019/20038

The European High Performance
Computing Joint Undertaking

(EuroHPC JU) s a public-private
partnership with the mission to develop,
deploy and maintain an integrated
world-class supercomputing and data
infrastructure across the European Union.
By next year, it will equip the EU

with pre-exascale and petascale
supercomputers, with the objective

of reaching exascale capabilities around
2022 or 2023. In this pivotal position,
you will oversee all aspects of the
day-to-day management of EuroHPC JU.

Your responsibilities:

= To deliver key objectives and deploy
substantial budgets to best effect.

= To manage relationships with all public
and private sector stakeholders;

u To develop and agree annual work plans,
tenders and procurement documents

Your skills:

= High-level management experience,
spanning administrative, financial and
technical specialists;

® A track record of directing research,
technology development, innovation
or infrastructure programmes within
a European or intemational environment;

= Deep knowledge of the industrial
landscape and technical challenges
underpinning high performance
computing

The European Commission applies an

active equal opportunities policy aimed at

further increasing the share of women in

management functions and it particularly

encourages applications from women

Flease consult the Official Joumnal
C 169 A of 17 May 2019 for the
deuu-dvacmmuuullu
the eligibility and selection criteria
Registration for applicants:
https-//ec europa.eu/dgs/
human-resources’
seniormanagementvacancies/
The closing date for registration is
19 June 2019,

12.00 noon Brussels time.

EUROPEAN MEDICINES AGENCY

EXECUTIVE DIRECTOR (AD14)

European Medicines Agency (EMA), Amsterdam COM/2019/20037

As Executive Director, you will be the legal
representative and public face of EMA_
assuming responsibility for all operations
towards achieving our objectives.
Accountable to the EMA Management
Board, you will be at the helm of one

of the leading reguiatory authorities for
medicines world-wide. With a budget of
EUR 338 million and over B00 members
of staff, you will be responsible for
ensuring that EMA fosters public health
in Europe through the evaluation of the
effectiveness and quality of new medicines
and the monitoring of their safety

Responsibilities:

mFoster soentific excellence for the
benefit of public and animal heaith;

B Lead and motivate a large team
in a multicultural environment,

®Draw up EMA's strategy and draft
Work programmes.,

®Represent EMA and communicate
with a broad range of stakeholders
and the public.

mEnsure continued cooperation with
vafious European Union nstitutions,
Member States and their
competent bodies

Requirements:

| Extensive professional experience
gained in the comain of the Agency's
activities, as well as in a high level
managerment function,

mSolid keadership skills, being able to lead
a large organization, both at a strategic
and at operational management level
in a dynamic scientific environment,

& 'Sound knowledge of relevant regulatory
policy and practice, as well as of EU
financial and administrative rules
and procedures;

® Proven experience in budgetary,
financial and human resources
management in a national,

European and/or intemational context,

B University degree eally a5 a physician,
a pharmacist or a veterinarian,

| National of a Member State of the

European Unicn or the European
Economic Area.

Please consult the Official Journal
QJCLIESA/QIC 1B A for the
tetailed vacancy notice, full list of
eligibility and selection criteria, as well
as to understand how to apply.
https/ieur-lex europa ew/
legal-content/EN/TXT)
Puri=04C:2012165ATOC

Deactine for application: 20 June 2019

21



22 Executive focus

\

A New Challengé? |

Unique access to global unadvertised vacancies
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InterExec is the global leader in the confidential
promotion of Top Executives. l n te r E “
Through our 15,000 strong International Network /
we act discreetly to provide unrivalled access UNIQUE NETWORK ¢ OUTSTANDING TALENT
to prime opportunities worldwide.

london@interexec.net www.interexec.net +44 (0)20 7256 5085

Hel make a chan :

Joinour pmxﬁermﬂ work.
We are holdmg:, interviews in Brlght(m on Tuesday 18th June 2019.
For details, see wildlifeforall.org




Briefing The second half of the internet

\‘.“ Bk

e

A global timepass economy

MADHOGARH, MUMBAI AND SAN FRANCISCO

How the pursuit of leisure drives internet use in the poor world

THE CHIEF of Madhogarh, a picturesque
village nestled beneath a 17th-century
fortified palace in the heart of Rajasthan,
came to Indra Sharma three years ago to ask
if she would attend a workshop. “Some-
thing about the internet,” Ms Sharma, a 40-
year-old child-care worker, recalls. She had
no particularinterestin thisinternet thing.
But she liked the idea of learning some-
thing new, so she went along. She and a
handful of women from nearby villages
were all given a smartphone and some ba-
siclessons in how to useiit.

“First we had to learn how to turn it on
and off” says Santosh Sharma (no rela-
tion), a 24-year-old schoolteacher from the
neighbouring village. Once they had mas-
tered that, they got down to the essentials:
“How to take a selfie, WhatsApp, Facebook,
YouTube, how to search.”

That was in September 2016, when no-
body in the villages had a phone. “Now
everybody has one,” says Ms Sharma of

Madhogarh. “You see old people walking
around watching ‘Mahabharat,” a televi-
sion series based on a Hindu mythological
epic. Down the road from her home three
men sit in the shade of a rohida tree, play-
inga game of ludo on one of their phones.

According to India’s telecoms regulator,
subscriptions for mobile-broadband ser-
vices more than doubled between the end
of 2016 and the end of 2018, from 218m to
soom. At about 3,500 rupees ($50) for a
low-end model, smartphones remain dear
foran Indian villager’s pocket. But, says Ms
Sharma, “everyone has been bitten by the
bug; nobody cares how expensive it is.”

For those who do care, at least a bit, a
smartish phone from Reliance Jio—one
with app-running cleverness, but no
touchscreen—can be had for just 1,500 ru-
pees. Jio, backed by the muscle of the Reli-
ance group, has subsidised not just hand-
sets but also, more importantly, data
transmission. Competition between it and

the incumbents has seen the price of a mo-
bile-data package slashed by 94%, and con-
sumption has duly exploded ten-fold to
8.8GB per subscriber per month. Indians
now gobble up nearly three times as much
data on their phones as Americans. They
seem on course to become the world’s big-
gest consumers of mobile-phone data.

The size and speed of India’s growth
spurtowesalottothe price war RelianceJio
set off. But the global trend it embodies
does not. At some time in 2018 the propor-
tion of the global population using the in-
ternet rose above half, according to the In-
ternational Telecommunications Union, a
UN agency. The second half of the internet
will not come online as quickly as the first
half was doing in the early 2010s; exponen-
tial growth cannot continue in a finite
world. But if the 710m new internet users
expected to come online in the next seven
years is only half the number that arrived
in the past seven years, it is still a mighty
throng. The chances thata child born today
will not have a phone as a teenager are al-
ready slim, and quickly growing slimmer.

And almostall this future growth will be
in developing countries. The 81% of the de-
veloped world—a billion people—online is
unlikely to increase its number by much.
China, at 58%—8oom people—has more
room for growth. But internet users else-

where, who already handily outnumber »»

The Economist June 8th 2019 X}



24 Briefing The second half of the internet

—=]
Get your gigabytes here

Average cost of 1GB of mobile data
November 2018, $

States

Chile

Source: Cable.co.uk

» those in the developed world and China put
together, make up only 39% of their coun-
tries’ populations. Those are the countries
where most of the next billion will come
from, and the billion after that, and the bil-
lion after that (see chart 1). And as they
swell the internet’s numbers, they will
change its character.

Theory of the leisure class

The second half of the internet will for the
most part speak languages other than Eng-
lish and Mandarin. It will have little to no
experience with other digital media. It will
also come online almost entirely on mo-
bile devices. Hotstar, launched by Rupert
Murdoch’s Star India in 2015, became In-
dia’s most popular streaming app because
it foresaw that the second screen in Indian
households would be a smartphone. In-
creasingly, the first screen will be, too. The
idea of a big screen with a fixed connection
will be as alien to the second half as lan-
dlines and cathode-ray tubes are to today’s
youngsters.

Better, cheaper hardware explains part
of this. An entry-level smartphone today
packs more power and features than the
first iPhone in 2007, often at a tenth or less
of the price. But poor people are not com-
ing online because another core in the pro-
cessor or megapixel in the camera matters
to them. According to Ajit Mohan, Face-
book’s new India chief and the former boss
of Hotstar, it is the services that drive de-
mand: the consumers want messaging,
video and storytelling, all of which the mo-
bile internet is far better at providing than
itwas a decade ago.

People want to stay in touch with each
other, to be entertained and to express
themselves, whatever their income and
wherever they call home. This is true in the
rich word and in China. It will be true
everywhere else, too. And the poorer peo-
ple are, the more a phone outperforms all
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the other options they can afford as a way
of fulfilling these needs. For many people
the phone offers an unsurpassable oppor-
tunity for turning otherwise empty time
into something enjoyable. According to
Payal Arora, a professor at Erasmus Univer-
sity in Rotterdam, the internet is the lei-
sure economy of the world’s poor.

Until recently, talk of connectivity in
the poor world has almost invariably been
clothed in the pragmaticand well-meaning
language of development. Aid agencies, in-
ternational bodies and big tech companies
told themselves and their funders that
poor people needed an internet connec-
tion to lift themselves out of misery. They
extolled farmers looking up grain prices,
women seeking information on maternal
health or pupils diligently signing up for
online courses. The website for Facebook’s
internet.org, an arm of the company fo-
cused on bringing unconnected people on-
line, is a classic of the genre: “Imagine the
difference an accurate weather report
could make for a farmer planting crops, or
the power of an encyclopedia for a child
without textbooks..The more we connect,
the betterit gets.” In herbook “The Next Bil-
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lion Users”, Ms Arora finds that Westerners
assume that poverty “is a compelling
enough reason for the poor to choose work
over play when they go online.”

The poor do not see it that way. Years of
fieldwork across the globe have led Ms Ar-
ora to conclude that when it comes to get-
ting online, “play dominates work, and lei-
sure overtakes labour.” Where people
planning development strategies imag-
ined, metaphorically at least, Blackberries
providing new efficiencies and productivi-
ty, consumers wanted the chat, apps and
games of the iPhone. Worthier uses tend to
follow. But they are the cart not the horse.

The pattern has been repeated in coun-
try after country. When Brazil opened
thousands of subsidised cybercafés in the
late 2000s it brought internet access to
60% of poor neighbourhoods. The cafés
were a huge success—because people used
them to watch movies and play computer
games. They liked to hang out with each
other, too. Orkut, Google’s first attempt at
social networking, was a huge success in
Brazil in the early 2010s; Brazilians are now
the world’s third-largest national popula-
tion on Facebook, after India and the Un-
ited States. According to Latinobarometro,
a pollster, of the Latin Americans who eat
only one meal a day, one out of three still
contrives to use a smartphone. Juliano
Spyer, an anthropologist who studies Bra-
zilians’ internet use, found that the reason
poor people in the north-eastern state of
Bahia pay for connectivity is that they see it
as a form of social mobility—not because
they use it to earn more, but because they
use it to be more connected.

Chillin’ by the billion

In Angola, Wikipedia and Facebook “zero-
rate” their services: people using the ap-
proved versions of their apps pay no net-
work charges for data from them. They do
not get all the internet’s goodies—but they
get an internet that is deemed both good
and good-enough. This resulted in users
finding new ways to piggyback pirated
movieson to the free services. Awide-rang-
ing 2015 study of digital lifestyles by Cari-
bou Digital, a consultancy, points to re-
search from Zambia which shows that
“entertainment is the first thing that [us-
ers] demand, and then other things come
around this.” A survey of online activity in
sub-Saharan Africa by Pew Research Cen-
ter, a pollster, saw 85% of respondents say-
ing they used the internet to stay in touch
with friends and family. Only 17% said they
used it to take classes.

Global as the trend is, though, India is
the best place to observe it—and perhaps
profit from it. It has a relatively open mar-
ket and a newbie population that is large,
linguistically diverse and poor, which
makes it a proxy for the second half world-

wide. The extraordinary speed of its boom M



The Economist June 8th 2019

» is forcing companies to come up with new
products and services that fit what the sec-
ond half wants at a breakneck pace.

Back in Madhogarh, Ms Sharma uses
her phone to video-chat with her soninJai-
pur, three or four hours away by bus. The
younger Ms Sharma uses her phone mostly
for WhatsApp, Instagram and Facebook,
and for watching videos on YouTube and
TikTok, a Chinese-owned social app that
has been downloaded a billion times since
itslaunch in 2017, largely by people outside
the world’s big cities. Her smartphone does
allow her to look up coursework for the
classes she teaches. But mostly, she says,
“it is a way to do timepass”, using the Indi-
an-English word for killing time.

“Timepass” is the essence of the inter-
net. The vast majority of the top 25 apps by
revenue in both Google’s and Apple’s app
stores are games (and both companies an-
nounced new paid gaming services this
year). Tencent became one of China’s inter-
net giants because of games. Facebook
grew into the world’s sixth-most valuable
company by giving people a place to “do
timepass”. YouTube is the gateway to sever-
al lifetimes’ worth of timepass. The fastest-
growing new apps of recent years have all
been aimed at timepass: Fortnite, Whats-
App, Instagram, Snapchat. TikTok, which
consists of 15-second videos, is timepass in
its essence, made by bored kids in mofussil
towns who have found vast audiences by
doing silly things.

Timepass is a pleasure to both rich and
poor (see chart 2). But the business model it
can support depends on which of those
markets you are looking at. If the timepass-
ers have sufficient money, you can sell
their attention on to advertisers who want
them to consume other goods, too. If the
timepassers are poor, you need to get them
to pay for what they are doing.

The most striking thing they are doing
is watching videos—which they are also
making, in great abundance. In 2016 there
were only 20 Indian YouTube channels
with more than im subscribers. Today
there are 600. This year T-Series, a Bolly-
wood studio and record label, became the
most subscribed channel on YouTube, de-
throning PewDiePie, a Swedish entertainer
who had topped the charts for several
years. Perhaps even more surprising, one
of YouTube’s top 50 channels worldwide is
largely in Bhojpuri, alanguage spoken only
in some of India’s least-developed states.
Google reckons that three-quarters of all
mobile trafficin Indiais video.

Video offers its users whatever their
lives need. Ms Sharma of Madhogarh uses
YouTube to look up recipes, among other
things. Recipes were a selling point for the
menfolk of the village. They were reluctant
to allow their wives to have smartphones
until they were told that it would help the
women cook new dishes. The kitchen is

not the only site of consumption. A lot of
Indians use phones to look at pornography
with a level of privacy not previously easy
to come by. PornHub, a large website, says
90% of its traffic from India is on mobile,
compared with 75% from America.

Though not all countries have data
plans as cheap as India’s, the trend to video
is universal, says David Shapiro, the busi-
ness head of Google’s “Next billion users”
unit. Where mobile broadband is pricey,
people download videos on Wi-Fi connec-
tions to view offline later on.

Timepass built the TikTok star

Itis notjust that video is easily available on
the internet. To many in the second half
video more or less is the internet. Anecdot-
ally, it seems that YouTube is a more com-
mon Indian home page than Google. It is
used to search not just for entertainment
but for everything else. Snigdha Poonam, a
journalist, says that when she mentions a
book she wrote a few years ago to people
she is interviewing in rural India, it is on
YouTube that they search for it.

The preference for video is partially ex-
plained by the fact that the next half of the
internet speaks a very wide range of lan-
guages—but may not read any. Video in an-
other language works better than text; vid-
eo is easier to post to your peers than
writing is. And speech beats typing—as can
be seen from the use of WhatsApp to send
voice messages rather than texts. Though
usually associated with pricey first-world
gadgets such as the Amazon Echo, voice-
input systems have found enthusiasts in
the poor world, too. New internet users in
India routinely use voice commands to op-
erate their phones, including for such tasks
as making calls. When Gaana, a big Indian
music-streaming app, underwent a recent
redesign, its product managers made voice
the primary way to search. “I was very
weirded out that they made voice search
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more prominent than text search,” says Sa-
tyan Gajwani, the Silicon Valley-based boss
of Times Internet, the part of the Times of
India media conglomerate which owns
Gaana. But “voice search is now almost as
big as non-voice search.”

What works forleisure can also work for
work. Mukesh, an illiterate cab driver in
Mumbai, uses Uber’s ride-hailing app
through a combination of voice input and
audio direction. When he has to send mes-
sages, he speaks into a voice-to-text app,
copies what turns up on the screen onto a
messaging app and sends it to his waiting
passenger-to-be, hoping it makes sense.
Mostly, it does. Low-income internet-users
are not uninterested in its work-related
possibilities. But these tend to be a later
consideration, and one thatis a bonus.

Ways of making money out of other
people’s internet use have not yet come to
grips with the timepass of the almost en-
tirely unwealthy. In the most recent full
year, 46% of Google’s revenues came from
the United States and 6% from the rest of
the Americas. Asia contributed 15%. A Face-
book user in North America generates 12
times more in revenue than one in Asia,
and most of today’s Facebook users in Asia
are better off than most of those who are on
the way. But nearly 90% of Facebook’s
growth in the next four years is expected to
come from South-East Asia, Latin America,

25
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» these people will have less money with
which to buy the things advertisers want to
sell them. There are fewer things to adver-
tise to them in the first place. Mr Shapiro at
Google describes the question of how to be
important to the second half as “existen-
tial” for his company.

Google, which owns the Android oper-
ating system used by 86% of the world’s
smartphones, is trying to shift its thinking
to build products for Mumbai, not Moun-
tain View. The workshops in Rajasthan
were part of a Google initiative called “in-
ternet saathi”, or “internet buddy”, aimed at
women. Mr Shapiro’s unit sends teams to
developing countries to better understand
how people there use the internet, and
what they might want from it next.

Learning that a third of Indian phone
users wake up every day to an alert warning
that their phones are running out of stor-
age space, Google created an app, Files, that
helps them clear out the junk. It proved a
hit worldwide. A for-profit tie-up with In-
dian Railways to install Wi-Fi at stations
has spread to six other countries. A Google
paper on new product design notes that in
poor countries “engagement with the im-
mediate environment through multiple
senses (visual, aural, olfactory, and tactile)
may be more pronounced.” It advises pro-
duct designers that “Western aesthetics,
such as minimal use of colour, sound, and
text, and stylised visual elements often
fade outin these environments.”

Yet even a company with the financial
and technological resources of Google may
not always see all the angles that the new
internet offers. Unlike iPhones, many An-
droid devices have ports for external stor-
age, such as memory cards. When it
learned that many users were carrying lots
of data on such cards, Google’s solution
was to produce Files to free up storage. That
made people happier with their phones.

But Indians do not just use memory
cards because their phones have run out of
room. They get them loaded with pirated
movies and music for a small fee at a local
corner shop, often packaged with an app
called Mx Player. The app is installed on
1.2m Android phones every day, and two-
thirds of those installs are sideloaded from
memory cards, rather than downloaded
from Google’s Play store, which is the way
most Western Android users get theirapps.

To Times Internet, this looked like an
opportunity to reach a new market. Last
year it bought mx Player for $140m and
built a movie- and music-streaming ser-
vice into it with which it can now reach a
great many people who it knows like cheap
video. It was an opportunity others might
not have seen. As Mr Gajwani says, the
strategies for growth in non-metropolitan
India are going to be very different from
those applied in the cities, and they will be
hard for firms based in Beijing or San Fran-

cisco—or even the nicer bits of Mum-
bai—to pull off. Price-sensitivity is only
one element of it. Understanding the cul-
ture matters too.

Or consider Jio. Chris Lane of Sanford C.
Bernstein, a research firm, estimates that
Reliance, a conglomerate with fingers in
everything from power generation to re-
tailing, invested $37bn to get its network
up and running. In so doing, it has built a
user base which it hopes eventually to tap
for more than just its current very low data
charges. The mobile network has set up
movie, music, television and sports
streaming services; news and content ag-
gregators; chat, cloud storage and payment
services; its own app store; and an annual
subscription service called Jio Prime. It
aims to be the tollgate for all timepass.

It is nota unique strategy. As a report by
the GsMA, a trade organisation for mobile
network operators, recently argued, con-
tent is the “natural next move for telecoms
operators” with pay-Tv “a clear opportuni-
ty”. What distinguishes Jio is that it has
been able to spend tens of billions to build
a network towards that end from scratch.
Few enjoy that luxury. But some aspects of
Jio’s strategy—a focus on network speed,
an enticing introductory offer of free data,
alevel of infrastructure ownership—can be
drawn on by those with shallower pockets,
says Mr Lane.

I have a stream

The other, crucial aspect of understanding
the second half is that seemingly unlikely
things can have value. When you call an In-
dian mobile phone, it is not uncommon to
hear a song instead of the traditional ring-
ing tone. That song, a “caller ring back
tone” in the jargon, is chosen by the user
you are calling, who pays for the privilege.
Until the rise of smartphones and social
networks, caller tunes were a big money-
spinner for Indian mobile operators, con-
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tributing 82bn rupees in revenue in the
three years to March 2012. All this for music
only others would hear.

The urge driving people to pay a month-
ly fee for something they do not them-
selves consume is self-expression, which
may be a key to coming up with new sus-
tainable business models for the low-in-
come internet. Times Internet is experi-
menting with “themes”, where users pay a
small fee to personalise the appearance of
an app on their phone. Another idea is pay-
ing one rupee or so to include a personal
message with a song before sharing it with
a friend or loved one. Such business mod-
els will have to be based around tiny
amounts of money on a massive scale.

Entertainment, communication and
self-expression go hand in hand. House-
holds in India and countries like it tend to
have a single television shared by large
families. The ability to consume media of
your own choice is a step change from hav-
ing to watch whatever granny had chosen.
Daniel, a Ugandan who took part in Cari-
bou’s big survey, said: “At home I have a lot
of siblings, there is a TV set and a radio
whichis keptbyanauntie. Whenever sheis
leaving she says, ‘this radio is for Bujingo’
[pastor]... so I wouldn’t get time to listen to
music because of the fights at home but
now whenever I feel like listening to mu-
sic, I control it.”

Smartphones and social media are, for
many in the second half, arenas with a
semblance of privacy. While Western inter-
net users fret about the privacy implica-
tions of big tech companies hoarding their
data, younginternet users in the towns and
villages of the developing world are de-
lighted to have, for the first time, a way to
communicate and express themselves
away from the prying eyes of family, neigh-
bours and other busybodies. In Asia and
the Middle East smartphones open up a
world of romance, enabling people to flirt
and date despite social constraints. All
over, they allow people who may never tra-
vel abroad to make new friends around the
world—and people who are travelling, of-
ten as migrant workers, to stay in touch.

Providing access to entertainment, op-
portunities for a richer social life and the
ability to speak and be heard to hundreds of
millions will mark a profound improve-
ment in humankind’s aggregate quality of
life. It will have risks, as the politicisation
of social media and the social mediation of
politics in rich countries have shown. But
just as they will be facing some of the same
risks, the world’s rich and poor will be shar-
ing experiences. They will be spending
their time doing the same things: chatting
on WhatsApp, liking pictures on Insta-
gram, watching videos on YouTube, doing
timepass on TikTok. The world’s ability to
have a little bit of chill time is becoming
more equal. |
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Democratic policies

The Senate, the Senate

WASHINGTON, DC

Democrats running for president are selling plans to transform America.
The Senate is likely to render them mere pipe-dreams

O BE NOTICED in the crowded Demo-
Tcratic presidential primaries, it helps to
toss out a sweeping policy proposal or two.
Bernie Sanders, the socialist senator from
Vermont, who took this approach in his
unsuccessful challenge to Hillary Clinton
in 2016, would still like free public college
tuition and “Medicare for All”. After a slow
start Elizabeth Warren, the senior senator
from Massachusetts, is enjoying a little
polling bounce as reward for her proposals
to break up big tech firms, impose a wealth
tax on the ultra-rich and bring in universal
child care. Upstarts have latched onto the
strategy, too. Pete Buttigieg, the mayor of
South Bend, Indiana, would like to pack the
Supreme Court with six more justices. An-
drew Yang, an entrepreneur with a large
online following, has made a universal ba-
sic income his defining issue. Actually ac-
complishing any of these things will prove
much harder than advertised, because
even if Democrats were to take the White
House in 2020, they look unlikely to take
control of the Senate.

It may seem obvious to point out that
the eventual Democratic nominee will first
have to defeat Mr Trump before remaking
the American health-care system. Yet

when debating their two dozen (and count-
ing) choices, party activists sometimes
sound as if dethroning Mr Trump, whom
betting markets now give a 49% chance of
re-election, isinevitable. Americans usual-
ly like to re-elect their presidents when the
economy is doing well. In April the unem-
ploymentrate hita 49-yearlow. The chance
of some presidential meltdown delivering
a crushing Democratic victory seems
slight. Though Mr Trump remains unpopu-
lar—with approval ratings hovering
around 42%—his supporters are unyield-
ing. A slew of scandals, from the jailing of
his close associates to the caging of mi-
grant children at the border, have had little
measurable effect on his popularity.

Even if Mr Trump lost, the Democrats’
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less-discussed Senate problem would per-
sist. Although it is theoretically possible
for a future Democratic president to as-
semble cross-party majorities to pass legis-
lation, continued partisan trench-warfare
seems more likely. It is difficult to imagine
a single Republican voting for a wealth tax.
For Matt Bennett of Third Way, a centre-left
think-tank, chastened Republicans could
revert to being “partisan but not preposter-
ous” after Trumpism breaks its hold over
the party. The debate might then fall be-
tween “kitchen-table” ideas, like gradual
expansions of health-insurance coverage,
which mightstand a chance, and “Brooklyn
coffee-shop, thumb-sucker” ones, like
Medicare for All orabolishing the country’s
immigration-enforcement agency, which
would not.

Democrats would therefore need a
working Senate majority to get more ambi-
tious schemes through. Out of 100 sena-
tors, 47 are reliable Democrats. To win back
control of the chamber, the party would
need to pick up a minimum of three seats
and also win the presidency (since the vice-
president’s vote breaks ties). That does not
sound too hard, but even a net gain of three
seats looks a stretch because of the way the
upper chamber over-represents rural
America. Though it is early, betting mar-
kets rate Democrats’ chances of winning a
Senate majority at 31%.

To wrest seats away from incumbents in
difficult territory, the party needs high-
quality candidates to run. Yet top-tier can-
didates are instead opting to be second- or
third-tier presidential candidates. Beto

O'Rourke, who nearly upset Ted Cruz in his »
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» run for the Texas Senate, would be the
prime candidate to challenge John Cornyn,
the state’s other Republican senator, but is
instead aiming for the White House.

Atleast Mr O’'Rourke is registering a few
percentage points in the polls. The same
cannotbe said of Steve Bullock, the popular
Democratic governor of Montana, who is
opting to run for president rather than
challenging Steve Daines, the state’s lone
Republican senator. About 69% of Ameri-
cans do not yet know Mr Bullock well
enough to rate his favourability, according
to a recent poll from YouGov.

Stacey Abrams, who lost a close contest
for governor in Georgia, and who has the
diary schedule of someone who is running
for something, has said she will not stand
for the Senate. Even without the distracting
draw of the White House, recruiting trou-
bles persist: Josh Stein, the attorney-gen-
eral of North Carolina, would be the obvi-
ous candidate to challenge Thom Tillis, but
he has declined. Tom Vilsack, a prominent
former governor of Iowa, has ruled out a
challenge to Joni Ernst.

Evenif they were to win a narrow Senate
majority, that would not automatically re-
sult in the kind of new New Deal that
Democratic activists seem to dream of. Sur-
mounting the filibuster, which requires a
super-majority of 60 votes for legislation,
will be impossible without Republican
votes. Ms Warren has endorsed eliminat-
ing the filibuster, as has Mr Buttigieg. Her
Senate colleagues and competitors, Cory
Booker, Kirsten Gillibrand and Kamala
Harris, are more skittish, even though it is
difficult to imagine some of their signature
campaign issues—gun control for Mr
Booker, paid family leave and abortion
rights for Ms Gillibrand, and marijuana le-
galisation for Ms Harris—attracting eight
or so breakaway Republican supporters.

Many current policy debates would be
rendered practically meaningless by divid-
ed government, or even by a slim Demo-
cratic majority in the upper chamber. A hy-
pothetical President Joe Biden and a
President Elizabeth Warren would accom-
plish much the same in legislative terms,
which is to say next to nothing. In that sce-
nario, policy differences over foreign af-
fairs and trade, where the president does
havealotofunilateral power, would matter
more. But these are hardly being debated.

The people chosen by a President Biden
or Warren to run the regulatory agencies
would push in the same centre-left direc-
tion: reversing rollbacks of environmental
protections under thisadministration, cre-
ating more expansive definitions of civil
rights and pushing anti-trust regulators to
be bolder. These are not insignificant pow-
ers. But proposals for sweeping social
change, the kind that will be offered by can-
didates in the primary debates, would
probably languish in committees. &

Extreme online vetting

Liberty LMAO

CHICAGO
Almost all foreign travellers face more
scrutiny of their online activity

OST TRAVELLERS to America know
Mnever to joke with immigration offi-
cials. Consider the miserable fate of a
young Briton, Leigh Van Bryan, who
warmed-up for a holiday in Los Angeles
seven years ago by posting some excited
tweets. Before flying, he trumpeted plans
to “destroy America”, meaning he would
party hard, drink lots of alcohol and possi-
bly wake up with a tiger in the bathroom.
He also joked about digging up the grave of
Marilyn Monroe.

Dour officials from the Department of
Homeland Security who spotted his posts
saw nothing to snigger about. On arrival he
and a friend were detained and interrogat-
ed for hours, as investigators accused them
of plotting crimes. Both were expelled, de-
spite protesting their innocence.

In the years since, would-be travellers
have grown warier of what they post on-
line. Most western Europeans, for example,
may visit without a visa after making an
online request for a waiver. In 2017, over
23m travellers did. But since December
2016 applicants have been asked not only to
list countries they have visited—woe be-
tide those who have been to Iran—but also
to volunteer details of their social-media
accounts and usernames. The idea, appar-
ently, is for officials to screen for wrongdo-
ers and terrorist sympathisers.

The Brennan Centre for Justice, a think-
tank, has just published a report on offi-
cials’ scrutiny of travellers’ social-media
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posts. It frets that President Donald
Trump’s call for “extreme vetting” of for-
eigners is turning into an ever more intru-
sive policy regime. It notes that a National
Vetting Centre opened in December, de-
scribing it as “a presidentially created
clearing-house and co-ordination centre
for vetting information”, mostly for those
visa waivers.

This initiative does look troubling. In-
formation once voluntarily provided now
becomes obligatory. In May 2017 the State
Department made it compulsory for cer-
tain types of visa applicants—comprising
some 65,000 people a year—to give every
detail of their social-media activity, in-
cluding their usernames on different plat-
forms, over the previous five years. That
appeared to be aimed at applicants from
Muslim countries affected by a travel ban.

The order has been expanded to almost
every visitor. From this month, the State
Department now obliges all visitors to offer
details of their identities on any of 20 dif-
ferent social-media platforms, as well as
any email addresses, phone numbers and
other personal contact information. The
new process affects some 15m travellers a
year, mostly non-immigrant, temporary
visitors. It is not clear how officials will
store, share and use that information.

Does this amount to unacceptable scru-
tiny, even an authoritarian turn? It is not
new in kind. As the hapless Mr Van Bryan
learned, nothing previously stopped offi-
cials from checking on visitors’ public, on-
line statements. But the new regime is dif-
ferent in scale, so could make such
scrutiny easier. Officials retort that a deci-
sion to deny anyone entry will never be
based solely on social-media statements.

Several worries linger. The Brennan
Centre frets that “wholesale monitoring of
social media creates serious risks to pri-
vacy and free speech”. That includes the
privacy and speech of Americans, since
scrutiny online looks at how foreigners in-
teract with those already inside America.
How masses of personal data are shared be-
tween security agencies is opaque. It seems
likely that foreigners applying for visas will
self-censor online, for fear of having their
applications rejected.

More practical concerns also exist. Bu-
reaucrats may be ill-equipped to study five
years of online posts, in hundreds of differ-
ent languages, of 15m people each year. In-
stead, the online activity of certain individ-
uals, such as young Muslim men, could be
unfairly targeted. Migration lawyers also
say paperwork for applicants coming to
America—already long and tedious—is
getting too unwieldy. Equally troubling is a
fear of retaliation. What stops immigration
officials in Russia, Turkey, China or else-
where demanding that all American travel-
lers give up details of their emails and so-
cial-media accounts?
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MLK and the FBI

Regicide

Declassified files suggest the man was
more complicated than his myth

N 1991 OLIVER STONE released a terrible

film about John F. Kennedy’s assassina-
tion, filled with conspiracy theories about
government involvement. Despite, or rath-
er because of, its awfulness the film con-
tributed to the passage of the snappily
named President John F. Kennedy Assassi-
nation Records Collection Act of 1992. The
law compelled anything related to the as-
sassination to be released 25 years after its
passage, a date which fell in October 2017.

The definition of relevance was broad,
which meant that a large collection of FBI
records from the 1960s was made public, if
only you knew where to look for them. Da-
vid Garrow, a historian who has published
a Pulitzer-winning biography of Martin Lu-
ther King, “Bearing the Cross”, as well as a
book about King and the rBI, did know
where to look. Last summer he spent two
months going through new documents, in-
cluding transcripts from the FB1’s Stasi-like
surveillance of King’s private life.

The FBI managed to persuade the attor-
ney-general, Bobby Kennedy, that King had
links with communists and that the G-men
must therefore wiretap his phones and bug
any rooms he stayed in. The agents did not
find reds under the bed, but they did over-
hear salacious stuff about what was hap-
pening on top of the mattress. The agency
made tapes and transcribed them. These
are the files that were released in 2017.

Can transcripts made by an agency that
was out to get King really be trusted? Mr
Garrow thinks so, and points to a 1977 re-
port from the Justice Department which
says that the transcripts accurately reflect
what is on the tapes. King, who was mar-
ried, had a lot of affairs, which was known
already. But the documents describe pow-
erful men arranging nights of sex with
women and make for uncomfortable read-
ing. One of the documents has a note scrib-
bled in pencil in the margin saying that
King was present when a parishioner was
raped in a hotel room. That detail is the
most controversial of Mr Garrow’s find-
ings, because of the nature of the allegation
and because it is not clear whether it de-
scribes something on tape.

The FBI tried to spread this information
around Washington, but in an age when
men, including a sitting president, could
get away with coercing women into having
sex there was little take-up. The agency
then tried a more direct route. Agents made
a tape and sent it to King with an anony-

mous note. “You are a colossal fraud and an
evil, vicious one at that,” the letter said.
“You could not believe in God and act as
you do.” The letter went on to instruct King
to commit suicide, or the tape would be re-
leased: “King, there is only one thing left
foryou to do. You know whatitis.”

By any standards, the discovery of these
documents by a reputable historian is
newsworthy, because King was probably
the greatest American of the 20th century.
Yet Mr Garrow says he could not interest a
mainstream outlet in publishing his find-
ings, which instead came out in Stand-
point, a small right-wing British magazine.
The tapes themselves will be declassified
in 2027, at which point people will be able
to hear them and decide for themselves. &

School funding

Testing time

SAN FRANCISCO

What budget cuts during the Great
Recession did to pupils’ test scores

AWMAKERS SOMETIMES cut education

budgetsin the hope of forcing schools to
become more efficient. Given the difficulty
of measuring the effects of education
spending on test scores, it can be hard to
know whether this is as bad an idea as, at
first glance, it might seem to be. Yet Ameri-
ca ran a large, albeit unintended, experi-
ment along these lines in 2007-09, when
school budgets were cut during the reces-
sion. What happened to the pupils?

According to a study by Kirabo Jackson
of Northwestern University and his col-
leagues, recession-era budget cuts did lead
to lower maths and reading scores. Imag-
ine that a school district replaced all its av-
erage teachers with near-bottom-quality
teachers. Mr Jackson says that the reces-
sion had a similar effect on pupil scores.
The researchers also found that the budget
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cuts during the recession reduced gradua-
tion rates. A 10% reduction in spending
per-pupil inall four years of high school re-
duced the likelihood of a student graduat-
ing by 2.7 percentage points.

America’s public schools are paid for
with a combination of federal, state and lo-
cal funding. Most state revenue comes
from personal-income and general sales
taxes, which decreased during the reces-
sion when 8.7m jobs were lost. Wealthier
districts can depend on local property tax-
es to fund schools during economic down-
turns, but poorer districts mostly rely on
state funds. As a result, poor schools that
depended heavily on state revenue faced
the largest budget cuts.

Since children from racial minorities
disproportionately attend low-income
schools, they endured the brunt of the con-
sequences. Test scores in poor and minor-
ity school districts suffered most, accord-
ing to Kenneth Shores of Pennsylvania
State University and Matthew Steinberg of
the University of Pennsylvania. The
schools hit hardest by budget cuts were al-
ready struggling academically and finan-
cially. Although the cuts may have led some
schools to trim otherwise wasteful spend-
ing, Mr Jackson and colleagues found that
many schools were forced to cut funding of
core activities.

One of the most noticeable effects was
on class size. William N. Evans of Notre
Dame University and his co-authors found
that nearly 300,000 school personnel,
mostly teachers, lost theirjobs as a result of
the recession. Salaries and employee bene-
fits make up approximately 80% of school
expenditures per pupil, so they are often
the first cuts made when budgets tighten.
Small class sizes improve test scores, fu-
ture college attendance and future job
quality. The cuts increased class sizes in
schools that already had the poorest test
scores, the lowest college attendance rates
and the worst employment rates.

According to the Centre on Budget and
Policy Priorities, a think-tank, 29 states had
not returned to pre-recession funding lev-
els by 2015. Rebecca Sibilia of EdBuild, a
non-profit organisation that advocates
more equal funding for schools, reckons
that funding cuts during the recession pro-
vide one of the clearest examples of how
current school-funding formulas have a
detrimental effect on the children who
need most help. She recommends chang-
ing the system, for example by redrawing
school districts so that they are more equal.
This would require wealthier places with
higher property taxes to share their funds
with needier schools within the same dis-
trict. However, redistricting is unlikely.
Since 2000, more than 128 wealthy neigh-
bourhoods have agitated to secede from
school districts in an attempt to hoard re-
sources. Of those, 73 were successful. |
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Solitary confinement

Two decades in a concrete box

POLK COUNTY, TEXAS
What it is like to spend half a life alone

ONY MEDINA is a polite, burly man with

heavily tattooed arms. Like all those
confined at the Allan B. Polunsky Unit, heis
dressed in white. The prison’s squat grey
buildings hold 214 death-row convicts.
Locked into a tiny booth in a visiting room,
handcuffs off, he compares being “out
here” to a vacation. It is quiet, save clangs
of metal doors. The room is also cooled
and, ararity, he can see through Plexiglas to
the face of another human.

He was convicted in 1996, aged 21, for a
drive-by shooting that killed two children
atanew-year party. Since then, for 23 years,
he has been awaiting execution. In Texas
the death penalty is applied to those found
guilty of a heinous crime who are also
judged to be a threat to others. Mr Medina’s
legal appeals are continuing.

A deafening wall of noise was “my clear-
est first memory of death row”, he says. “It’s
gates slamming, the steel on steel, prisons
are all concrete and steel, so it echoes, ech-
oes, echoes. It never stops.” On his first
night he was placed in a darkened wing full
of shouting inmates, a dumbfounding ex-
perience, “like ThunderDome-type noise,
yelling and screaming and banging and
everything multiplied”.

At first he shared a cell. Then, after other
prisoners tried an escape in 1998, all death-
row inmates were shifted to solitary. He
complains that this is agony. “I wasn’t sen-
tenced to solitary confinement. I was sen-
tenced to death.” Every day since, for 19
years, he has been alone for 23 hours inside
a concrete box measuring 7 feet by u feet.
Guards pass trays of food through aslatina
door. Standing on his bed he can peer from
avent-window, a few inches high, near the
ceiling. “Some guys spend all day long” do-
ing so, he says. He never does, shunning
“whatis out there thatIcan’t touch”.

He gets an hour in an enclosed yard,
most days, forrecreation. Again heisalone.
In his cell he reads (at the moment a series
about survivalists), writes or sometimes
paints. Relations and volunteers, mostly
European women, visit and send mes-
sages. Inmates shout to each other, cell-to-
cell. But Texas, unlike some states, denies
solitary prisoners any physical contact,
other than frequent body inspections by
guards. He says he last touched a relative,
hugging his mother, on August1st1996.

Other states with the death penalty, and
federal prisons, have less strict conditions.
In many, young inmates and those with

mental-health problems are no longer iso-
lated for long. Even Texas, with more pris-
oners in solitary than any other state—
about 4,000 as of 2017—is reducing its
numbers. A report in 2018 by the Liman
Centre at Yale estimated that 61,000 in-
mates were kept isolated in America, in-
cluding 1,950 who had endured six months
or more. That tally is probably lower today.

Mr Medina believes Texas goes on iso-
lating its death-row prisoners out of vin-
dictiveness, not because of security. He
calls the practice outright “torture”, “cruel
and inhumane”, a means of “intimidation
to break a person mentally” before his exe-
cution. (Onaverage a death-row prisonerin
Texas waits nearly 11 years before being put
to death; the longest wait was 31years.) It is
hard to dispute his claims.

Dennis Longmire, of Sam Houston State
University in nearby Huntsville, says pro-
longed use of solitary cells is costly and
needless. The UN and advocacy groups rou-
tinely condemn the practice. He has testi-
fied at 40 trials that older inmates are not
especially violent to others. He recalls that
his own visits to death row were deafening
and unpleasant. Unsurprisingly, many
guards demand to work elsewhere.

Many inmates suffer mental deterio-
ration, and some turn to suicide, says Mr
Medina, whose once “solid” immediate
neighbour broke after 15 years. Prisoners
grow anxious from isolation and sensory
deprivation and obsessed by what they see
as official petty malevolence. Inmates in

A rare outing
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Polunsky were refused permission to buy
nail-clippers for 17 years. Nor are they sup-
posed to decorate their cell walls.

Some crack while waiting for execution.
When close friends are taken away—some-
times noisily resisting—for lethal injec-
tions, thereisadded turmoil. He counts 437
executions in Texas since he arrived on
death row, including “guys thatI've consid-
ered brothers”. It is especially distressing,
he says, hearing guards chat and joke as
condemned men are removed for execu-
tion. Many inmates arrive with mental dif-
ficulties. One death-row inmate in Polun-
sky, Andre Thomas, gouged out his own
eyes and ate one.

In conversation Mr Medina is articulate
and measured, but he says isolated con-
finement takes a toll. He experiences in-
tense rage, which he calls beneficial, to-
wards “the system—the way I hold onto my
sanity is by reminding myself to be angry at
the people that put me here.” The anger
helped him “build a lot of walls very
high..in my mind”, but “it's not very
healthy” forit “can eatatyou”. He has heard
of inmates in Texas, released from solitary,
unable to cope among other people.

His response echoes the words of Albert
Woodfox, a prisoner kept in solitary con-
finement in Louisiana for 40 years before
being released in 2016, aged 69. Mr Wood-
fox recently published a book, “Solitary”, in
which he writes that “the fight for sanity
never goes away” and says he “shut my
emotional system down” to cope with be-
inglocked away alone.

At issue is not whether to punish the
guilty—though Mr Woodfox did eventually
prove he was wrongfully convicted. It is
whether America should treat even its
worst offenders like this. “I feel like we're
seen in the same light as places like China,
Saudi Arabia and Iran. That's the company
we keep,” says Mr Medina. “Human beings
are not meant to be isolated in this way.” &
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Lexington | Baseball and exceptionalism

The national pastime reflects America’s easily mocked—but often successful—desire to be different

((~ 70U MIGHT not get this crazy game,” warned Tom Heitz, a his-

torian, before attempting to induct a crowd of baseball
scholars into the mysteries of town ball. An early form of baseball,
played in north-eastern states until around the 1870s, town ball is
recognisable to modern Americans by its rounded bat, four bases
(or “stakes”) and the batsman’s need to get around them. Yet the
fact that he may hitall around the plate, must run if he so much as
foul-tips the ball, and that fielders wear no protective glove was
perplexing to some of the scholars. As the crowd divided into two
teams, on the grounds of James Fenimore Cooper’s garden in Coo-
perstown, New York, this gave Lexington a sly advantage. Though
he had never played baseball, he had played cricket and rounders,
two English games to which town ball is closely related.

It follows that baseball is a close cousin to them too—which has
been even more confounding to the game’s aficionados. Indeed,
the Baseball Hall of Fame in Cooperstown, whose annual sympo-
sium on baseball and American culture the town-ballers were at-
tending, is testament to the lengths Americans have gone to to
deny their national pastime’s foreign roots. To this day, many of
the thousands who visit the museum—to stand in awe before a
bust of Babe Ruth or Jackie Robinson—believe baseball was in-
vented in Cooperstown, one day in 1839, by Abner Doubleday.

The symposium’s participants were wise to that hoax, of
course, but not entirely to a related myth. Many believed baseball’s
19th-century rise to displace cricket—formerly America’s most
popular game—was propelled by its singularly “American” quali-
ties. That is another sort of nonsense. And both sorts are reveal-
ing—as is the way with baseball—of broader national traits.

Baseball’s rise, from a village-green activity with tangled roots
in English games to one of the first professional sports, was pro-
pelled by elite organisers and entrepreneurs in America’s growing
cities, such as Albert Spalding, the sporting-goods tycoon. They
saw the political and commercial gains to be had from promotinga
uniquely American game. They therefore raided cricket clubs (of
which there were 100 in Philadelphia alone) for talent, while pro-
moting baseball’s native qualities. It was “our game—the America
game”, crowed Walt Whitman, who loved a national myth.

Anglophobia, stirred by Britain’s trade with the Confederacy

during the civil war and the prominence of Irish-Americans
among early ballplayers, assisted this process. So did a flexible
view of what baseball’s intrinsic qualities were. Mostly, the game
was held to be dynamic where cricket was languid. Yet at least one
commentator in the 1870s considered baseball less dangerous.

The Doubleday scam completed the mythologising. Alarmed
by the persistent claim that baseball evolved from rounders, Spal-
ding bankrolled a commission to produce a better explanation.
“Patriotism and research”, its chairman declared in 1889, indicated
that the game was invented by Doubleday, the soldier credited
with firing the first shot for the Union at Fort Sumter. This fiction
was wildly popular, and still is. The Hall of Fame acknowl-
edges—on a plaque in its inner sanctum—that the Doubleday
myth is untrue. Yet the fact that the plaque also describes Coopers-
town as baseball’s “spiritual home” helps keep its spirit alive.

There are two major morals to this history. The first is that
America is less exceptional—because, like baseball, more of a
European-accented hybrid—than it often considers itself to be.
And there are costs to that self-deception, including—as the flip-
side of American exceptionalism—isolation in sport and other-
wise. Few Americans will be aware that ten finalist countries are
currently contesting the quadrennial Cricket World Cup, followed
by 2bn people in those countries alone. Baseball, which has spread
more modestly and remains fundamentally a domestic game, is
parochial by comparison. Yet America’s belief in its exceptional-
ism, exaggerated as it may be, is at the heart of the country’s
achievements. It may be, baseball suggests, their essential feature.

That is not merely because the game reflects the triumphs and
tensions of the society that plays it. All national sports do that.
Thus, Brazilian football and Indian cricket represent the binding
of disparate peoples by a common culture, and the problems that
plague them. Brazilian football is riven with inequality, as Brazil is;
Indian cricket is factional and corrupt. That American baseball is
the story of America over the past150 years—a common endeavour
marred by periodic storms between communities, between capital
and labour, inside and outside the ballpark—is in that sense mo-
mentous, but unsurprising. What sets it apart is the cultural
heights to which the game’s mythologising has lifted it.

This is most obvious in its literature, from the novels of Ber-
nard Malamud and Philip Roth to the non-fiction of Roger Kahn
and Michael Lewis. American sports-writing is generally superior,
because America takes popular culture so seriously. (The gather-
ing of 170 academics to a conference on baseball was another sign
ofthat.) Yet the boundless themes of national identity, strivingand
becoming, of real and imagined Americas, and more, that flow
from baseball’s unique status make its canon the richest by far.

Baseness, bastardy, base
They are also reflected in the game’s popularity, especially among
those with the most detached view of America: the millions of im-
migrants who have arrived over baseball’s history. For Jews, Mexi-
cans, Irish, among others, baseball has been a point of entry to
American culture. Roth called it “this game that I loved with all my
heart, not simply for the fun of playing it ... but for the mythic and
aesthetic dimension that it gave to an American boy'’s life—partic-
ularly to one whose grandparents could hardly speak English.”
Baseball is a fun game indeed; and also, as the English say of
cricket, more than a game. It is a symbol of Americans’ belief in
their own extraordinariness. It also represents what a splendidly
self-fulfilling prophecy that delusion has often turned outtobe. ®
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What tariffs mean for Mexico

Waiting for the man

MEXICO CITY

The Mexican government scrambles to placate Donald Trump—again

OLITICIANS OFTEN like to rally their sup-
Pporters by railing against foreign men-
aces. Mexico’s president is an exception.
Even as Andrés Manuel Lépez Obrador
rages against other indignities of modern
Mexican life, he dare not criticise Donald
Trump too harshly. That is partly because
Mr Lopez Obrador, known as AMLO, es-
chews foreign distractions from his left-
wing domestic agenda. But it is mostly be-
cause Mexico’s economic ties to the United
States are so vital that no president would
jeopardise them with reckless posturing.

No Mexican president, that is. Donald
Trump won office by denouncing Mexico
as a place to which good American jobs go
and from which evil migrants come. He has
threatened to rip up trade deals and close
the border. Each time, Mexican officials try
to soothe him with compliments and com-
promise, because they cannot punch back
hard. Only about 15% of the United States’
exports go to Mexico, but a whopping 80%
of Mexico’s exports head the other way.
“There is nothing we have in our arsenal
that is equivalent to what the United States
can do to us,” says Andrés Rozental, a Mex-

ican former diplomat and minister.

On May 3oth Mr Trump retrieved from
his arsenal a time bomb of ruinous propor-
tions: a 5% tariff on all imports from Mexi-
co, beginning on June 10th and increasing
by five percentage points each month until
it hits 25% in October. Unlike past threats,
this is an executive order rather than a se-
ries of strongly worded tweets (though it
was that, too). The news sent the peso into
a slump. A Mexican delegation including
Marcelo Ebrard, the foreign secretary,
rushed off to Washington in search of a sol-
ution. AMLO published an open letter to Mr
Trump calling for dialogue, signing off as
“your friend”. Talks continued as The Econ-
omist went to press.

Atissueis the dramatic rise in the num-
ber of Central American migrants heading
for the United States. In May 4,300 mi-
grants were apprehended on America’s
southern border each day, around the same
number as were being caught each week
two years ago. That Central Americans are
emigrating is hardly Mexico’s fault: the
vast majority are fleeing droughts, poverty
and violence in Honduras, El Salvador and,
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especially, Guatemala. Those countries re-
ceived their punishment in March from Mr
Trump, when he cut off aid to all three.

But Mr Trump argues that the migrants
are travelling through Mexico with unwar-
ranted ease. Mexico has done little to stop
people-smugglers from using legal bus
companies to ferry them, for example. The
number of Central American migrants de-
ported by Mexico as a ratio of migrants ap-
prehended by America (which America
considers a rough measure of whether
Mexico is pulling its weight) dipped to 10%
at the start of this year before climbing to
20%. That is well below the levels it
reached under Enrique Pefia Nieto, AMLO’S
predecessor, whom Barack Obama politely
asked to curb migration across his territo-
ry. AMLO’s administration took office in De-
cember boasting thatit would end mass de-
portations and treat migrants better, while
slashing spending on border enforcement.

Adrop in the exchange rate could soften
the blow of a 5% tariff. But a tariff of 25%
would be devastating to Mexico’s $350bnin
exports. Its economy is already struggling:
GDP contracted in the first three months of
this year. Further falls would hit tax rev-
enue and so derail Mr Lopez Obrador’s am-
bitious spending pledges, says Charles Se-
ville of Fitch, a credit-rating agency.

Little wonder then that Mexico is keen »

Award: Sarah Maslin, our Brazil correspondent, has
won the gold prize for foreign reporting in the
Engine MHP 30 to Watch: Young Journalist Awards,
for her coverage of gangs in El Salvador, Jair
Bolsonaro and refugees from Venezuela.
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» to talk. Mr Ebrard will vow to stiffen con-
trols in the future and boost border-securi-
ty funding by $250m in the next 12 months.
But promises alone are unlikely to sway Mr
Trump. The United States wants to see
more migration patrols along the 200km-
wide southern Mexican isthmus. Mexico
has already beefed up its presence there.
But it has ruled out accepting safe third-
country status, which would allow the Un-
ited States to refuse any asylum claim from
a migrant who passes through Mexico first.
A face-saving fudge looks possible, though
perhaps not by June 1oth.

Many in Mexico feel that the country is
the victim of Mr Trump’s re-election cam-
paign. On June 3rd an American judge dis-
missed a lawsuit against Mr Trump’s at-
tempt to divert money from the Pentagon
to pay for his wall on the us-Mexico border.
If he is building that wall during an elec-
tion year, that would presumably delight
his supporters. He may even claim that
Mexico is paying for the wall through the
tariffs, though it is far more likely that
American consumers will pay the price.

Some aides and nearly all economists
will advise Mr Trump that tariffs will im-
pede economic growth. The uUs states that
benefit most from trade with Mexico are
Republican-voting ones. The Mexican gov-
ernment is drawing up retaliatory tariffs
that would target Trump-supporting
states, such as Texas and Arizona, if talks
fail. Some Republican senators are ner-
vously mulling a vote to block the tariffs.

The new dispute with Mexico could also
unravel one of Mr Trump’s previous self-
proclaimed triumphs. His replacement of
NAFTA (“perhaps the worst trade deal ever
made”) with the United States-Mexico-
Canada Agreement (“a very, very good
deal”) may not now be ratified until after
the us electionsin 2020. It will sail through
Mexico’s congress, but many will be won-
dering what the point of it is. Mexicans
now know that if they appease this presi-
dent, the deal they get will only last until he
needs a new political boost. Other coun-
tries will have noticed this, too. &
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Pensions in Chile

Will you still
feed me?

SANTIAGO
Chile ponders how to add a safety-net
to its ground-breaking pension system

CCORDING TO José Pifiera, its master-

mind, Chile’'s pension system is a
“Mercedes-Benz” system. Introduced in
1981 under the dictatorship of Augusto Pi-
nochet, it replaced a pay-as-you-go system
of funding pensions (where current work-
ers pay for current retirees) with one where
people are required to save a portion of
their salaries for their own pensions, and
their contributions are invested in private
funds. The model was one of the first to try
to make public pensions sustainable. But
its future is far from certain.

Last month José’s brother, Sebastian
Pifiera, Chile’s centre-right president, per-
suaded congress to debate plans to reform
the system, despite not having a majority.
The 14 opposition deputies who broke
ranks and voted in favour of discussing the
government’s bill were branded “traitors”
by many on the left, who want to bring back
aredistributive pay-as-you-go system.

By many measures the system has been
a success. Today private pension funds
manage around $212bn, equivalent to 75%
of Chile’s annual GDP. That capital has
helped to fuel Chile’s economic boom,
which has made the country the richest in
South America. The trouble is that the
payouts have not lived up to many Chil-
eans’ inflated expectations.

People were told they would get pen-
sions worth 70% of their final salary if they
chipped in 10% of their earnings for 37
years. Buton average, Chilean workers con-
tribute for less than half of their working
lives, says Fernando Larrain of the fund
managers’ association. Around 30% of em-
ployed Chileans work informally. If paid in
cash, they seldom putany of itin a pension
pot. Others are unemployed, studying or
raising children. As lifespans lengthen, the
money they save will have to stretch fur-
ther. Projections by the OECD suggest that
the average Chilean earner will get less
than 40% of their final salary in old age.

Attempts have been made to add a safe-
ty-net.In 2008 a centre-left government in-
troduced a tax-funded basic pension, now
worth $154 a month to 600,000 elderly peo-
ple who had no savings. A subsidy tops up
the pensions of another 900,000. Together
they now cover over half of Chile’s 2.8m re-
tirees. “We now have a mixed system,” says
David Bravo of the Catholic University.

But many Chileans want more redistri-
bution. Mass protests have taken place ev-
ery year since 2016, most recently in March,
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excoriating the companies that manage the
pension pots. Returns have actually been
rather good—funds have made 8% per year
since the 1980s—but protesters complain
that managers have taken too big a cut (ad-
ministration costs 1.25% of salaries).

Mr Pifiera’s plan would require employ-
ers to contribute, with the money going
into a new state-run fund. It would also
give incentives to postpone retirement.
Butitdoes notraise the retirement age. Nor
can pension reform ever solve the deep in-
equality that lies behind the anger. Half of
Chileans earn less than $550 a month. “It’s
a ticking bomb,” says Marta Lagos, the co-
founder of MORI-Chile, a pollster. B

El Salvador

Monterrosa, erased

A new president removes a monster’s
name from a military base

VER FOUR days in December 1981, sol-

diers from El Salvador’s army shot,
stabbed and burned to death nearly 1,000
peasants from the north-eastern village of
El Mozote and surrounding rural hamlets.
The victims were accused of sympathising
with left-wing guerrillas. All were un-
armed. Most were women, children and
old people. To this day, no one has gone to
prison for the massacre, which was the
largest in modern Latin American history.
Block letters on the outside wall of a mili-
tary base in San Miguel, 7okm (45 miles)
away, paid tribute to the commander who
led the massacre, Domingo Monterrosa. On
June 1st, hours after being inaugurated, El
Salvador’s new president Nayib Bukele or-
dered that the army remove them.

El Salvador, a tiny, hilly country of 6.4m
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people, was once trumpeted as a model for »»
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» conflict resolution. On January 16th 1992
guerrillas and army commanders signed
peace accords that ended a 12-year civil war
in which more than 75,000 civilians had
been killed and 1.5m people displaced. A
truth commission appointed by the uUN
spent eight months investigating claims of
massacres, forced disappearances, rapes
and torture. But just five days after the
commission’s report was published, El Sal-
vador’s congress passed a sweeping am-
nesty. It had been a secret condition of the
peace deal, but made it impossible to pros-
ecute those responsible. Over the years, the
country’s two main political parties—the
left-wing Farabundo Marti National Liber-
ation Front (FMLN) and the right-wing
Nationalist Republican Alliance (Arena),
which emerged from the warring sides—
fought over other issues. But on the matter
of the amnesty, they always agreed.

Then, in 2016, the Supreme Court de-
clared the amnesty law unconstitutional
and ordered a new investigation into
crimes like the El Mozote massacre. The el-
derly survivors trekked to mass graves in
the mountains to watch anthropologists
exhume their murdered relatives’ bones
and to a courtroom in a dusty town to tes-
tify in the trial of 18 military officers ac-
cused of participating in the carnage. On
May 21st peasants in house dresses and
ranchero hats picketed the halls of con-
gress to protest against an attempt by Are-
naand the FMLN to pass a new amnesty law.
After an outcry and an intervention from
the Inter-American Court of Human
Rights, the politicians postponed the vote.

Mr Bukele, who was just four months
old at the time of the massacre, is the first
president since the war to belong to neither
political party. He got his start in advertis-
ing, and his seven years of political experi-
ence—most recently as mayor of San Salva-
dor, the capital—have been characterised
by urban regeneration, social-media wiz-
ardry and feuds with journalists and politi-
cal rivals (in 2017, he engineered his ejec-
tion from the FMLN by criticising it). Young
people and poor people support him but he
has few allies in congress. His inaugura-
tion speech in a packed plaza in San Salva-
dor offered little in the way of plans to
tackle the country’s myriad problems: gang
violence that drives thousands of refugees
to leave each year; a shortage of cash for so-
cial programmes; and corruption scandals
involving both the FMLN and Arena.

Mr Bukele’s order to take down Monter-
rosa’s name—which he announced on
Twitter—signals an attempt to break with
those parties’ legacies. Less than 24 hours
after Mr Bukele’s tweet, on the afternoon of
June 2nd, soldiers in T-shirts and camou-
flage trousers appeared with ladders out-
side the barracks in San Miguel. They
chipped away at the paint until Monter-
rosa’s name had disappeared. ®

Canada’s climate policy

Burning up

OTTAWA
It is tough going green while still
pumping the black stuff

S OMENS GO, it was pretty clear. On May

3oth Jason Kenney, the newly-elected
conservative leader of Alberta, had
planned a celebration. Having successfully
scrapped the province’s carbon tax, which
added about 6.7 cents to each litre of fuel,
he was to visit a petrol station in Edmon-
ton, the provincial capital, and watch as the
price dropped. Instead, wildfires to the
north of the city created smoke so thick
that streetlights came on at midday. The
press conference was cancelled. “We’ve al-
ways had forest fires,” he airily told report-
ers the next day. “And we always will.”

Such single-minded dedication to his
cause has made MrKenney, who is nota cli-
mate-change denier himself but allows
them in his United Conservative Party, a
formidable opponent to Justin Trudeau,
the Liberal prime minister. At stake is the
national climate-change plan that Mr Tru-
deau carefully stitched together in 2016
with eight of Canada’s ten provincial lead-
ers (Saskatchewan and Manitoba held out).
Alberta’s signature was crucial because it
emits more greenhouse gases than any
other province. The intensity of the battle
could affect the outcome of a general elec-
tion in October.

A major component of the plan was
agreementon a national carbon price start-
ing at c$10 a tonne in 2018, rising to c$50
($37.40) by 2022. Provinces were left to de-
cide the mechanism for pricing carbon, but
if they did not, the federal government
would impose a tax. With the biggest prov-
inces on board, it finally looked as if Cana-
da might meet its commitment under the
Paris agreement to bring CcO, emissions
down by 30% from 2005 levels by 2030.
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But then Mr Trudeau started losing his
friends. In Ontario Kathleen Wynne'’s Lib-
erals were defeated last year by the Progres-
sive Conservatives led by Doug Ford, who
campaigned on scrapping the province’s
carbon cap-and-trade system. Conserva-
tives took over from the Liberals in New
Brunswick soon after. Add Mr Kenney’s Al-
berta, plus the original two holdouts, and
that makes five provinces out of ten now
opposed to Mr Trudeau’s plans.

They are taking their battle to the
courts, opposing the federal carbon tax of
c$20 a tonne that went into effect on April
1st in provinces which do not have their
own levies. That will now be putin place in
Alberta “as soon as possible”, says Cather-
ine McKenna, the federal environment
minister. The provinces argue that Ottawa
has no constitutional right to impose the
tax. Saskatchewan lost its case on May 3rd
butsaysitisappealing.

Taking on five of the ten premiers on
any issue would be difficult enough for a
Canadian prime minister. But with climate
change Mr Trudeau is fighting with one
arm tied behind his back. Since coming to
powerin 2015 he has maintained that Cana-
da can fight global warming while still
pumping lots of oil. Hydrocarbons are Can-
ada’s top export. Mr Trudeau says he wants
to phase out Alberta’s tar sands eventually,
butitis noteasy to sit on the fence.

Greens mourned the federal govern-
ment’s decision in 2018 to buy the existing
Trans Mountain pipeline, which carries oil
from Alberta to the west coast. They are
still angry about its proposed expansion
(the government’s final decision is expect-
ed by June 18th). Environmentalists and
some indigenous groups are also fighting a
new oil pipeline that would pass through
Alberta and British Columbia. The federal
government has proposed a ban on oil
tankers sailing off the northern coast of
British Columbia, butithas been held upin
parliament by senators.

The mostabsurd battle may be in Ontar-
io, where the operators of petrol stations
now face fines of up to c$10,000 a day from
the provincial government if they do not
display stickers that criticise the federal
carbon tax. The federal government has re-
sponded by reminding residents in prov-
inces where the national tax has been im-
posed that they can apply for an
income-tax rebate funded by its proceeds.

A real danger for Mr Trudeau is that the
Liberals may lose the youth vote that
helped push his party to power in 2015. A
rise in the vote share of the Green Party or
the New Democrats could split the left. Mr
Kenney is planning to lend the federal Con-
servatives a hand by campaigning in the
October election campaign. Mr Trudeau is
discovering, like many prime ministers be-
fore him, that in an oil-producing country
like Canadaitis not easy being green. B
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Thai politics

An unequal sequel

BANGKOK

The junta leader’s plan to create a parliament to rubber-stamp his authority

comes to fruition

O ONE CAN deny his tenacity. More

than five years after seizing control of
Thailand in a coup and declaring himself
prime minister, nearly three years after
pushing through a constitution designed
to prolong his rule and more than two
months after an election his supporters al-
most managed to lose despite all kinds of
unfair advantages, Prayuth Chan-ocha was
atlastaffirmed as prime minister by parlia-
menton Junesth.

As it happens, Mr Prayuth, without any
sense of irony, recently urged his fellow
Thais to read “Animal Farm”. The process
that led to his affirmation as prime minis-
ter was redolent of the coup-leading pigs of
the novel, who declare: “All animals are
equal, but some are more equal than oth-
ers.” Take the parliament that selected him
atajointsitting of its two chambers. All 250
members of the upper house were appoint-
ed by Mr Prayuth’s government. Roughly a
third of them have links with the armed
forces or the police. The body contains
such impartial figures as Mr Prayuth’s
younger brother.

Or consider the national election in
March in which Thais selected the 500
members of the lower house. The country’s

election commission decided to change
the formula by which it apportioned party-
list seats after the vote had taken place, rob-
bing anti-junta parties of a slim majority in
favour of tiny, biddable outfits. The com-
mission and the constitutional court have
also helped by disqualifying opposition
MPs and, in one case, banning an entire op-
position party.

By unpopular acclaim
The party founded last year to support the
generals’ interests, Palang Pracharat, won
24% of the popular vote in March, just
ahead of the Pheu Thai party, linked to
Thaksin Shinawatra, an exiled opposition
leader, with 22%, and another opposition
outfit, Future Forward, which won 18%. To
turn its meagre showing into a governing
majority, Palang Pracharat has assembled
an unwieldy coalition of 19 parties. In addi-
tion to the minnows, it will have to keep in
line the 53 MPs of the Democrat Party, Thai-
land’s oldest, and the 51 of the Bhumjaithai
Party, an openly transactional operation, to
maintain its slim majority of 255 of the 500
seats in the lower house.

The price of co-operation varies. The
Democrats say they want to shape eco-
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nomic policy, change the constitution and
curb corruption. They look set to win a dep-
uty prime minister and three cabinet seats
(including the coveted ministry of com-
merce). Already one of their own, Chuan
Leekpai, a former prime minister, has se-
cured the job of speaker of the lower house.
But not all its members are keen: its leader
until the election, Abhisit Vejjajiva, who
had vowed to oppose an extension of Mr
Prayuth’s tenure, resigned from parlia-
ment when the Democrats joined the co-
alition, along with several democratically
minded colleagues.

Bhumjaithai may earn the ministries of
transport, health, and tourism and sport.
Its boss, Anutin Charnvirakul, says its con-
ditions for working with Palang Pracharat
are simple: that the government enact
Bhumjaithai’s policies. This will include
liberalising rules around farming marijua-
na (which was legalised for medical pur-
poses by the military regime in December).
“I'ma political engineer,” explains Mr Anu-
tin, “Since we are not ideologues we do
things practically.”

Those at odds with Mr Prayuth can ex-
pect anything but rewards. Thanathorn
Juangroongruangkit, the leader of Future
Forward party, was picked to stand against
Mr Prayuth as prime minister by the parties
opposed to the former general. He enjoys
particular popularity among young Thais.
“We must make parliament a place of hon-
our, not a place where people’s faith goes to
die,” he thundered ahead of Mr Prayuth’s
inevitable acclamation.

Future Forward and its leadership face

at least 16 charges of wrongdoing. Mr Tha- »
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» nathorn has been suspended as an MP by
the constitutional court, which is investi-
gating whether he sold all his shares in me-
dia companies before registering to stand
for parliament, as required by the constitu-
tion. Officials have also been asking ques-
tions about loans Mr Thanathorn made to
Future Forward. In addition, he has been
charged with sedition and computer
crimes. He denies all wrongdoing and says
he is prepared to go to prison.

Mr Thanathorn’s political purity terri-
fies the establishment. The band of self-in-
terested survivors clustered around the

prime minister are not paragons of consis-
tency or principle. They are likely to jostle
constantly for advantage and favour, mak-
ing the government unstable.

Mr Prayuth, meanwhile, has not given
much inkling of what he plans to do with
his mandate. His latest slogan, “Security,
Prosperity, Sustainability”, does not shed
much light. He did not bother to attend the
session at which he was chosen or lay out
an agenda to MPs, saying—again, without
irony—that his actions over the past five
years speak for themselves.

The constitution may, as intended, save

Trouble in Shangri-La

America’s vision for the Indo-Pacific gets a mixed reception

HAT DO YOU buy the Asian defence

minister who has everything? How
abouta “beautiful” photo-book of North
Korean ships illegally transferring oil at
sea? Patrick Shanahan, America’s acting
defence secretary, presented the col-
lection of grainy aerial shots to his Chi-
nese counterpart, General Wei Fenghe, at
the Shangri-La Dialogue, an annual
gathering of military bigwigs in Singa-
pore from May 31st to June 2nd.

It was an emollient gesture in frac-
tious times. When Banyan asked Mr
Shanahan what he planned to say to
General Wei in private, the answer was
not a tirade about Huawei or the South
China Sea. Instead Mr Shanahan said he
was “excited” to explore areas of coopera-
tion. North Korean sanctions-busting—
which often occurs in Chinese waters—
was top of the list. Such collaboration
would show that America and China
could “compete in a constructive way”.

On June st the Pentagon published its
plans for that competition in an Indo-
Pacific strategy. At its heart was the idea
of a “free and open Indo-Pacific” (Fo1P), a
nebulous concept conceived by Japan
and enthusiastically taken up by the
Trump administration. In essence, FOIP
isarules-based rejoinder to China’s
vision of spheres of influence, gunboat
diplomacy and murky loans. “No one
nation can or should dominate the Indo-
Pacific,” said the Pentagon in its report.

Mr Shanahan’s notion of responsible
competition—in contrast to the no-
holds-barred clash of civilisations fa-
voured by some of his head-banging
colleagues—is laudable. It is also savvy.
Asian states are likelier to sign up to FOIp
if they are persuaded that America is not
spoiling for a fight. But on both counts—
stabilising the relationship with China,
while rallying partners to push back

| againstit—America has an uphill task.

Start with the olive branches. General
Wei did not so much ignore them as snap
them into pieces. “Arise, all those who do
not want be enslaved,” he thundered in his
speech onJune 2nd, quoting China’s na-
tional anthem. “Let us build the new Great
Wall with our flesh and blood.” He warned
that China’s army was “not afraid of sacri-
fice” and that “we make no promise to
renounce the use of force” against Taiwan.

One might think that such bluster
would send Asians rushing to sign up to
FOIP and into America’s arms. In some
cases, it has. Narendra Modi will deepen
defence ties with America in his second
term. Japan is beefing up its armed forces
and sending its navy into the South China
Sea. Officials from America, Australia,
India and Japan—the “Quad”—now confer
routinely, most recently on May 31st.

All pay lip service to the idea that the
Association of South-East Asian Nations
(ASEAN), a club of ten mostly smaller
powers, should be at the core of Fo1pP. The
problem is that notallin ASEAN are sold on
the idea. For one thing, many are un-
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Mr Prayuth’s bacon. It empowers the sen-
ate appointed by the junta to intervene to
resolve gridlock in the lower house over
important legislation, such as the budget,
if it stalls for more than 105 days. The
junta’s supporters argue that the charter al-
lows minority government more broadly.
Mr Prayuth also enjoys the crucial support
of the king. “While the government is a
farce from a democratic perspective, I sus-
pect they have the resources to keep their
thin margin together for some time,” says
Karen Brooks of the Council on Foreign Re-
lations, an American think-tank. |

AN\

convinced that America will truly stick
around, as the costs of any war with
China grow over time. So why risk Chi-
na’sire? “The Chinese coast guard is
bigger than Malaysia’s warships,” la-
mented Malaysia’s defence minister.

Mr Shanahan did his best to assuage
these concerns. He pointed out that the
Indo-Pacific was America’s “priority
theatre”, with four times as many Ameri-
can forces as any other American mil-
itary command. America’s freedom of
navigation operations in the South China
Sea were also growing more routine:
unusually, there were two in May alone.

But muscle is only half of it. The
largerissue is that Donald Trump’s un-
predictably incendiary foreign policy sits
uneasily with the principles of Fo1p.
Tensions with Iran are pulling America’s
attention back to the Middle East. The
compulsive resort to tariffs undercuts a
rules-based trading order. Mr Trump’s
lack of interest in human rights hardly
furthers freedom. And to many in Asia,
America’s war on Huawei or its sanctions
against buyers of Russian arms or Irani-
an oil look an awful lot like China’s “tool-
kit of coercion”, as Mr Shanahan putit.

That is unfair. An Asian order sculpt-
ed by China would be more capricious
and suffocating than anything Mr Trump
could devise. General Wei's defence of
the crushing of the Tiananmen Square
protests—he called it a “correct policy”
that gave China the stability to grow
richer—was a reminder of the ideological
stakes. Australia, India and Japan are on
board. Singapore and Vietnam'’s sympa-
thies are clear. But most ASEAN countries
hate the idea of taking sides, despite
widespread misgivings about China’s
intentions. Mr Shanahan reckons they
will eventually come round: “I think
they’re building up their confidence.”
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Seoul’s silliest sinecure
Enemies with
benefits

SEOUL
The South Korean bureaucrats who
pretend to run North Korea

N A LEAFY neighbourhood at the foot of

Bukhansan mountain in Seoul’s north-
ern suburbs sits a large office building with
a stately glass-panelled entrance. Colour-
ful flags flutter in the breeze above the gen-
erous but mostly empty car park, which is
surrounded by well-tended shrubbery.

This is the office of the Committee for
the Five Northern Provinces, South Korea'’s
vestigial bureaucracy for North Korea, over
which the South claims jurisdiction. Five
of the flags outside represent the provinces
lost in 1948, when the peninsula was for-
mally sundered (contemporary North Ko-
rea has nine provinces). There is a governor
for each province, as well as mayors for
their towns and cities and village officials
for smaller settlements.

The purpose of the committee’s exis-
tence is notobvious. Its officials are unlike-
ly ever to set foot in the places they suppos-
edly run. They are not even in charge of
relations with the homicidal dictatorship
that actually runs the North: that is the job
of the (separate) Unification Ministry.

Whatever the committee’s officials do,
it must be important, since each governor
makes a tidy 138m won ($120,000) a year,
plus 2o0m won to cover unspecified ex-
penses. Each has two secretaries as well as
a car and driver. The committee as a whole
has an annual budget of 1o0bn won ($8.5m).

A website lists the committee’s activi-
ties as nurturing exchange among North
Korean refugees in the South and else-
where (and, ideally, their families in the
North), researching the North’s history and
preserving “traditional” (meaning pre-
Kim-dynasty) North Korean culture. How-
ever, an inquisitive MpP recently found no
evidence that any research is being con-
ducted. The only obvious sign of exchange
with the North is aletter box in the lobby of
the committee’s offices with a slit for each
of the wayward provinces—although it is
not clear whether letters placed in it would
ever arrive.

The preservation of old culture, at least,
seems to be going strong. A museum on the
ground floor of the building displays sever-
al old-looking masks alongside more con-
temporary North Korean artefacts such as
shoes and cosmetics. During a recent cere-
mony to celebrate the committee’s 7oth
birthday, the minister for gender equality
and family (deputising for the minister of
the interior, who was otherwise engaged)
stood on a patch of lawn shovelling soil on

the roots of a “peace tree” with a gold-effect
spade as dignitaries in dark suits looked
on. The group soon retired to a banqueting
hall on the fifth floor, where they satatlong
tables decked with kimchi and makgeolli
(rice wine). They watched a performance
by women in colourful hanbok (a tradition-
al dress) wielding masks much like those
displayed in the museum downstairs. The
room filled up noticeably as lunch was
served. Pretending to govern North Korea
is much nicer than living there. ®

Sectarianism in Sri Lanka

Fighting hatred
with hatred

COLOMBO
Sri Lankans have responded to Islamist
terrorism by terrorising Muslims

HE CHARGES sound silly but the conse-
Tquences are not. One Muslim lady’s
crime was to wear a shirt printed with a
ship’s helm. Heraccusers said it looked like
the wheel of dharma, so she must be mock-
ing Buddhism, the religion of the majority.
A young Muslim man was nabbed for hav-
ing three siM cards in his pocket, and a bro-
ken memory card. True, he worked in a
phone shop, but police insisted he must
have snapped the memory card to hide ne-
farious contents. A rich Muslim doctor was
accused of having secretly sterilised 4,000
women by pinching their Fallopian tubes.
More than 700 of the supposed victims
have complained, enraged by rumours of a
fertility “jihad” against non-Muslims.

Just over a month ago, on Easter morn-
ing, jihadist terrorists killed more than 250
people around Sri Lanka in a series of sui-
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cide-bombings. It is not surprising that
since the attacks, jittery police have arrest-
ed more than 2,000 people, nearly all of
them Muslim. But with suspicion among
the public runninghigh, calls for extra vigi-
lance soon morphed into harsher de-
mands. A Buddhist monk threatened to
fast to death unless three prominent Mus-
lim officials, accused of having links to ter-
rorists, resigned. Instead, on June 3rd, all
nine Muslim ministers, as well as two Mus-
lim provincial governors, quit in protest.

Rauff Hakeem, one of the ministers and
the head of alargely Muslim political party,
describes his constituents as “petrified”.
He fears that in Sri Lanka’s fragile and po-
larised state it is all too likely that cynical
politicians will exploit the nasty mood.
Some may want to distract attention from
the security services, which failed to heed
repeated warnings of a looming terror at-
tack. “The vast majority of right-thinking
people cannot be held hostage by a radical
fringe,” he says. “The problem is when the
radical fringe has political patronage.”

After decades of civil war (which pitted
the ethnically Sinhalese, Buddhist major-
ity against largely Hindu Tamils), one
might expect Sri Lankans to be wary of de-
monising minorities. Alas, many are doing
just that. Since the bombings in April, po-
lice have not just randomly arrested Mus-
lims, who are about 10% of the population,
but responded lackadaisically to repeated
mob attacks against Muslims and Muslim-
owned businesses. Facebook groups have
organised boycotts of Muslim-owned
shops; fake pictures of huge weapons
caches “found in mosques” have circulat-
ed. Landlords have evicted Muslims be-
cause of their faith. A taxi firm advertises
that its drivers are Sinhalese; that is, not
Tamils or Muslims. A big poultry company
has destroyed its stocks of packaging, so it
can roll out a new version, proudly
stripped of halal certificates.

Muslim leaders point out that they had
for years warned authorities about the
emergence of cult-like radical groups. After
the bombings, it was local Muslims who
led police to what was believed to be the ji-
hadists’ lair. Co-religionists also took it
upon themselves to demolish one of the
radicals’ mosques with sledgehammers.

Some Muslims have called for intro-
spection. The prosperous Muslim elite,
they say, has for too long turned a blind eye
to creeping extremism. This is partly a pro-
duct of widespread migration to the Gulf,
and partly a reflection of a global trend
among Muslims to abandon “diluted” local
forms of Islam in favour of a “purer” Arabi-
an kind. At the same time Buddhist groups
with similarly narrow-minded inclina-
tions have also gained ground. And just
when Sri Lanka needs strong leadership to
steer clear of such obvious dangers, its
leaders stand disgraced.
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Vietnam's workforce

Labour gains

HANOI
Why so many Vietnamese women work

ONG THI VINH strides proudly across a
Dpatchwork of green fields at her farm
just south of Hanoi, Vietnam’s capital. Ev-
ery now and then she pauses to yank up a
weed or prune a pomelo tree. Along with a
friend, she started an organic fruit-and-
vegetable company seven years ago. Since
then, the annual tonnage of produce sold
has increased tenfold, partly thanks to con-
tracts the firm has won to supply nearby
schools. Women are the financial “pillar of
the family”, says Ms Dong. She employs 19
full-time workers, all women. Her daugh-
ter has quit a job in the civil service to join
the family firm.

Vietnam has one of the highest female
labour-force participation rates (ie, the
proportion of women who are in paid work

or looking for it) in the world. Some 79% of
women aged 15 to 64 are in the labour force,
compared with 86% of men. That figure is
higher than in all the members of the OECD
except Iceland, Sweden and Switzerland,
and ten percentage points above China,
Vietnam’s northern neighbour (see chart).
Many scholars believe that Vietnam was
a largely matriarchal society before a per-
iod of Chinese conquest that began in m
BC. A long history of wars with China, and
later France and America, sucked women
into the workforce, as more men than
women were maimed or killed. In 1960
there were 97 Vietnamese men aged 25 to
54 for every 100 Vietnamese women. By
1975 the war between north and south had
reduced that number to 93. Many survivors
find it hard to hold down a job. Ms Dong
says the war has left her husband with a
weak immune system. Even short periods
of manual labour trouble him. There are
hundreds of otherslike him in their village.
Vietnamese-style Confucianism also
plays a part. Combined with nationalism
fostered by war, it helps to create a feeling
that women have a moral duty to make
money. Communist ideology reinforces

Who needs foreigners?

DHAKA
Bangladeshis are filling their hotels themselves

HEN HE SET up Shanti Bari, an eco-

-\; V resort in the forest near Srimangal,
atown in a hilly, tea-growing region of
Bangladesh, Tanvir Arefin Lincoln’s
guests were mainly foreign tourists.
Locals laughed at the idea of staying
somewhere with so few modern conve-
niences. They asked, “Where is the Tv?
Where is the Ac? What are we paying
for?” Mr Lincoln replied: “You're paying
for fireflies, for the Moon and the stars.
You're paying for a luxurious environ-
ment, nota luxurious room.”

That was five years ago. Now, most of
his guests are Bangladeshi. In 2000 just
300,000 Bangladeshis went on holiday
within their country; in 2017, 7m did. The
figures for last year and this are likely to
be higher still, says Bhubon Biswas, head
of the Bangladesh Tourism Board: “Busi-
ness is booming.”

Foreign tourism has oscillated wildly
in recent years because of political vio-
lence and terrorism, including an espe-
cially grisly attack in 2016 that targeted
expatriates in Dhaka, the capital. But
even as foreigners have been scared off,
locals have been taking their place. In-
comes have increased three- or fourfold
during the past ten years, says Syed
Rashidul Hasan of Dhaka University. At

first, families tend to spend the extra
money on appliances and other consum-
er goods, he explains, butas their in-
comes continue to grow, they begin to
splash out on services, such as holidays.

Most domestic tourists have a han-
kering for pampering. Down the road
from Shanti Bari are the Grand Sultan
and the Palace Luxury Resort, marble-
clad complexes with swimming pools
and games rooms stocked with Play-
stations. High-end hotels have sprung up
elsewhere, too, especially along the
125km-long beach by the city of Cox’s
Bazar, Bangladesh’s most popular tourist
destination. But as Shanti Bari shows,
there is also growing interest in environ-
mental and adventure tourism. Resorts
with assault courses and outdoor sports
are springing up outside Dhaka.

First come the locals, then come the
foreigners, or so the government hopes.
Itis setting up a special zone for foreign
tourists in Cox’s Bazar. The intention, Mr
Biswas says, is to provide a place where
foreigners can safely behave in ways that
might cause consternation in other,
more conservative parts of the country.
“Bangladesh has a lot to offer foreign
tourists,” he insists, but Bangladeshis
“are perhaps not ready for bikinis”.
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this norm. Government posters exhorting
women to work show them wearing hard
hats or military uniforms. Supportive gov-
ernment policies help, too. Maternity leave
was increased to six months in 2013, high
by regional standards.

The different sexes gravitate towards
different types of work. Men tend to take
jobs in corporations or organisations that
confer status, whereas women tend to be
more enterprising. The Global Entrepre-
neurship Monitor looks at, among other
measures, the sex of new business owners
across 54 countries. Vietnam had the high-
est ratio of women to men: 1.14 to 1. This is
partly because mothers still do most child
care, so they have to work flexible hours.

Businesses owned by women tend to be
informal. Women make up 55% of the self-
employed. They typically start a business
just to make ends meet. Nguyen Thi Hong
chops up and sells chickens for ten hours a
day in a sweltering market in Hanoi. Along
with her husband, she supports three chil-
dren, her parents-in-law and her hus-
band’s brother. As she puts it, if she did not
work, “How else could we live?”

Eveninthe formal sector, work is not al-
ways smooth. Misogyny is rife. Many wom-
en complain about the glass ceiling, even
though young Vietnamese women are now
better educated than men. Wives still do
the bulk of the housekeeping, too.

But as the economy shifts from farming
to manufacturing, working women are be-
coming more independent. A recent report
from the Mekong Development Research
Institute, a think-tank, finds that new
roads in the Mekong Delta over the past de-
cade have made it easier for women to work
in nearby textile and packaging factories,
while their husbands stay at home and
tend the family farm. Women in the region
now earn more than men, and the balance
of power between them and their hus-
bands has shifted. Divorces have become
more common and reported rates of do-
mestic violence have fallen. Vietnamese
women'’s labour may atlast be beginning to
work forthem. ®
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Economic geography

Flyover country v coastal elite

BAIGUAN

The gap between rich and poor Chinese regions is widening again

OTIVATIONAL SLOGANS do not get
much blunter than the one hanging
over the sewing machines in Li Zhiguo’s
factory: “Work hard here to make money,
don’t be disliked by your family”. He
proudly holds up one of his products, a red
chiffon dress with ruffled sleeves. Dozens
more are wrapped up, awaiting shipment.
It is a scene that, on the surface, should
please Chinese leaders. Mr Li’s factory is in
Baiguan, a poor town in the central prov-
ince of Hunan. The government has long
wanted to spur growth deep inside the
country, in part by getting low-end indus-
tries to leave the prosperous coast and
move to places like Baiguan. The money,
managers and machines in Mr Li’s factory
are almost all transplants from the
coast. “There’s advantages to being here.
It’s easier to find workers,” he says.
Butscratch alittle deeper, and problems
appear. Mr Li aims to have enough orders to
keep a hundred workers busy. But business
is so slack that he has only hired half that
many. When Baiguan launched its indus-
trial park three years ago, the government
billed it as a new home for China’s textile

industry. Today, the zone is pockmarked
with vacant buildings. Workers may be
paid less than on the coast, but they are
more expensive than their counterparts in
Cambodia and Bangladesh. The roof over
the park’s sales office has partly collapsed.
Managers complain of power cuts.

The difficulties of building a textile in-
dustry in Hunan are part of a much bigger
challenge: closing the gap between inland
China and its coast. When China opened
its economy in the 1980s, its seaboard
reaped the biggest gains. Other regions
grew more slowly. Eventually the govern-
ment began focusing on the poorer areas.
Two decades ago this month, it launched a
“develop the west” plan, followed in 2004
by a similar scheme for its central prov-
inces. These projects involved large invest-
ments in roads, railways, schools and hos-
pitals, plus incentives for businesses and
workers to move to the interior.

- Also in this section

42 Chaguan: China courts the world

In the official telling, these efforts have
been a triumph. That is partly true. Since
the early 2000s growth in the interior has
soared. But a shift is now under way.
Growth is still strong in the interior. Yet the
coastal region, particularly its southern
half, is now outpacing much of the rest of
China.Itisaphenomenon familiarin other
countries: the richest areas are pulling fur-
ther ahead of the poorer ones. It is one that
makes the Communist Party, having prided
itself so much on its efforts to reduce in-
equality, deeply anxious.

China’s south coastal region comprises
Shanghai and five provinces from Jiangsu
to Hainan (see map, next page). It is home
to the mainland’s four busiest ports, in-
cluding Shanghai and the tech hub of
Shenzhen. The region is China’s wealthi-
est, witha GDP per person of nearly 100,000
yuan ($15,000). When the government be-
gan pouring money into the interior, the
south coast initially lost ground. From
2003 to 2013 its share of national GDP fell
from 36% to 33%. But since then its relative
fortunes have revived. Its share rebounded
to nearly 35% in 2018, the highest in more
than a decade.

The region that has fared the worst is
the north-east, burdened by a legacy of
state ownership. The north coast, centred
around Beijing, has also stumbled, in part
because of policies to limit pollution. The
western and central regions have done bet-
ter. Several cities there, such as Chengdu
and Wuhan, are thriving. But on the whole

the west and centre have stopped gaining »
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» on the south coast. In nominal terms, Chi-
na’s economic slowdown of the past de-
cade has been twice as sharp inland as it
has been along the coastal strip.

The underlying picture is even more
worrying. Fiscal deficits (the gap between
government revenues and expenditures)
have remained low on the south coast, ris-
ing from 2% in 2000 t0 3.9% today. In west-
ern and central China, deficits have ex-
panded rapidly, from an average of 5.5% to
15.5% (see chart). Land sales and transfers
from the central government have kept lo-
cal governments afloat, but will diminish
as growth slows.

The change in regional fortunes is
partly the result of investment flows. In
2000 the construction of things such as
roads, railways and factories accounted for
roughly a third of GDpP in all regions. By
2015, as a result of the government’s drive
to boost the interior, the ratio had risen to
43% in the south coast, but to 68% in the
west and to 60% in the centre (see chart).
With investment now tailing off inland,
their growth is also beginning to falter.

The slowdown in investment will be
easier to stomach for places that have spent
money well. The central city of Wuhan
should benefit. It has been a focal point of
China’s efforts to cultivate its semiconduc-
tor industry. But cities that have got it
wrong will suffer. Chongqing, in the west,
worked to attract car and computer manu-
facturers. As sales of both have weakened,
so has Chongqing’s economy. It went from
being one of China’s zippiest cities, grow-
ing by 17% in 2010, to one of its slowest,
growing by 6% last year. “Everyone says we
got hit by a financial crisis,” says Liao Li, a
saleswoman in a small home-decoration
shop there. It is not that bad, but Chong-
qing’s decline has been sudden.

Plenty of industries on the south coast
have also run into trouble, from shipbuild-
ing in Jiangsu to garment-making in
Guangdong. But the region’s economy is
more diversified, and so more resilient. It
is strong in modern services, from soft-
ware design to wealth management. And it
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is still an industrial powerhouse. Many of
its manufacturers have spent heavily on
automation. Its smaller firms have also
adapted. Scholars estimate that 77% of Chi-
na’s “Taobao villages”—ones deriving
much of their sales from e-commerce plat-
forms such as the eponymous one—are
based on the south coast.

As China’s economy matures, the south
coast’s advantages are likely to grow. The
region is well-suited to knowledge-based
industries. It generates half of all patentap-
plications nationwide. Since 2015 worker
productivity has increased by 7.4% annual-
ly on the south coast, more than any other
partof China, according to Moody’s Analyt-
ics, a consultancy. It is also a magnet for
foreign firms: 87.5% of foreign direct in-
vestment flowed to coastal China in 2017,
official figures show. Many foreign manag-
ers say the business climate in the south is
better. “Guangdong is like a spa,” says a
European executive who recently launched
a big project there, having previously en-
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dured frustrations in the interior.

One incentive that is often touted for
producing goods in China’s interior is low-
er wages. But the region’s workers usually
earn more than those in South-East Asian
countries: twice as much as in poorer ones
such as Vietnam and a tenth more than in
wealthier ones such as Thailand. The trade
war with America strengthens the head-
winds. Firms that might have moved in-
land from the coast are instead looking
abroad. Industrial activity has been declin-
ing more rapidly as a share of the interior’s
economy than of the south coast’s. In west-
ern China, for example, it has fallen from
51% of GDP in 2011 t0 41% last year.

China’s leaders will not give up. In re-
cent speeches President Xi Jinping has de-
clared that reducing the economic gap be-
tween regions remains a crucial goal. Local
officials are still trying to pursue it. Nearly
an hour’s drive from Baiguan’s would-be
textile centre, the city of Zhuzhou has
created “Power Valley”, which local offi-
cials hope will become a manufacturing
base for the railway, car and plane indus-
tries. Itis a well-manicured zone with crisp
factory buildings, a slogan (“beautiful in-
telligence town”) and a big government of-
fice dedicated to making it work.

But nearly four years on from its open-
ing, Power Valley is clearly low on fuel. A
clerk at the reception says it has 80% occu-
pancy. Yet just outside her door, there is
halfablock ofabandoned offices. Down the
road, one of the bigger occupied buildings
belongs to a car-design company. Its man-
ager sheepishly admits that he obtained a
five-yearlease rent-free. Ten employees are
spread across four floors. “We are racing to
catch up with the coast,” he says. The race
already seems lost. |
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Chaguan | China courts the world

New commercial tribunals dream of rivalling the West’s. They are off to a cautious start

HREE WORDS—Fairness, Professionalism, Convenience—form

a mission statement for the China International Commercial
Court, which held its first public hearing in Xi'an on May 29th.
When Chaguan attended the session, alongside foreign diplomats
and representatives of China’s Supreme People’s Court, that three-
word promise in English and Chinese shone from a digital screen
dominating the bronze and marble entrance hall of this, China’s
newest judicial institution.

It is built to impress, for it has large ambitions. It was founded
tobuttress the railways, roads and fibre-optic cables of the Beltand
Road Initiative—a globe-spanning scheme launched in 2013 by
President Xi Jinping—with something less visible: a distinctively
Chinese vision of how laws should govern globalised commerce.
The court has two tribunals. The one in Xi'an is in a symbolic spot.
The city was the historic terminus for jingling, snorting camel
trains on trade routes later dubbed the Silk Road. Its sister tribunal
in the southern boomtown of Shenzhen will hear disputes relating
to maritime routes of Mr Xi’s project. Yet for all the pomp, the new
court has an uncertain future, clouded by doubts about how many
firms will agree to use it—though its remit now extends to large
disputes involving foreign businesses, not just belt-and-road
deals. The doubts are related to a fourth word dear to Communist
leaders but missing from courthouse digital screens: control.

A desire for this has made officials exceedingly cautious when
crafting the court’s rules. Other judicial bodies dealing with inter-
national commercial cases have opened in recent years from Du-
bai to Singapore and the Netherlands. To signal their indepen-
dence, they typically employ judges from several countries.
Leading lawyers urged China’s supreme court to consider similar
bold steps when setting up the new tribunals, playing on its desire
to make the judiciary more worldly and better-trained. But offi-
cials at China’s legislature balked at changing the law to allow for-
eign judges to sit in the new court. Instead the tribunals will bor-
row supreme-court judges. Hearings will be conducted in Chinese
by Chinese lawyers, though evidence written in English is allowed.

The belt-and-road court is part of the supreme court. It has ap-
pointed an “expert committee” with 32, mostly foreign, members.
But their role is only to advise the tribunals and to mediate should

parties prefer to avoid litigation. A French member, Tao Jingzhou,
who heads the China practice of Dechert, a law firm, laments in a
new paper that the court is “constrained in many ways”.

Shan Wenhua, another of the court’s advisers, fielded reporters’
questions on opening day in Xi'an. Professor Shan, who is dean of
the law school at Xi’'an Jiaotong University, assured Chaguan that
the court’s Chinese judges would “administer justice indepen-
dently from any interference”. He compared the new institution
favourably to commercial courts and arbitration tribunals in Lon-
don or Singapore, noting that it will offer the choice of formal liti-
gation, arbitration or mediation, all under one roof. Answering
questions from Chinese state media, the professor went further.
Chinese businesses face “great risks” in belt-and-road countries
where legal systems are not of “very high” quality, he explained. In
addition, having to rely on foreign legal systems is “out of keeping
with our status as a major power,” he said. “We have a shot at creat-
ing a better system.”

Itis easierto grasp the scale of China’sambitions than to under-
stand what international commercial law with Chinese character-
istics might look like. In March the supreme court’s president,
Zhou Qiang, delivered his annual report to the legislature. Item
one was a pledge to uphold the Communist Party’s “absolute lead-
ership” over the work of Chinese courts—for China rejects judicial
independence, calling it a false Western ideal. Mr Zhou also called
for strict implementation of rules requiring judges to seek Com-
munist leaders’ instructions when “major matters” arise. Mr
Zhou’s comments raise questions about the new belt-and-road tri-
bunals, Susan Finder, one of the court’s expert advisers, has writ-
ten on her influential blog, Supreme People’s Court Monitor.

Some motives to have more foreign cases heard in mainland
China may be relatively benign. For instance, autocratic Chinese
business bosses, notably from state-owned enterprises, loathe be-
ing cross-examined in foreign commercial courts or arbitration
tribunals, and often do badly there. Other possible motives are
more worrying. Too many belt-and-road contracts are secretive,
unequal and reward local power-brokers in opaque ways, reflect-
ing deep cynicism about global norms. Some experts wonder if
Chinasecretly envies the ability of American judges in civil suits to
demand the seizure of assets on the other side of the world.
Though Chinese officials denounce America as a bully with a long
reach, some scholars wonder whether China might one day begin
issuing more extraterritorial judgments of its own.

The long arm of the law

International lawyers expect rich-world parties to be wary of the
tribunals, for now. They predict that foreign firms will prefer to
take disputes involving Chinese partners to such compromise lo-
cations as Hong Kong, a Chinese city with its own legal system,
complete with foreign judges. The opening case in Xi’an con-
cerned a shareholding dispute involving Red Bull, an energy drink
from Thailand. The case was passed to the tribunal by the supreme
court. “Where you go to resolve a dispute is more or less a question
of your bargaining power,” says a lawyer with years of China expe-
rience. Smaller firms from poorer nations have fewer choices.

In thelaw courts of Communist China, power and political con-
trol count for more than fairness. The tribunals could one day mat-
teralot, should they be used to exportavision of international law
that reflects that same, bleak worldview. At the moment, an obses-
sion with power and order is hobbling the new tribunals. But that
could change: China’s autocrats may not be as clumsy for ever. B
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People power meets bullets

Sudan’s Tiananmen?

KHARTOUM

Pro-democracy protesters are being slaughtered in Khartoum

HERE JUST weeks ago the scent of
freedom was in the air, there came
the smell of smoke and cordite. The sounds
of jubilant song gave way to those of auto-
matic gunfire and the screams of the dying.
In the early hours of June 3rd Sudan’s
armed forces moved against pro-democra-
cy protesters who had been holding a sit-in
since April outside the army’s headquar-
ters in Khartoum, the capital of Sudan.
They shot and killed more than 100 people,
including some children. All that remains
of the carnival of democracy that had
sprouted there are burnt tents and rubbish.
It was the worst violence since demon-
strations toppled Sudan’s brutal dictator,
Omar al-Bashir, in April. It was also the
most gruesome. People were whipped,
raped and robbed. Bodies were slung into
the Nile. Doctors treating the wounded
were beaten and shot. In Omdurman,
across the river, rescuers fished out the bo-
dies of people who had been hurled,
screaming, off a bridge.
Residents of the capital likened the car-

nage to atrocities committed by govern-
ment forces and its militias during Sudan’s
long civil wars. Not coincidentally, the bulk
of the bloodshed this week was the work of
the Rapid Support Forces (RSF), a paramili-
tary force linked to the Janjaweed, a militia
responsible for genocide in Darfur. Thou-
sands of its troops now patrol Khartoum.
On June 3rd the Transitional Military
Council, which took over after Mr Bashir’s
fall, turned off the internet and phone net-
works. Its leader, Abdel-Fattah Burhan,
said the junta would form an interim
government and hold elections in nine

= Also in this section

44 Guns and tonic

45 White elephants in Tanzania

46 More suffering in Syria

46 Confusion over Eid

47 Troublein Jordan

months. The Sudanese Professionals Asso-
ciation, which has spearheaded the upris-
ing since it began last December, rejected
the plan.

Trouble had been brewing for weeks.
Protesters and the junta were tussling over
who would control the country’s transition
to democracy. Negotiators had agreed on
some issues, such as the establishment ofa
civilian-led parliament and cabinet, and a
three-year transition before elections. But
talks stalled over the contentious issue of
who would be in charge of the highest deci-
sion-making body, the sovereign council.

To break the deadlock, the protesters
declared a national strike, while the junta
turned to its powerful deputy head, Mu-
hammad Hamdan Dagalo (who is widely
known as Hemedti) and his RSF. A former
camel-rustler who had dropped out of
primary school, Mr Dagalo rose to promi-
nence after turning his clan of Arab no-
mads in Darfur into a gang of the Janja-
weed. Horse-riders from that militia
suppressed a rebellion 15 years ago by burn-
ingvillages, slaughtering civilians and rap-
ing the women who couldn’t escape.

Today, money and diplomatic support
from anti-democratic Arab regimes have
emboldened the junta. Mr Dagalo had pre-
viously sent at least 3,000 mercenaries to
fight for Saudi Arabia and the United Arab
Emirates (UAE) in Yemen. His forces are
well-equipped and battle-hardened, and

he has rich friends. The junta’s call for fi- p»
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» nancial help was quickly answered. Saudi
Arabia and the UAE sent $500m and prom-
ised another $2.5bn. Egypt's security
forces, no stranger to coups, are thought to
have offered advice.

Yet the junta’s swift resort to violence
may have increased the risk of civil war. It
could, perhaps, have let the protests gradu-
ally run out of steam. Instead, it unleashed
death just before the start of Eid, the festi-
val to celebrate the end of the holy month
of Ramadan. “The country will never for-
give them for gunning down innocents the
day before Eid,” says a doctor from Khar-
toum. Soldiers and policemen not affiliat-
ed with the RSF are said to be furious about
the bloodshed. Troops in several garrisons
have mutinied and tried to break into ar-
mouries to grab weapons to fight the RSF.

The Kkillings also raise questions over
where exactly power resides. Mr Dagalo,
who denies orchestrating the violence in
Khartoum (the government also claims the
RSF was not involved), is thought to have
presidential ambitions. If so, he may seek
to undermine any transition that weakens
him. He “needs state power to protect his
interests”, says Magdi el-Gizouli of the Rift
Valley Institute, a think-tank. “He is effec-
tively terrorising the population of Khar-
toum into submission.”

He is not the only one with an incentive
to thwart democracy. Mr Bashir kept him-
self in power for 30 years by playing fac-
tions off against one another. Many in the
junta feara new order, especially if it estab-
lishes the rule of law. Some fear justice for
atrocities in Darfur or elsewhere.

The latest killings give the top brass
even more reason to worry. The junta is
“basically in the same exact boat as Bashir”,
who faces charges of genocide at the Inter-
national Criminal Court (1cc), says Ahmed
Kodouda, a political analyst.

Demonstrators, meanwhile, are en-
raged by the betrayal of their democratic
revolution. From Al-Haj Yousif, an out-
lying neighbourhood of Khartoum, come
reports of fresh protests suppressed by
gunfire. In hospital corridors, doctors and
patients alike sing protest songs, vowing
not to abandon their struggle.

Averting a civil war in Sudan may re-
quire trade-offs between justice and peace.
Outsiders, including Western govern-
ments and the African Union, have con-
demned the violence and called for a civil-
ian-led transition. But many, including
Britain, also insist that those responsible
for war crimes be held accountable and
handed over to the International Criminal
Court. The fear is that Sudan may get only
one of these things, or neither.

Journalist wanted: We are looking for a new writer,
based in Africa, to strengthen our coverage of the
continent. For further details please go to:
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Guns and tonic

BUKAVU
The world’s largest forest of quinine-producing trees stretches across eastern Congo

HE KIVU provinces in the east of the

Democratic Republic of Congo have a
tragic reputation. Armed militias rape
and plunder. Ebola, a virus, has infected
more than 2,000 people.

But the region has also saved millions
of lives. North and South Kivu are home
to the largest cinchona forests in the
world. The bark of these trees, which
were introduced by the Belgians, con-
tains quinine, a drug that cures malaria.
(Italso tastes pleasantly bitter when
dissolved in fizzy water and served with
gin and a slice of lime.)

Near the edge of a plantation is one of
just five quinine-extracting factories in
the world. The operation, which has been
running since 1961, produces about 100
tonnes of processed quinine a year, or
about30% of global demand. “First we
address the country’s needs, then we
export the rest,” says Etienne Erny, the
managing director of Pharmakina, the
firm that owns the factory.

Justunder half the quinine is sent
abroad. A third of this is turned into
tonic water and the rest into medicine. It
is a tragic twist of fate, therefore, that
despite the abundance of quinine in
Congo, it still has the second-highest rate
of malaria deaths in the world. In 2017
some 435,000 people died from the
disease. Many cannot afford to pay the $2
fora course of 21 pills or do not diagnose
the malady in time.

While conditions in the Kivus (most
notably altitude and humidity) are ideal

All bark, no bite

for cultivating trees, the region’s never-
ending skirmishes are not. Some of
Pharmakina’s forests stretch into an area
which is overrun with dozens of rebel
groups that call themselves “Mai-Mai”
and claim to have magical powers in
battle. They regularly kidnap and kill.
Now and then they send letters to Phar-
makina demanding cash and threatening
to abduct its workers. “You don’t pay, but
you have to talk to them,” says Michael
Gebbers, another director. Discussions
take time and frightened employees do
notdare turn up at the plantations.
Moreover, during Congo’s two bloody
wars, which ran for a total of six years
between 1996 and 2003, great swathes of
the forest were unreachable and the
company’s output dwindled.

The problems of running a business
in Congo extend beyond insecurity.
Because there is no reliable supply of
electricity, the factory is often powered
by expensive generators. The chemicals
used to process quinine are costly and
come by lorry from Tanzania.

Asif this weren’t enough, the firm
also has to deal with growing competi-
tion. Indian traders have begun buying
cinchona bark and shipping it to Delhi,
where the cost of processing is lower.
Demand has also fallen since the discov-
ery of synthetic quinine and artemisinin,
another plant-based anti-malaria drug.
Still, people hoping to give Congo’s econ-
omy a tonic can do their bit to drive up
demand each time they raise a glass.
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Tanzania

Dam nation

THE SELOUS

President John Magufuli’s mega-projects are not well planned

IKE ISAIAH BERLIN’S hedgehogs, who

knew one big thing, John Magufuli, Tan-
zania’s president, sees economic growth
through a single prism: the state, and the
state alone, delivers prosperity. Cash has
been poured into Air Tanzania, the loss-
making state-owned airline, which has re-
cently bought half-a-dozen new planes, in-
cluding a Boeing 787 Dreamliner. Passen-
gers arriving on it will be able to whizz
across the country in high-speed trains, if
things go to plan. Some 30 infrastructure
projects are in the works. Dodoma, Tanza-
nia’s capital-in-name-only, is being over-
hauled. It will have Africa’s largest stadi-
um. A hydroelectric dam in the south is
more modestly conceived: it will merely be
the continent’s joint second-biggest.

Such mega-projects go down well do-
mestically. They foster pride and are taken
as evidence that the president is serious
about giving Tanzania a modern economy
by 2025. For a president who won election
in 2015 by the smallest margin in Tanza-
nia’s history, they are also potential vote-
winners. Donors and investors are less en-
thusiastic. They have nothing against in-
frastructure-driven development, but it
needs to be well planned, carefully imple-
mented and make financial sense. They
worry that Mr Magufuli’'s schemes often
fail on all three counts. Already, several
have made faltering starts.

Take Air Tanzania. Its reputation is dis-
mal. In 20n it stopped flying altogether
after its last aircraft was grounded for re-
pairs. Its new Dreamliner has yet to revive
its fortunes. Flights to Mumbai and
Guangzhou should have started last Sep-
tember but did not because the airline had
been suspended by the International Air
Transport Association over unpaid debt,
and did not have experienced pilots.
Flights will finally begin in July, the com-
pany says.

Mr Magufuli’'s vision sometimes
trumps forethought. When he abolished
state school fees, too few teachers had been
trained to meet the surge in demand. “I
have teachers teaching classes of 130 under
atree,” complains one headmaster.

Similarly, government ministries have
been told to move from Dar es Salaam, Tan-
zania’s biggest city, to Dodoma. Yet the
buildings meant to house them are under
scaffolding and the city’s expansion will
not be complete for another decade. Mere
details, scoffs the president (who has not

There goes my neighbourhood

moved): “Stay under a mango tree.”

Grander projects are planned. A new
railway is being built that will eventually
connect Dar es Salaam to Kigali, Rwanda’s
capital, along1,090 miles of track. The first,
186-mile phase, costing $1.9bn (about 4% of
GDP) is due to be completed in December.
Mr Magufuli insists on the trains being
electric, which pleases environmentalists.
However, Tanzania has an erratic electric-
ity supply. Potential passengers worry that
their trains may be stranded.

Mr Magufuli’s answer to this is his most
controversial project of all: the Rufiji Hy-
droelectric Project. The 2,115-Mw dam is
equalled in generating capacity in Africa
only by Egypt’s Aswan Dam (Ethiopia’s
troubled Grand Renaissance Dam will
eventually eclipse both). If completed, it
would more than double the amount of
electricity Tanzania generates. But the dam
is to be built in the Selous, Africa’s biggest
game reserve and a UNESCO World Heritage
site. Conservationists are livid and think it
may lead to more elephant poaching.

Others question the dam’s viability. Mr
Magufuli reckons it will be built within
three years at a cost of $2.9bn. Both esti-
mates need to be trebled, reckons Joerg
Hartmann, an independent dam specialist.
Donors also doubt the wisdom of making
Tanzania’s power supply dependent on a
single source vulnerable to droughts.

The president, an engineer by training,
is fond of the grandiose. Yet less ambitious
projects could deliver more. Tanzania has
plenty of water and natural gas. Smaller
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dams and power plants would be cheaper
and quicker to build.

But the president is not for turning. Do-
nors have little clout: it is hard to use aid as
pressure when his government deliberate-
ly delays its disbursement and tries to tax
it. Domestic critics have even less sway.
Opposition mMps are frequently arrested.
Those who criticise the dam have been told
they will be jailed. Even the president’s
own officials are too scared to offer candid
advice. Some Western diplomats say they
are asked to break bad news to the presi-
dent by aides too timid to do so.

Mr Magufuli faces few checks. “He is al-
lowed to make all the decisions, from the
smallest to the biggest,” says Daniel El-
Noshokaty, the resident director for the
Konrad Adenauer Foundation, a think-tank
associated with Germany’s centre-right
CDU party. If feasibility studies are carried
out, they are rarely published. Donors sus-
pect the president based his decision to
build his huge dam on a viability study car-
ried out by the Norwegian government in
1980. Yet not only did Norway abandon the
project, because it did not make financial
sense, but water levels have since fallen by
25% due to climate change and upstream
irrigation, says Zitto Kabwe, an economist
and opposition MP.

Only a booming economy would allow
Mr Magufuli to pay for his projects without
taking on unsustainable debt. The presi-
dent points to official figures showing an
expanding tax base and annual economic
growth of 7%. Sceptics note that govern-
ment data are unreliable and that ques-
tioning them could soon be a criminal of-
fence. The International Monetary Fund
(1MF) reckons the economy will grow by
just4% in 2019, one percentage pointabove
population growth. Tax revenues ticked up
by 3.1% last year, not nearly enough to fund
the president’s dreams. The IMF warned in
a recent report (whose release was blocked
by Tanzania) that a big increase in spend-
ing on mega-projects could leave the coun-
try struggling to repay its debts.

Far from boosting the economy, Mr Ma-
gufuli is shackling it. Private investment
has been scared off by limits on foreign
ownership, a ban on international arbitra-
tion to settle contract disputes and a delay
in paying VAT refunds. Executives working
for multinational firms have been arrested,
and ludicrously high fines imposed on
spurious grounds (Acacia Mining, a British
firm, was told to pay $19obn—more than
three years of Tanzania’s GDp—for alleged-
ly undervaluing gold exports). Tanzanian
businessmen have been strong-armed into
surrendering assets to the state. Tour oper-
ators and farmers complain of lower pro-
fits due to new taxes and rule changes. Un-
less Mr Magufuli changes course, one day
the only elephant left in the Selous may be
awhiteone. B
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The war in Syria

Yet more misery

CAIRO
The Assad regime’s ruinous campaign
to retake Idlib

VEN THE Eid al-Fitr holiday did not

bringa respite for the almost 3m Syrians
bottled up in Idlib. Warplanes buzzed over-
head, as they have for more than a month,
dropping ordnance on this scrubby prov-
ince in north-western Syria, the last signif-
icant pocket of rebel-held territory. The of-
fensive has already killed more than 300
people. Russian and Syrian jets have re-
peatedly bombed hospitals despite prom-
ises that they would be protected. Some
250,000 people have been displaced.

The ferocious bombing now under way
in Idlib was not supposed to happen. Last
September Bashar al-Assad, Syria’s dicta-
tor, began massing troops for an offensive
to retake the province. But a deal to prevent
itwas hashed outby Vladimir Putin and Re-
cep Tayyip Erdogan, the presidents of Rus-
sia and Turkey, the strongest foreign pow-
ers in the neighbourhood. The Sochi
agreement, as it is known, called for a buff-
er zone up to 25skm deep between rebels
and the regime. Soldiers from both coun-
tries would patrol it and apply pressure to
their allies. Russia would restrain the Syri-
an army, while Turkey would force mili-
tants to retreat deeper into the province.

Signing the deal was easy. Implement-
ing it was another matter. Turkey overesti-
mated its influence over Hayat Tahrir al-
Sham (HTS), al-Qaeda’s former Syrian affili-
ate. In January HTS launched an offensive
against other rebels in Idlib, including a
Turkish-backed faction. It now controls
most of the province. Both HTS and the Syr-
ian army violated the truce by shelling each
other. The buffer zone exists only on paper.
The regime is now advancing into Idlib
from the south-west. At each town along
the way Syrian and Russian jets unleash air
strikes to soften up the rebels. Ground
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troops attack soon after.

Most of the peopleinIdlib are internally
displaced: they fled from one region to an-
otheras parts of Syria fell to the regime. The
province has swelled to more than double
its pre-war population. Mr Assad likes to
portray it as a festering nest of jihadists.
This is partly a problem of his own making.
Rather than fight to retake every rebel-held
pocket, he allowed some foes to surrender
and granted them safe passage to Idlib.
Some of the extremists now battling the re-
gime were brought to Idlib on its buses.

Messrs Putin and Erdogan would both
like to halt the fighting. If it worsens,
trapped civilians will have nowhere to go
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except north. Mr Erdogan does not want
another exodus across his border, especial-
ly not with the Turkish economy on the
brink of what may be a painful double-dip
recession. Russia, for its part, fears an of-
fensive would strain relations with Turkey.
The situation in Syria has brought them
closer over the past three years, while Tur-
key’s ties with America have deteriorated.
Mr Erdogan has agreed to buy S-400 air-de-
fence systems from Russia, despite Ameri-
can warnings that the purchase would
make Turkey ineligible to buy F-35 jets.
Russia also doubts the capabilities of
the Syrian army, which has demonstrated

tactical incompetence time and again M

The fault in our stars

CAIRO
When is Eid al-Fitr? The answer may depend on pollution and politics

S THE SUN slipped into the Mediter-

ranean on June 3rd, imams in Gaza
took to their minarets to announce the
end of Ramadan. Observers in Saudi
Arabia had spotted the hilal, the waxing
crescent moon that marks a new Islamic
month. Muslims could celebrate the Eid
al-Fitr holiday—at least for a few min-
utes. Word soon came from Jerusalem:
Palestine’s grand mufti could not find the
moon. Eid was postponed.

“Do not fast until you see the cres-
cent, and do not break your fast until you
seeit,” said the Prophet Muhammad.
Early Muslims were keen astronomers,
in part because faith demanded it. Schol-
ars like Ibn Yunus of Egypt corrected
Ptolemy’s mistakes. The first modern
observatory was built in Baghdad. Their
work shaped our understanding of the
cosmos. The moon’s phases are now a
matter of predictable calculation.

But Islam still relies on human eyes to
spot the hilal. This is hardly a science.
Evenifithangs overhead, that sliver of
luminous lunar rock can be obscured by
clouds or smog. Eid is thus rarely ob-
served at the same time across the Mid-
dle East. Arch-rivals Saudi Arabia and
Iran often choose different dates, which
are adopted by allies and co-religionists.

This year was unusually absurd.
War-torn Syria and Yemen had two Eids,
one for government-controlled lands,
the other for rebel-held pockets. Watch-
ers in Libya could not find the moon on
June 3rd but adopted the Saudi date
anyway. Wags wondered if some coun-
tries were making political statements.
For the first time in recent memory,
Jordan and Palestine broke with Saudi
Arabia. Both are unhappy with the king-
dom over its support for Donald Trump

I'm hungry, let’s Eid

and his Middle East peace plan.

Along with Eid greetings, Arabs
swapped Eid jokes. One widely shared
video from a Kuwaiti YouTube channel
showed Sunni and Shia clerics playing
tug-of-war with the lunar crescent. But
the confusion is a real annoyance. Mus-
lims in the West groan about having to
ask their bosses for a day off—without
knowing in advance which day it will be.

Other calendars that fix their months
by the moon use mathematical formulas:
Rosh Hashanah or the Chinese new year
are predicted scientifically. Some Mus-
lim jurists say their faith permits the
same. Enthusiasts have designed web-
sites and apps that show when and where
the crescent will be visible. Their work
suggests that the hilal should not have
appeared in the eastern hemisphere until
June 4th. No one tell the Saudis—or Mali,
which somehow spotted it on the 2nd.
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» throughout the eight-year war. In late May,
after the regime won a string of victories,
rebels launched a surprise counter-attack
on thevillage of Kafr Naboudeh. The Syrian
troops garrisoned there were well-
equipped and dug in. But they beat a disor-
ganised retreat and left behind a cache of
heavy weapons that were quickly turned on
other regime troops.

None of this changes the strategic pic-
ture in Syria. Opposition supporters talk
about a rebel counter-offensive emerging
from Idlib. This is wishful thinking.
Though they can harass the regime, their
numbers are too small to retake much
ground—and they are too radical to win

much foreign support.

The question is simply how much suf-
fering will be inflicted on Idlib. Mr Assad
seems emboldened to retake the last bit of
his country (never mind that what he con-
trols is largely in ruins). Mr Putin is losing
patience with rebels who have also shelled
Russian bases in Syria. On June 3rd he
blocked a statement in the UN Security
Council that urged combatants to protect
civilians in Idlib. But he may not want to
damage his ties with Mr Erdogan over what
will be a ruinous offensive. The two plan to
meet later this month on the sidelines of
the G-20 summit. As ever, the future of Syr-
iawill not be in the hands of Syrians. ®

Jordan

Fewer friends, more problems

AMMAN

King Abdullah is struggling to cope with big challenges

« E ARE ALL King Abdullah.” So said
the official campaign to celebrate
the 2oth anniversary of the king’s acces-
sion to the throne in Jordan. But the turn-
out on February 7th suggested that few
agreed with the sentiment. Even trays
heaped with mansaf, lamb stewed in yo-
gurt, could not rouse large crowds. Two
months later the World Economic Forum
on the Middle East and North Africa, held
on the Dead Sea in Jordan, also failed to at-
tract the desired audience of global big-
wigs. Athome and abroad, says a former of-
ficial, “the king is losing his prestige.”
Other Middle Eastern countries have
oil. Jordan has location. It sits at a strategic
crossroads, so the West and regional pow-
ers have long valued its stability. During
the cold war Jordan served as a reliable and
moderate Western ally when other Arab
states turned to the Soviet Union. It acted
asaconduit to next-door Israel, with which
it has a peace treaty, when others shunned
the Jewish state. America used Jordanian
territory to launch special forces into Iraq
and as a base from which to co-ordinate re-
belsin Syria’s civil war.

The dispensable kingdom

Today, though, Jordan doesn’t seem so es-
sential. Many Arab states now deal directly
with Israel. Some of them are upset with
King Adbullah (pictured) for not toeing the
line on regional matters. He has main-
tained relations with Qatar, which has been
ostracised by other Gulf states, and backed
away from the war in Yemen led by Saudi
Arabia and the United Arab Emirates (UAE).
He is seen as soft on the Muslim Brother-
hood, an Islamist group that operates in

Jordan but is banned elsewhere. The king
has even shaken hands with Hassan Rou-
hani, the president of Iran, which is hated
by big Arab powers.

As it pulls troops out of the region,
America is also losing interest in Jordan.
King Abdullah moans that the administra-
tion of Donald Trump is ignoring him as it
draws up a peace plan for Israel and the Pal-
estinians. The king fears that he will be
pushed to provide a permanent home for
millions of Palestinians, who are the ma-
jority in Jordan, making it the de facto Pal-
estinian state. The king also worries that
the plan will ignore his historical claim to
custodianship of Jerusalem'’s holy places or
give countries that support Mr Trump, such
as Saudi Arabia, arole in the city.

America, Saudi Arabia and the UAE can

Heavy lies the frown
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put pressure on Jordan by withholding aid.
America gives it over $ibn each year,
around 2.5% of GDP. The Gulf states inject-
ed billions more into Jordan during and
after the Arab spring. But Saudi Arabia did
not renew its aid package in 2017, a move
that Jordanian officials viewed as punish-
ment for their nonconformist policies.
Months later King Abdullah said he faced
economic pressure to tone down his oppo-
sition to Mr Trump’s recognition of Jerusa-
lem as Israel’s capital. As Jordan faced an
economic crisis last year, the Gulf states
(including Saudi Arabia) promised $2.5bn,
mainly in the form of loans. Only a fraction
of the cash has been transferred so far.

King Abdullah needs the help. Millions
of Palestinian, Iraqi and Syrian refugees
have sought shelter in Jordan, a burden it
cannot afford, says the king. Public debt
equals 95% ofannual GDP. The government
has cut subsidies and raised taxes, pushing
prices higher. Over a million of Jordan’s
1om people are poor. Youth unemployment
stands at 41%. Such is the demand for jobs
that when the American embassy in Jordan
advertised for a secretary, radio stations
ran the news on their bulletins. “The malls,
markets and restaurants are empty,” says
Samer Tawil, a former economy minister.

The people used to blame greedy minis-
ters and corrupt officials for their misery—
and looked to the king for remedies. Now
when they protest, as they often do, they
call out King Abdullah by name. “Prices are
rocketing and Abdullah is playing poker,”
runs one of their chants. “Jordan can’t han-
dle the cost of its royal family,” says a
sheikh from the Beni Hassan, the king-
dom’s largest tribe. A widely-shared letter
from a former minister, Amjad al-Majali,
demanded the king “hunt the corruptcircle
thatis close toyou”.

Anger is fiercest among the indigenous
Bedouin, who dominate the security and
intelligence services. Retired officers sign
open letters stating that they no longer
consider Abdullah and his Palestinian
wife, Rania, their monarchs. Some threat-
en to take up arms. Amid reports of coup
plots, the king removed his interior minis-
ter and intelligence chief. Their replace-
ments immediately arrested tribal lead-
ers—further inflaming tempers.

Some Bedouin sheikhs look to Prince
Hamzah, the king’s half-brother, who was
removed as heir apparent in 2004 to make
way for the king’s son. Prince Hamzah'’s
rich Arabiclilt (acquired duringa youth liv-
ing with tribesmen) appeals to the Bedouin
and contrasts with the king, who grew up
speaking English. After years out of public
view the prince is back in the media. “Only
the intelligence services would authorise
that,” says a politician. Calls for choosing a
government by elections, not by royal de-
cree, are growing too. Better to share pow-
er, perhaps, thanrisklosingitall. m
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Crimea

Subsidies, stagnation and repression

SIMFEROPOL AND BAKHCHYSARAY

Five years on, Russia’s conquest remains in a strange limbo

HE METALLIC likeness of Catherine the

Great towers over a park in Simferopol,
the capital of Crimea. First erected in 1890
to commemorate the centenary of Cather-
ine’s capture of the peninsula, it was torn
down after the Russian revolution. After
the Soviet Union collapsed, leaving Crimea
part of newly-independent Ukraine, at-
tempts to rebuild the statue stalled. Only
after Russiaannexed Crimeain 2014 did the
empress’s countenance rise again. “She’s
the Putin of the 18th century,” says Andrei
Malgin, the director of a local history mu-
seum. A defiant message adorns the pedes-
tal: “This monument has been rebuilt in
honour of the reunification of Crimea with
Russiain 2014 and FOR ALL TIME.”

Russia’s seizure of Crimea ruptured its
relations with Ukraine and the West. Other
crises followed: wars in eastern Ukraine
and Syria, election interference in Ameri-
ca. Ukraine still wants its territory back.
Volodymyr Zelensky, the country’s new
president, called it “Ukrainian land” in his
inauguration speech. But Russia has the
peninsula firmly under its control. West-
ern officials pay lip service to territorial in-

tegrity, while resigning themselves to the
new status quo.

Russian officials crow that they have
spruced up the peninsula after Kiev let it
deteriorate. Indeed, the federal govern-
ment has been generous: two-thirds of the
regional budgets for Crimea and Sevasto-
pol come from federal transfers. Sergey
Aleksashenko, a former deputy head of the
Russian central bank, reckons Moscow has
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spent 1.5trn rubles ($23bn) on Crimea over
the past five years—equal to three years of
national health-care spending. Mega-pro-
jects have transformed the landscape. A
19km bridge stretches across the Kerch
strait, linking Crimea to the Russian main-
land (see map). A smooth highway runs
from the bridge to Sevastopol, and the city
hasasleek new airport. North of the bridge,
Moscow now claims the Sea of Azov as its
own. Last autumn, Russia seized three Uk-
rainian ships trying to enterit; their 24 sail-
ors are still in Russian custody.

Yet the patriotic fervour of the annex-
ation has faded. “The euphoria has com-
pletely gone,” says Oleg Nikolaev, a promi-
nent businessman. The region suffers the
same problems as the rest of Russia: cor-
ruption and mismanagement, inflation
and falling salaries, repression and restric-
tions. “We build aroad, then tearitup tolay
pipes. Then we build the road again but for-
get the streetlights, so we tear it all down
and start again,” Mr Nikolaev gripes. In Se-
vastopol an outsider governor appointed
by Mr Putin has riled locals.

Support for the annexation remains
high. Yet a recent study by Vladimir Muko-
mel of the Russian Academy of Sciences
turned up dissatisfaction with “the Rus-
sian bureaucratic machine, staff turmoil
[and] corruption”. Demands for stability
have given way to a desire for change.

Crimea’s disputed legal status com-
pounds the challenges. Western sanctions
crimp business. Significant private invest-

ments are few, and tend to the quixotic. A »»
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» group of investors from St Petersburg
hopes to turn a dusty Soviet-era design bu-
reau on the outskirts of Sevastopol into a
Russian Silicon Valley. “What does a techie
need? Himself, a laptop and inspiration,”
says Oleg Korolev, the park’s managing di-
rector. “Why not on the shores of the sea!”
This glosses over the things a budding en-
trepreneur might not find in post-annex-
ation Crimea: connections to the outside
world, access to capital and the rule of law.

The new airport offers flights only to
Russian destinations. Crimean residents
have trouble getting visas to other coun-
tries, few of which recognise the annex-
ation. Crossing the land border to Ukraine,
as an estimated 200,000 do each month,
means braving long lines and inquisitive
border guards. Most banks, even Russia’s
state-run giants, see the region as toxic;
only a few small ones service it directly. To
order from online merchants, Crimeans
use VPNs that conceal their location. Com-
panies partner with firms on the mainland
toavoid problems with suppliers. A cottage
industry has cropped up offering deliveries
from IKEA and other superstores in Kras-
nodar, just across the strait.

According to Mr Mukomel, the only ma-
terial beneficiaries have been civil servants
and pensioners. “There are new rules of the
game, and perhaps not everyone has ad-
justed to these new realities,” says Mr Mal-
gin. As director of a public museum, he is
among the winners.

The new rules

“We got up early for prayers, and then we
heard the knocks,” says Zera Suleimanova.
On March 27th Russian security services
detained her son and nearly two dozen oth-
er Crimean Tatars. It was the largest mass
arrest yet in a growing campaign of repres-
sion. The Tatars, a Turkic Muslim group
who controlled the peninsula before the
Russian empire arrived (and who were de-
ported for decades by Stalin), mainly op-
posed Russia’s annexation. Their ruling
council, the Mejlis, and its leaders have
been banned from Crimea.

Arrests, harassment and disappear-
ances have become common. A Tatar activ-
ist says police threaten them: “If you mis-
behave, you'll become a poteryashkoi”—a
“lost one”. Activists have formed a group
called “Crimean Solidarity” to support po-
litical prisoners.

Ethnic Ukrainians, a shrinking minor-
ity, face similar pressure. “Everything left
from Ukraine has been erased,” laments
Archbishop Kliment, head of the Ukrainian
Orthodox church in Crimea. Before the an-
nexation, the church had 49 locations, in-
cluding 25 active parishes, and nearly 20
priests across the peninsula. Today it is
down to just nine locations and four
priests. “The language is dying,” one Ukrai-
nian activist whispers. “There are five- and

six-year-old kids for whom Ukrainian is as
alien as English.”

The new authorities’ official histories
efface the peninsula’s non-Russian past.
Asked what came before Catherine, a tour
guide at one Sevastopol history museum
responds with a wave of the hand: “Just
some Turks.” As Mr Kliment points out,
this is nothing new: the Russification of
Crimeabegan long before Mr Putin gobbled
it up. “But whether they can make it last,”
he muses, “only God knows.” &

German politics
Picking up the
rubble

BERLIN
The woes of the Social Democrats could
bring down Germany’s government

HE DOUGHTY heroines who cleared the

debris from Germany’s ravaged streets
after the war were known as Triimmer-
frauen, or “rubble women”. At some point
the nickname attached to Andrea Nahles,
who resigned as leader of the Social Demo-
crats (spD) on June 2nd. In January 2018 she
showed why she deserved it. The SPD’s mo-
rale was in ruins after an election loss a few
months earlier. Angela Merkel’s conserva-
tive Christian Democratic Union (CDU)
wanted it to rejoin the “grand coalition”
that had run the country since 2013, but
many SPD members thought the party
needed to lick its wounds in opposition.
Ms Nahles took them on. Inabarnstorming
speech ata party meeting in Bonn, she said
voters would find shunning government
“crazy”, and vowed to make the cDU
“squeal” in coalition talks. The party voted
to stay in government, and in April it elect-
ed Ms Nahles its first woman leader.

Little over a year later it is Ms Nahles’s
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strategy that lies in tatters. True to her
word, she negotiated an spD-friendly co-
alition treaty. The party secured the finance
and foreign ministries. In government it
has chalked up wins on migration, energy
and defence. And yet voters have turned
away indroves. The last straw came on May
26th, when the spD slumped to 16% of the
vote at the European elections, 11 percent-
age points below its previous score, and
failed to win an election in the city-state of
Bremen for the first time in seven decades.
One recent poll put the party at a once-un-
thinkable 12%, less than half the surging
Greens. Ms Nahles, a veteran of party in-
trigue, tried to soldier on in the face of in-
ternecine plots. But in the end, the support
was not there.

Her decision reignites questions over
the future of the coalition with the cpu
(and its sister party, the Bavarian Christian
Social Union). Mrs Merkel, the chancellor,
and Annegret Kramp-Karrenbauer, the cbu
leader, want the “GroKo” to serve out its
term until 2021. But that looks difficult.
Some 57% of voters say the parties should
call time on their alliance.

Whether the spD heeds their call will
depend on how the contest to replace Ms
Nahles plays out. A triumvirate of state pol-
iticians has been appointed to run the
party temporarily and organise the race for
the leadership. Novel ideas such as open
primaries or a dual leadership (which has
worked well for the Greens) are doing the
rounds. A second task is to decide how to
carry out a vague mid-term “review” called
for in the coalition agreement. The party
meeting to discuss it, originally planned
for December, could be brought forward to
autumn. Some insiders think party mem-
bers will have to vote again on whether to
stay in government. The spD’s board will
meetonJune24thtolayoutthe road map;a
new leader is not expected for months.

Whoever takes over will face huge chal-
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» distrust; responding to the rise of the
Greens, who are gobbling up spD votes in
Germany’s cities and in its south and west;
and handling the fallout from state elec-
tions in the east this autumn, where the
party expects to do badly. But the biggest
question will inevitably be over the fate of
the coalition. Any candidate for the leader-
ship will have to answer the many GroKo
doubters who consider their scepticism
vindicated. Some may call for the party to
quit the government immediately.

There are strong arguments against do-
ing so. A walkout would probably trigger an
election, and polls suggest the spD could
lose a third of its seats. “Giving up because
we are weak would be to admit publicly
that we are not capable of governing, and
who should vote for a party like that?” says
Ralf Stegner, a deputy spD leader. Many
would prefer to demand policy changes
from the cbuU/csuU on pensions, taxes on
the rich and climate protection—issues on
which the spDp believes voters share its
views—and to leave only if the party is un-

able to obtain concessions.

Yet the cDuU is in no good position for
early elections either, notes Gero Neuge-
bauer, a political scientist in Berlin. Ms
Kramp-Karrenbauerisalso struggling. Ifan
election looms, party rivals might chal-
lenge her to become the cDU’s chancellor-
candidate (Mrs Merkel has promised to
step down). The cpU too stands to lose
seats. Optimists in the spD hope such wor-
ries would force the cpbu to back down on
policy. That could strengthen the new spD
leader and let the coalition stagger on.

Perhaps. But optimism has rarely pro-
ven a winning bet for the spp. “They have a
leadership problem, a policy problemand a
coalition problem—they have to solve all of
them, and they don’t know how,” says
Lothar Probst, a political scientist in Bre-
men. No wonder senior spD figures have
hurried to rule themselves out as candi-
dates to replace Ms Nahles. Having
dumped its Triimmerfrau, the spD is des-
perately scrambling for someone else to
clean up the mess she leaves behind.

Turkey

A hard AK to follow

ISTANBUL

President Recep Tayyip Erdogan faces a challenge from within his party

NE OF THE more tedious pastimes in

Turkish politics is debating whether
murmurs of discontent in the ruling Jus-
tice and Development (AK) party will trans-
form into open rebellion against President
Recep Tayyip Erdogan. Speculation inev-
itably begins whenever a former AK lumi-
nary says something even mildly critical of
Turkey’s strongman, and dies down when
nothing else follows.

This year seems different. The economy
is in a funk, and AK has been weakened by
losses in local elections. Now evidence is
mounting that some of Mr Erdogan’s for-
mer allies, including his predecessor as
president and an ex-prime minister, are on
the verge of creating a rival political party.

Last month, after the opposition nar-
rowly won Istanbul’s mayoral election,
Turkey’s election board ordered a re-run.
The move was widely believed to have been
orchestrated by Mr Erdogan and his inner
circle. There was a chorus of protest at
home and abroad.

Exceptionally, some members of AK’s
old guard joined in. Abdullah Gul, a former
president, called the decision an injustice.
A former prime minister, Ahmet Davuto-
glu, said it contradicted the rule of law.
Weeks earlier, Mr Davutoglu had published
a manifesto that criticised the new consti-

tution (which gives Mr Erdogan nearly un-
checked powers), AK’s alliance with ultra-
nationalists, widespread censorship and
the influence of a “parallel structure” of
cronies and palace officials.

Mr Gul and Ali Babacan, a former econ-
omy tsar, along with a handful of other ex-
ministers, are preparing to break with Ak
and launch a new party, people close to
them say. The group were ready to make

Flagging enthusiasm for Erdogan
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their move at the start of the year but decid-
ed to wait until after the local elections,
says Etyen Mahcupyan, a former govern-
ment adviser. “They will act in the au-
tumn,” he says. Whether Mr Davutoglu will
join is not certain. He and Mr Babacan do
notgetalong, AK insiders say.

Much depends on the outcome of the
mayoral rerun in Istanbul, set for June
23rd. For Mr Erdogan, losing in the coun-
try’s biggest city was painful the first time
around. Losing twice in three months
could be embarrassing enough to cause a
legitimacy crisis. Critics within AK may
feel emboldened to speak out.

In an interview in 2001, on the eve of
AK'’s formal launch, Mr Erdogan promised
there would be no room in his new party for
autocrats: “The leader will not overshadow
the party.” At first he seemed to live up to
his word, and AK accommodated some de-
gree of debate. But over the past decade, Mr
Erdogan has transformed it into a personal
vehicle. Members of the old guard have
been pushed out. Haunted by an abortive
coup in 2016 (after which the government
arrested some 60,000 people), the presi-
dent has surrounded himself with yes-
men and family members. Loyalty trumps
everythingelse. The old AK is no more, says
Ibrahim Turhan, a former parliamentari-
an: “This is now Erdogan’s party.”

How much backing the schismatics
might have among AK voters is unclear.
Dissatisfaction with the country’s direc-
tion is growing, but few analysts expect a
new conservative party to shave off more
than a fraction of AK’s support. Secular crit-
ics scoff that Mr Erdogan’s former enablers
will need quite a makeover before market-
ing themselves as his opponents.

Mr Erdogan has fended off many threats
to his rule, often ruthlessly enough to dis-
suade anyone from trying again. He may
nip this one in the bud. But if it material-
ises, itwould be the most serious challenge
he has faced from within. &



The Economist June 8th 2019

Italy

Debt and
discipline

ROME
The EU edges towards punishing
spendthrift Italy

S ONE COUNTRY comes out of the

naughty corner, another risks being
sent there. On June 5th the European Com-
mission opined that Spain was no longer
breaking European fiscal rules, and recom-
mended bringing its decade-long “exces-
sive-deficit” procedure to a close. But it be-
gan the process of opening a similar
procedure against Italy. Eventually, if no
compromise is reached, the Italians could
face a multibillion-euro spanking.

The ultimate source of the problem is It-
aly’s extravagant burden of public debt. In
2018 it came to 132% of GDP, second in Eu-
rope only to Greece. The European Union’s
rules require that this ratio fall at a pre-
scribed pace. Instead, for the first time in
fouryears, Italy’s debt ratio rose last year.

That alone would not have warranted
action if Italy had convinced the commis-
sion there was a good reason for the infrac-
tion, or that it would prove temporary. Gio-
vanni Tria, the finance minister, argues
that a recession in the second half of 2018
explains some of the overshoot. He also
thinks the budget deficit this year will
come in at 2.2% of GDP, below the 2.4% ini-
tially projected. The government has intro-
duced new basic income and early-retire-
ment schemes, but fewer citizens than
expected are taking advantage of them.
That should limit the rise in the debt ratio.

Such arguments would usually sway
the commission. But it fears a much worse
fiscal picture in 2020. It expects the deficit
to break the 3% ceiling enshrined in the
EU’s Stability and Growth Pact, meaning It-
aly will violate both the debt and deficit
rules. Mr Tria says this will be avoided ei-
ther by raising the value-added tax or
through “alternative measures” that bring
in equivalent revenue. Brussels is scepti-
cal. vaT rises have been deferred in the past
and are ruled out by both of the parties in
Italy’s populist coalition, the Northern
League and the Five Star Movement (M5S).

Politicians show little inclination to
tighten their belts. Flushed with his suc-
cess in the European elections, Matteo Sal-
vini, the leader of the League, wants to re-
write the EU’s rules rather than follow
them. He has pledged to implement a flat
income tax, which could cost the govern-
ment large amounts of revenue. Mean-
while Luigi di Maio, who leads Ms5s, wants
to protect welfare spending. On June 3rd
Giuseppe Conte, the technocratic prime
minister, threatened to quit if the parties

Europe

Slime of the times

TALLINN
An insult aimed at liberals has become a badge of pride

LLOVER Tallinn, people are sporting

the same strange accessory: a pink
blob the consistency of used chewing
gum. It dangles from lapels in libraries,
at foreign-policy conferences and in bars
in Telliskivi, Bohemian quarter of the
Estonian capital.

Estonians call it “pink slime”. This is
not to be confused with the meat slurry
used in cheap sausages. In Estonia, “pink
slime” started as an insultaimed at
liberalism. The Estonian Conservative
People’s Party (EKRE), a nationalist outfit,
opposes multiculturalism, immigration
and gay marriage. Its leader, Mart Helme,
says he does not believe in liberal democ-
racy and thinks globalists in Brussels
want to erase the identities of Estonia

could not compromise on spending. Mr
Salvini has since set a two-week deadline
for the coalition to strike a deal.

For now the government has time on its
side. The commission’s patience may be
wearing thin, but it is not exhausted. A for-
mal disciplinary procedure is launched
only once the finance ministries and heads
of member states give their blessing. That
will not happen before EU leaders meet ata
European Council summit on June 2oth.
The leaders may be satisfied with minor
concessions, similar to those Italy’s gov-
ernment made in 2018 when a row erupted
over this year’s budget.

Even if no concessions are made, a fine
isalong way off. Once a procedure has been

and other countries, turning them all
into a uniform post-national mush. The
party’s epithet for the ideology it detests
isroosa la, or “pink slime”—a reference
to feminism and gay rights, and by exten-
sion the rest of the liberal worldview.

EKRE cannot be ignored. It has been a
junior partner in government since
April, following an election in which it
won 18% of the vote. “Rahva Oma Kaitse”,
a satirical radio show, joked that roosa ila
would soon be outlawed. On hearing
this, Liina Lelov, a jewellery designer,
decided to create something for those
who identify with it. The pins, which she
makes by hand and sells for €5 ($5.50)
each, have sold out multiple times.

In April Kersti Kaljulaid, the presi-
dent, made a sartorial statement of her
own, attending the government’s swear-
ing-in ceremony in a top bearing the
words “speech is free”. Days earlier Mar-
tin Helme, the incoming finance min-
ister (and son of Mart), had called for
“biased” presenters to be removed from
the state broadcaster. In the same week
ViljaKiisler, a journalist, quit the coun-
try’s largest newspaper, saying she had
been asked to tone down her criticism of
EKRE by the editor-in-chief—the nephew
of the elder Mr Helme.

Before the swearing-in ceremony was
over, there was a new reason to take
offence. Mart and Martin Helme posed
for photographers making an “ok” hand
gesture, which has become associated
with white supremacism. (The younger
Mr Helme has stated that he wants to
“keep Estonia white”.) EKRE seems to be
furnishing liberals with fodder for out-
rage faster than their fashion designers
can keep up.

formally opened, the commission will ask
Italy to take remedial steps. Only if Italy is
deemed to have failed to do its homework
will it be fined. In principle, the penalty
could be as high as 0.2% of GDP, or about
€3.5bn ($4bn). But Brussels has never actu-
ally fined a rule-breaker.

Financial markets, typically a more ef-
fective source of discipline, were largely
unfazed by the commission’s report on
June sth. But the coalition’s first year in
power has hurt investors’ confidence. At
the start of 2018, Italian economists note,
the government could borrow at roughly
the same interestrateas Spain. Now, thein-
terest rate on a ten-year bond is nearly two
percentage points higher. |
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Labour’s foreign policy

The Corbyn doctrine

Labour promises a new world order. More likely it would turn Britain into

an NGo with nukes

ENEATH A GAZEBO on Whitehall, Jeremy

Corbyn gazed towards his past. Banners
from different stages of the Labour leader’s
life floated above the crowd that had gath-
ered on June 4th to protest against a state
visit by Donald Trump (see next story). A
flag for Stop the War, an organisation once
chaired by Mr Corbyn, loomed large. So did
a placard for the Palestine Solidarity Cam-
paign, another group he has supported. A
few logos of the Campaign for Nuclear Dis-
armament, which Mr Corbyn helped run,
were visible. Behind his left shoulder,
meanwhile, lay Mr Corbyn’s possible fu-
ture: the entrance to Downing Street. He
has spent his life protesting against British
foreign policy. Soon he may run it.

Just as Labour has plans to overhaul
Britain’s economy, so too does it promise to
upend the country’s relationship with the
world. It says that under Mr Corbyn Britain
would lead the fight on climate change,
force big companies to behave themselves
indeveloping countries and, through some
diplomatic ju-jitsu, bring about an end to
unilateral military action.

Yet beneath the lofty aims, Labour

would preserve many of the fundamentals
of Britain’s foreign policy. It would stay in
NATO and continue to spend 2% of GDP on
defence. The party has committed to re-
newing Trident, Britain’s nuclear deter-
rent, even though Mr Corbyn has in the
past said he would not use it. When it
comes to Israel and Palestine, Britain
would continue to back a two-state sol-
ution. Aid spending would stay at 0.7% of
national income. And Labour still wants to
leave the EU, even though most of its sup-
porters do not. A shiftin rhetoric would not
always be matched by a shift in reality.
Start with what would be different. La-
bour’s foreign policy is enthusiastically
provocative. During Mr Trump’s visit Emily
Thornberry, the shadow foreign secretary,
said of the president: “He is a sexual preda-
tor, he is a racist, and it’s right to say that.”
There is little desire to join the cross-party
consensus that has historically dominated
British foreign policy, which the Labour
leadership sees as out-of-kilter with public
opinion. Long, expensive wars in Iraq and
Afghanistan, and more recent strikes in
Libya and Syria, have made Britain less

- Also in this section
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safe, Labour believes. Many Britons agree.
In 2017 about half told pollsters that foreign
wars were in part responsible for terrorist
attacks. Less than a quarter disagreed. La-
bour would recognise Palestine and give
Chagos islanders the right to return to the
disputed British territory.

The biggest change would be a reluc-
tance to use the forces Labour has pledged
to fund so lavishly. Britain’s “bomb first,
talk later” approach, as Mr Corbyn has de-
scribed it, would be replaced by a policy of
using military action only as “a genuine
last resort”. Outside UN-sanctioned peace-
keeping missions, it is difficult to see cir-
cumstances in which British troops would
be deployed. And Britain’s attitude towards
NATO would change. Although Ms Thorn-
berry supported the decision to send sol-
diers to Estonia as a “tripwire” force to de-
ter its neighbour Russia, she has pointedly
refused to say whether the Baltic states
should have joined the transatlantic alli-
ance. Mr Corbyn and his advisers have re-
peatedly labelled NATO a tool of Western
imperialism and a threat to peace, arguing
that its expansion into eastern Europe was
a provocation of Russia.

The effects of such radical views will be
tempered by two factors: the party’s man-
date and the country’s means. Internal
party politics will be a check on Mr Cor-
byn’s hard-left advisers. Labour is not a
one-manband, and its position on Britain’s
nuclear arsenal reflects this. Unite, a trade
union which is also the Labour Party’s big-

gest funder, is opposed “in principle” to
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» nuclear weapons but says its priority is to
preserve members’ jobs, including those of
defence workers. For the same reason it is
cool on the idea of suspending the sale of
arms to dodgy regimes in the Middle East.

More broadly, Mr Corbyn represents
only one strand of foreign-policy thinking
within the party, which is not filled exclu-
sively by peaceniks. Labour has always had
a militaristic streak. It was Clement Attlee,
feted by the left on all other matters, who
took Britain into NATO and demanded that
it develop the nuclear bomb. While residu-
al supporters of the Iraq war are few, previ-
ous interventions in, for example, Kos-
ovo—opposed by Mr Corbyn—are regarded
with pride within the party. The bulk of its
MPs are attached to Britain’s nuclear capa-
bility and its role in the Western alliance.

External factors could still alter this. If
Labour ended up in coalition with the Scot-
tish National Party, this might temper
some of the government’s domestic poli-
cies—but it could radicalise its foreign
policy. The SNP opposes renewing Trident.
And Labour’s policy is set at its annual con-
ference. Thus Britain’s future as a nuclear
power or NATO member would be settled by
a closed-door meeting of union delegates
and party members.

What will not change, whether Labour
or the Conservatives are in Downing Street,
is the government’s overestimation of Brit-
ain’s clout in the world. Both parties are
fond of the tagline “Global Britain”. Yet
whoever enters Downing Street will find
that life as a medium-sized country in a
world of continent-sized rivals is hard.
Britain cannot act like a Scandinavian
country, using its large aid budget to play
an outsized role in the world, points out
one former foreign secretary. “Nordics are
trusted by people in the international com-
munity in a way Brits are not,” he says.

Playing an active role in the Middle East
requires winning over notjust the Palestin-
ians but Israel and America too, a task for
which Mr Corbyn, who has spent his life
railing against American imperialism and
who failed to root out anti-Semitism with-
in Labour, is uniquely ill-suited. The close
intelligence relationship between Britain
and America may be jeopardised, given Mr
Corbyn’s views and allies. Even British
agencies may feel uncomfortable sharing
reports with a Downing Street that in-
cludes a senior adviser who was a member
of the British Communist Party until 2016.

It may be that, rather than charting a
radical new course, Britain finds itself
bleating from the sidelines, the Foreign Of-
fice reduced to little more than an NGO,
says Thomas Raines of Chatham House, a
think-tank. Back on Whitehall, Mr Corbyn
told the crowd: “Never forget: protest and
activism eventually leads to change.” He
may find thatis notalways the case, evenin
Downing Street. B

The Trump visit

When the Donald
calls

The president’s state visit went
well—at least for him

ONALD TRUMP saw only people cheer-
Ding, not protests, reports of which the
president branded “fake news”. They did
not seem so fake on Whitehall. Placards
said “Dump Trump”, “Trump: Climate Di-
saster” and “Keep Trump away from our
NHS”. One optimistic poster proposed
“Stop Brexit, stop Trump”. Most bizarre was
a banner saying “Man Utd fans against
apartheid”. The mood was cheerful, even
carnival-like—at least until it rained.

As ever, Labour’s Jeremy Corbyn came
out to back the protests. But his disdain
was diluted after Mr Trump revealed that
he had rejected a meeting request from Mr
Corbyn, whom he dubbed a “negative
force”. He said the same of Sadiq Khan,
London’s mayor, calling him a “stone-cold
loser”. This contrasted with his enthusi-
asm for Brexiteers, singling out Boris John-
son as a great potential successor to There-
sa May as prime minister. He also met Nigel
Farage, whose new Brexit Party is eating
into Tory support, and suggested that he
should be one of the Brexit negotiators.

The president clearly valued hobnob-
bing with royalty and feasting in Bucking-
ham Palace with the queen (whom he
called a “fantastic woman”) more than bi-
lateral discussions with Mrs May. But al-
though he said he would have negotiated
Brexit differently, by suing the European
Union, he also praised Mrs May’s deal. And
he glossed over differences on Huawei, a
Chinese telecoms giant mistrusted by
Americabut cautiouslyaccepted in Britain,

Back to Liz’s for a knees-up

Britain

by saying that the two countries would
soon reach an agreement.

Trade was trickier. Mr Trump promised
a “phenomenal” post-Brexit deal that
would double or even triple bilateral trade.
But he also echoed his ambassador by say-
ing that everything should be on the table.
That includes not just farm products but
access to the NHS. When most Tory leader-
ship candidates instantly said the health
service was not for sale, Mr Trump back-
tracked. But his own trade negotiating doc-
uments make clear that America will look
for more NHs contracts and higher drug
prices. What's more, Congress has said it
will not ratify any trade deal if Brexitis seen
to threaten peace in Northern Ireland. A bi-
lateral deal looks both hard and far off.

The British managed to get in a few sub-
tle digs of their own, with the queen and
Mrs May going out of their way to praise the
role of international institutions, which
Mr Trump has criticised or in some cases
abandoned. The prime minister openly ad-
mitted to differences on climate change
and Iran, and she used this week’s D-Day
commemoration to remind the president
of the value of NATO in upholding the glo-
bal order. Mr Trump’s response was to re-
peat his demand that NATO allies spend
more on defence.

Besides praising Mr Johnson, with
whom he spoke by phone, Mr Trump
sought meetings with Jeremy Hunt, the
foreign secretary, who he said would make
a good prime minister, and with Michael
Gove, the environment secretary, whom he
claimed not to know. The White House has
clearly decided these are the three stron-
gest candidates to succeed Mrs May. It is
not obvious that Mr Trump’s support will
prove helpful, any more than did Barack
Obama’s backing for the Remain campaign
in 2016. Yet it could weigh with some Tory
party members. Certainly Mr Hunt and Mr
Gove seemed pleased. |
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Rory Stewart is the most interesting candidate for the Tory leadership

ET’'S HOPE things get better smartish: so far the Conservative

leadership race has been a cross between a farce and a pander-
fest. Candidates have fixated on the unrealistic Brexit deadline of
October 31st, claimed magical negotiating powers for themselves
and flirted with a kamikaze policy of leaving the Eu without a deal.
For these modern-day Metternichs, the only thing easier than re-
negotiating Brexit is growing a magic money tree in their back
yards. The air is thick with promises to cut taxes, increase public
spending and otherwise let the good times roll.

The exception to this dismal picture is Rory Stewart, the secre-
tary of state for international development and the mp for one of
England’s most northerly constituencies, Penrith and the Border.
According to the normal rules of politics, Mr Stewart should be
nothing but an afterthought in the race. He is a leading supporter
of Theresa May’s unpopular deal on Brexit, and he has been in the
cabinet only since May 1st. He combines a suspiciously privileged
background (Eton, Oxford and the Foreign Office, cloak-and-dag-
ger branch) with an even more suspicious taste for ideas (he has
taught at Harvard and published four books). Nerdish and soft-
spoken, he loves to dwell on the case for prudence, caution and
“facts on the ground”—hardly a rallying cry for populist times.

Yet Mr Stewart’s campaign has caused a surprising stir with the
public, thanks to a combination of Heath Robinson improvisation
when it comes to campaign techniques and high seriousness
when it comes to policy. Mr Stewart wanders around the country
with a small film-crew, introducing himself to strangers, chatting
to them about whatever is on their minds (he has been delighted to
discover that people are much keener on talking about serious
subjects such as Brexit and, above all, social care, than about the
sort of trivia that obsesses Westminster), and then posting the re-
sulting videos on the web. His video on the social-care system has
been watched 700,000 times and another on the case against a no-
deal Brexit more than 2m times.

Mr Stewart’s campaign is well adapted to a selfie-obsessed age,
in which the world is full of people making videos of themselves
and posting them to their followers. Itis equally well adapted to Mr
Stewart’s exotic biography. He made his name by walking 6,000
miles across Iran, Afghanistan, Pakistan, Indiaand Nepal, depend-

ing forbed and board on his ability to chat to thelocals, and writing
a bestselling book about his adventures. He has decided to apply
much the same technique to becoming prime minister, walking
hither and thither and engaging people in conversation. Mr Stew-
art’s knowledge of Muslim culture and Afghan languages has
proved surprisingly useful on his current travels. During a recent
visit to Woking he not only visited the usual campaigning venues,
such as the British headquarters of the World Wildlife Fund, but
also the Shah Jahan mosque, the oldest in the country, which at-
tracts 3,000 worshippers every Friday.

What are the chances that Mr Stewart will be able to persuade
his fellow MPps to put him on the shortlist of two candidates that
goes to the party’s 120,000 members in the country? The stark an-
swer is that they are very small. The parliamentary party’s large
pro-Brexit wing is solidifying behind Boris Johnson, who already
has about 40 backers to Mr Stewart’s five, while the party’s moder-
ates look as if they are getting behind Michael Gove, a Brexiteer in
good standing, buta responsible one. Mr Stewart may even fall foul
of the party’s new rule, designed to thin outa field thatat one point
reached 13, which demands that candidates must have at least
eight MPs backing them by spm on June 10th. All in all his cam-
paign brings to mind Adlai Stevenson’s famous reply to a suppor-
ter who told the governor that “all the thinking people” were on his
side: “That’s not enough. I need a majority.”

So why does an exotic candidate who is unlikely to get onto the
shortlist matter? Because the Conservatives shouldn’t just be us-
ing this election to decide who replaces Theresa May. They should
be using it to decide what direction the party takes after the twin
traumas of the financial crisis and the Brexit vote. Mr Stewart is
providing the party with a map and a compass. He argues that the
Tories need to rediscover their historical role as the party of real-
ism. His first career, in foreign policy, was defined by discovering
the gap between the neoconservative dream of bringing democra-
cy and human rights to the Middle East and the messy reality on
the ground. Recently his career as a politician has been defined by
defending Mrs May’s messy compromise against hardliners who
think that all you need to do is intone the magic phrase “Leave
means Leave” and practical problems will evaporate.

The places in between

He argues that the best way to deal with populism is to steal some
of its clothes. Politicians should do more to tackle the “small injus-
tices in daily life”, such as the fact that disgraced businessmen can
keep their knighthoods. He thinks the best way to resolve the ten-
sion between parliamentary and direct democracy, inherent in the
attempts toimplement the referendum result, is to create an inter-
mediate body—a “citizens’ assembly”, equipped with the power to
call expert witnesses but freed from the discipline of parties—to
produce a blueprint which it then submits to Parliament. He re-
cognises that the Conservatives need to learn more about the
country they aspire to govern, which means getting out and talk-
ing to people who aren’t their natural constituents. His campaign
team is particularly proud that their polling shows he is the most
popular Tory candidate among young voters.

Smart Conservatives have taken to joking that Mr Stewart is the
sort of Tory who is embraced by people who don’t vote Tory. But
isn’'t thatexactly the sort of person an imploding party needs, if not
to lead it then at least to help re-engineer its policies? Banging on
about “clean Brexits” to fellow fanatics might be emotionally satis-
fying. Butitis also a sure way of ending up in the boneyard. ®
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Psilocybin

Shroom for improvement

Research into the therapeutic potential of magic mushrooms is back in vogue

« Y CHILDHOOD was similar to those
Mof many immigrants: my parents
were under a lot of stress, and there was vi-
olence and alcoholism in the family,” says
Carlos Plazola. “When I was under stress, I
reacted similarly. I always regretted my re-
sponses, butIcouldn’t override them. After
a mushroom journey, I found new ways to
respond that included compassion and
empathy.” That is why Mr Plazola joined
Decriminalise Nature Oakland, a group
which this week persuaded the council of
the Californian city in effect to tolerate the
consumption of magic mushrooms and
other psychoactive plants and fungi. Last
month Denver voted to do the same, but
just for magic mushrooms. A campaign in
Oregon wants to legalise their use by regis-
tered therapists. A Republican state sena-
torin Iowa, Jeff Shipley, has filed a bill to al-
low the use of psilocybin and other
hallucinogens for medical purposes.

After half a century, psychedelic drugs
are inching in from the cold. Magic mush-
rooms, whose active ingredient is psilocy-
bin, are in the vanguard.

Attitudes towards the drug may be mov-
ing back towards those prevalent in the
1950s and early 1960s, when psychedelics
elicited interest rather than horror among
ordinary Americans. The name “magic
mushrooms” was coined, improbably, by a
headline writer in stodgy old Life maga-
zine. The magazine’s owner, Henry Luce,
who had been taking LsD with his wife, had
commissioned a banker friend to write
about taking part in the secret mushroom
ceremonies that had persisted in Latin
America for centuries after the drug was

- Also in this section

57 Psychedelic tourism

suppressed by the Spanish invaders.

The therapeutic potential of psychedel-
ics was discussed by scientists and enthu-
siasts. Bill W, co-founder of Alcoholics
Anonymous, said he got sober with the
help of a hallucinogen—the seeds of Bella-
donna, or deadly nightshade. Over1,000 re-
search papers, involving 40,000 volun-
teers, are reckoned to have been published
in the period looking into their potential
for treating a wide range of mental ills. But
the research effort was scuppered by the
moral panic sparked by Timothy Leary,
founder of the Harvard Psilocybin Project,
who, to the horror of parents and politi-
cians, urged America’s young to “turn on,
tune in and drop out”.

Magic mushrooms were banned in
Americaini1970, and are listed as Schedule1
drugs by the UN, an assessment meaning
that the potential forabuse outweighs their
medicinal potential. Though barred in
most of the world, psilocybin is legally
available in a few places, such as Jamaica
and the Netherlands, which has led to a
small but flourishing psychedelic-tourism
business (see box overleaf).

But things are changing, for a few rea-
sons. That the widespread decriminalisa-
tion of marijuana in America did not bring
the social and moral collapse some detrac-

tors predicted has opened minds to the »»
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» possibility of doing the same for other
drugs. Psychedelics have enjoyed a vogue
in Silicon Valley. Steve Jobs said taking LSD
was “a profound experience, one of the
most important things in my life”. And
consuming tiny doses of psychedelics to
enhance productivity is fashionable these
days. Influential pundits such as Sam Har-
ris discuss their potential.

All this has helped rehabilitate psyche-
delics. But the main reason for the revival
of interestis probably the determination of
a group of scientists. A few of the older
ones first worked on the drugs in America
in the earlier wave of research; they have
been joined by a younger, transatlantic
band. Earlier this year, Imperial College in
London opened the world’s first Centre for
Psychedelic Research.

The scientists’ findings are reaching a
wider public through, for instance, the
journalism of Michael Pollan, who last year
published “How to Change Your Mind”, a
book about the history and use of psyche-
delic drugs. In the words of Del Jolly of the
victorious decriminalisation campaign in
Denver: “There’s so much information out
there. Healthy normals are beginning to
understand the potential of these things.”

There are plenty of psychedelics re-
searchers could work on, but the focus is
on psilocybin. That is partly because no-
body has heard of it, so, unlike LsD, it does
not raise hackles. It is also relatively easy to
synthesise. Since 2006, when the results of
the first of the new wave of studies was
published, there have been a dozen papers
showing that it may be a useful treatment
for obsessive-compulsive disorder, tobac-
co addiction, alcoholism, depression and
the anxiety that so often afflicts people
when they are approaching death.

Legal lows
Research has gone slowly because of the
drug’sillegality. Getting funding can be dif-
ficult. David Nichols, a former professor of
medicinal chemistry and pharmacology at
Purdue University, Indiana, who first
worked on psilocybin in 1969, founded the
Heffter Institute because he knew that gov-
ernments would be loth to fork out for re-
search into illegal drugs. Backed by philan-
thropists, it has paid for a lot of research.
The paperwork is horrendous. It took
Peter Hendricks at the University of Ala-
bama at Birmingham, who is conducting
trials on the impact of psilocybin on co-
caine addiction, six or seven years to over-
come the bureaucratic hurdles. Because so
little psilocybin is produced, getting hold
of it is tricky and expensive. According to
David Nutt, professor of neuropsycho-
pharmacology at Imperial, and a former
adviser to the British government (famous-
ly sacked for saying that horse-riding acci-
dents did more damage than ecstasy), each
dose of psilocybin used in Imperial’s trials
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has costaround £1,500 ($1,900).

The trials are mostly small—only a cou-
ple involve more than 50 patients—and
some have no placebo comparison. But the
results are encouraging. A study at Imperi-
al followed 12 patients with treatment-re-
sistant depression. Nine were classed as
seriously and three as moderately de-
pressed; three months after taking a dose
of psilocybin, one was seriously and six
were moderately depressed, while five
were no longer depressed. A study at Johns
Hopkins University (JHU) of 51 patients
with late-stage cancer suffering from de-
pression and anxiety found that four-fifths
had statistically significant improvements
in their mood after six months; another at
the same university into tobacco addiction
found that six months after a dose of psilo-
cybin 80% of volunteers had not had a ciga-
rette fora week. The JHU study covered just
15 patients, who also benefited from a lot of
psychological support. But the rates for the
various drugs on the market is 25-35%. For
cognitive behavioural therapy, it is 17%.

How the drug works is a bit of a mystery.
It induces perceptions and sensations that
range from heaven to hell (a terrifying bad
trip), and commonly include a sense of
oneness with the universe and of the reve-
lation of a great, spiritual truth. A third of
the 36 patients in a trial carried out at JHU
rated its effects as the most profound spiri-
tual experience of their lives; a further
third said it was in the top five. That aspect
seems to be essential to its efficacy: several
studies have shown that the more pro-
foundly mystical the experience, the great-
er the therapeutic effect.

Magnetic resonance imaging gives
some clues to what is going on. Psychedel-
ics seem to act in part through the default
mode network (DMN), an interconnected
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group of bits of the brain that switch on
when people remember the past, imagine
the future or ruminate on themselves, and
which is overactive in depressed people.
When people take psychedelics, the DMN
switches off; at the same time, other bits of
the brain communicate with each other
more than they normally do, perhaps forg-
ing new neural pathways that override old,
destructive patterns of thinking. So it may
be that these drugs tackle mental problems
on a higher level than existing medicines
and can thus act across a wide range of dis-
orders. Matthew Johnson, of JHU, likens
their effects to “a reboot of the system—it’s
like pressing control-alt-delete”.

A study at JHU highlights another inter-
esting parallel: that what is happening in
the brain resembles what happens to those
who meditate intensely. “It may be that
what you get from psychedelics is a crash
course in the effects that you could get
from along-held meditation practice,” says
DrJohnson. “My expectation would be that
the self-control and cognitive benefits
from meditation couldn’t come from a
crash course. But in terms of the enhanced
sense of self, this may be a helicopter ride
to the top of the mountain, while those on
the meditation path are hiking up.”

Researchers are excited. Depression
and addiction are huge problems: 300m
people worldwide suffer from depression,
according to the wHO; 8m people die from
tobacco addiction every year; and America
is suffering from an opioid epidemic. Ex-
isting medicine for addiction, such as
methadone for heroin, or nicotine substi-
tutes for tobacco, is not very effective. And
as Dr Nutt points out, no serious advances
have been made in drugs for depression for
30 years. A variant of ketamine, a widely
abused controlled drug, has recently been
licensed for use in America in the most se-
rious cases of depression, but its effect
lasts only about a week. Psilocybin’s seems
to persist for at least six months.

America’s Food and Drug Administra-
tion has given “breakthrough” status to
psilocybin trials being conducted by a Brit-
ish company, Compass, whose seed inves-
tors include Peter Thiel, a tech billionaire.
Compass is undertaking the first large-
scale trial of the safety, efficacy and appro-
priate dosage of psilocybin for treatment-
resistant depression. “Breakthrough” sta-
tus means that “the drug may demonstrate
substantial improvement over existing
therapies”, and the FDA is keen to “expe-
dite” its licensing. Compass is seeking a
patent for a particular molecular form of
psilocybin and the process to manufacture
it. The drug’s current illegality will not be a
problem if the FDA approves it. “If the sci-
ence holds,” says Ekaterina Malievskaia,
one of Compass’s co-founders, “there are
no political and ideological hurdles.”

Compass’s patent application is raising »
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» a few eyebrows in the field. Some research-
ers feel that psilocybin is a spiritual gift
which people have enjoyed for millennia
and nobody should try to own. Usona, a
non-profit founded by Bill Linton, CEO and
founder of Promega, a biotech company,
and Malynn Utzinger, a doctor, is also start-
ing a trial—for “major” depression, a
broader category than “treatment-resis-
tant” depression. It is funded by philan-
thropy and is not seeking a patent: “We feel
the work we’re doing is so transformation-
al that we're best serving the world by not
attempting to monopolise treatment
through patents,” says Mr Linton.

But there are also questions about
whether Compass will be able to make
money. Synthesised psilocybin will cer-
tainly be needed, for although magic-
mushroom cultivation is widespread,
whether decriminalised or not, sick people
will need to be given controlled quantities
in a safe, cheerful environment, not a
handful of Psilocybe mushrooms.

Even so, as Mr Linton points out, “This
molecule has been synthesised many
times since 1958 [when Albert Hoffmann,
the chemist who discovered LsD, first did
so]. There are many synthetic routes to
reach the final product, and it is highly un-
likely that anyone could obtain a blocking
patent.” Compass, however, might gain a
commercial edge ifits particular molecular
form gets FDA approval and a patent.

There is a long way to go yet. Few drugs
make it through the FDA process, and even
if everything goes swimmingly, psilocybin
will not be on the market for four or five
years. Some of the drug’s proponents worry
that decriminalisation could jeopardise its
progress by reigniting the moral panic of
half a century ago. Mr Pollan, generally an
enthusiast, cautions against “premature
decisions about psychedelics before the re-
searchers have finished their work”.

Although psilocybin seems safe com-
pared with other mood-altering drugs (see
chart on previous page), messing with your
mind is inherently risky. “People will get
hurt,” says Brad Burge of the Multidisci-
plinary Association for Psychedelic Stud-
ies. “That’s inevitable. People will drive
when on magic mushrooms. That can lead
to a pushback.” But nobody in the field
wants to prolong a situation in which, in
the words of Cindy Sovine, who worked on
the decriminalisation campaign in Denver,
“people are going to jail and losing their
children” for personal use of a drug that
can bring pleasure and enlightenment.

In the current climate, progress towards
a more liberal regime, whether through the
medical or the legal route, is likely to con-
tinue. Afterall, as Max Planck, a great phys-
icist, putit: “A new scientific truth does not
triumph by convincing its opponents and
making them see the light, but rather be-
cause its opponents eventually die.” &
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The trip of a lifetime

GRONINGEN
Turn on, tune in, drop back home

€47 TWAS LIKE being transported into a
I parallel dimension of eternal un-
folding completeness and divine bliss.
Very powerful, directand overwhelming.
It was a big surprise, butalso incredibly
obvious. A ‘Doh!” moment, rather like
Homer Simpson,” says Guy, a South
African who runs an online-marketing
company from Stockholm, and who
attended a retreat last month organised
by the Psychedelic Society, a British
outfit, atarural artist’s haven in the
north-east of the Netherlands.

Magic mushrooms were banned in
the Netherlands in 2007, after a17-year-
old partaker jumped off a bridge. But
“truffles”, a form of the mushrooms that
grow underground, are legal, and un-
derpin a growing business in weekend
trips. Prices for the Psychedelic Society’s
retreats range from £550 ($700), for those
on low incomes, to £1,200. Applicants are
screened to weed out people who should
not take the drug, such as those who have
had psychotic episodes. The society has
organised retreats for three years and
now runs one most weekends. The wait-
inglistis in the hundreds.

At the one Guy joined in May, nation-
alities ranged from American through a
range of Europeans to Chinese; motiva-
tions from mild curiosity, through a
sense of being emotionally or profes-
sionally stuck, to grief. Guy hoped to
“mend my broken heart”: his partner had
left him and their one-year-old son two
years earlier. “I'm surviving, and I want
tobeliving.”

The retreats are organised around a
“ceremony”, in which participants, lying

on mattresses, drink a tea made from
truffles. While they trip for five or six
hours, four facilitators stay with them, to
hold their hands if they get scared or
listen to their babblings. The rest of the
time is taken up with exercise, dance and
“group work” (on, for instance, lowering
emotional defences). Lode Lhamo, a
French facilitator who adopted a Tibetan
name after becoming a Buddhistin
India, says the whole team is motivated
by “the level of wounding and pain that
people carry. We can’t really transform
society unless people heal themselves.”

Competition is growing. Synthesis
Retreats started last year and expects
600-700 clients in 2019 and twice as
many next year. Martijn Schirp, a foun-
der, thinks about 20 firms offer a similar
service in the Netherlands. There are
others in Mexico, where possession has
been decriminalised, and Jamaica, where
mushrooms are legal. “This whole space
is buzzing. There are converging trends:
the psychedelic renaissance, wellness,
and people looking to buy experiences
rather than things,” says Mr Schirp.

A few weeks on, Guy does not think
his life has been transformed, but he is
grateful for the experience and things are
going a little better with his ex. “Ihad a
conversation with her, about things like
money, schedules and holidays. The kind
of conversation that would normally be
difficult. But when things escalated, I
was able to pull back a bit.” He feels
things have somehow shifted. “Idon’t
want to make out this is a broken-heart
medicine, buteven ifit’s a trick of the
mind, it kind of worked.”
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Global technology (1)

Pinch points

SAN FRANCISCO

The first of two articles about tech supply chains maps their vulnerabilities

APAN HAD long since lost its lead in elec-

tronics. Or so many thought. When an
earthquake and tsunami hit the country in
2011, its continued centrality to the indus-
try quickly became apparent. Copper foils
for printed circuit boards, silicon wafers to
make chips, resin to package them—for
many components Japan was the home of
the biggest, sometimes only, supplier. As
production ground to a halt, customers
scrambled to find alternatives. Many had to
limit their output, like carmakers reliant
on Renesas Electronics, a leading maker of
engine-controlling chips whose wafer-fab-
rication plant sustained heavy damage.

Natural disasters—whether cataclys-
mic like the Japanese earthquake or merely
destructive like floods or wildfires—regu-
larly test the electronics supply chain. Now
ageopolitical shock from President Donald
Trump’s efforts to isolate China has thrown
the industry’s structure into sharp relief—
and exposed its choke points (see table on
next page).

This structure is best thought of as a
transcontinental relay race with hidden
hurdles, says Willy Shih of Harvard Busi-
ness School. Modern electronic devices are

the most complex things humans produce.
Firms at every stage of the process are high-
ly specialised and wield advanced technol-
ogy. Components are passed from one firm
to another, each of which adds a bit of val-
ue; some parts cross the ocean several
times. Sometimes, where only one or two
providers of a particular subsystem exist,
the lanes converge. Downstream firms,
which may only know their direct suppli-
ers, often have no idea what happens up-
stream, explains Mr Shih. Until, that is,
something goes awry.
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The earthquake in Japan revealed that
the country produces the bulk of chemicals
and other materials to make microchips.
The Trump tremor immediately highlight-
ed China’s dominant role in electronics as-
sembly. Itis home to half the world’s capac-
ity, estimates Henry Yeung of the National
University of Singapore, which can be
ramped up at short notice. When Apple
launches a new iPhone, for example, tens
of thousands of workers have to be hired
within weeks.

In May America’s Commerce Depart-
ment blacklisted Huawei, a Chinese tech-
nology titan, and 7o of its affiliates, barring
American firms from selling them certain
technologies without government approv-
al. This shed light on another bottleneck:
chips. Like zTE, a smaller Chinese firm
which in 2017 briefly found itself in a simi-
lar situation, Huawei could not survive
without chips designed in America.

Although Huawei has its own semicon-
ductor subsidiary, HiSilicon, it still im-
ports most of its chips and spent $ubn last
year on components from America. Qual-
comm, a company based in San Diego,
makes around half the world’s baseband
processors, modem chips which manage
wireless connections. Intel makes virtually
all “server-class” chips used in the world’s
data centres. Chips based on designs li-
censed from Arm, a British firm, can be
found in almost every advanced smart-
phone out there. All said they would limit
sales to Huawei, lest they fall foul of the
American ban.

For their part, Qualcomm, Arm and oth- »
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» er chip designers depend on foundries to
turn silicon into microprocessors. The
largest of these is Taiwan Semiconductor
Manufacturing Company (TSMC). It is one
of only three firms capable of producing
cutting-edge microprocessors. The other
two are Intel, which focuses on making
chips it designs itself, and Samsung of
South Korea. According to insiders, proces-
sors which go into an iPhone are all made
in a single Tsmc facility. And Taiwan, like
Japan, is prone to earthquakes. (TSMcC says
its chip factories are designed to resist ma-
jor earthquakes.)

Intel, Samsung and TSMC, in turn, rely
on a bevy of specialised equipment suppli-
ers to kit out their factories. One is ASML, a
Dutch firm. It is the world’s only maker of
lithography equipment that uses “extreme
ultraviolet” light, which enables the pro-
duction of transistors small enough for the
next generation of advanced chips. ASML
has spent decades, and billions of dollars,
getting that finicky technology to work. Its
180-tonne machines sell for €12om ($135m)
a pop. Intel, TsMc and Samsung have each
bought a handful. smic, a Chinese chip-
maker, has ordered one. If sMIC or other
Chinese firms were barred from buying
more, China’s ambition to become self-suf-
ficient in advanced chips would come a
cropper, says Robert Castellano, an indus-
try analyst.

Get with the program

Then there is software. Three-quarters of
the world’s smartphones, including many
made by Huawei, use Google’s Android mo-
bile operating system. The American ban
means that, although Huawei retains ac-
cess tothe open-source version of Android,
Google has said that it will no longer pro-
vide the Chinese firm with proprietary bits,
such as the app store and security updates.
That will not hurt Huawei in China, where
these services are already blocked. But it
will in the West, where consumers rely on
them every day.

Open-source does not guarantee invul-
nerability. Some think Mr Trump may want
to ban exports of such software to China, as
has long been the case for certain encryp-
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Interdependence days
Selected tech companies

tion programs. Without programs like the
Linux operating system or Kubernetes, a
tool to manage computing loads, Alibaba
could not have become the world’s fastest-
growing cloud-computing giant.

All these bottlenecks, and America’s di-
rect or indirect sway over many of them,
makes it tempting for hardliners in Wash-
ington to “weaponise interdependence”, as
Henry Farrell of George Washington Uni-
versity and Abraham Newman of George-
town University put it in a recent influen-
tial paper. America has threatened to cut
off foreign financial institutions from the
SWIFT banking network and the dollar
clearing system for doing business with
countries or entities it does not like. The
Huawei ban applies to foreign firms if at
least one-quarter of their technology origi-
nates in America (hence Arm’s decision to
stop licensing the Chinese firm).

After the Japanese earthquake, many
firms moved to identify risks in their sup-
ply chain and soughtalternatives, says Bin-
diya Vakil, boss of Resilinc, which main-
tains a database of links between suppliers
and monitors disruptions. But it is hard to
will new high-tech companies into exis-
tence. And doing so would be costly. So the
system remains largely unchanged.

Will the Huawei ban alterit? Many firms
will speed up efforts to bypass China—for
instance by building factories in places like
India or Mexico. (Mr Trump’s threat last
week to slap tariffs on Mexican imports
may give them pause.) Samsung has al-
ready moved most of its smartphone pro-
duction to Vietnam. Retaliation by China
may hasten the process. Whenin2o1oitcut
export quotas for rare earths, a set of ob-
scure minerals used in magnets and other
electronic components, of which 70% is
produced in China, this quickly led to a
search for alternative sources and substi-
tute materials. Days after the Huawei ban
XiJinping, China’s president, paid a much-
publicised visit to a rare-earths facility.

Whether or not it responds in kind, Chi-
na will redouble efforts to become techno-
logically independent. Huawei has said it
will soon release its own mobile operating
system to supplant Android. The govern-

Market share Revenues*
Company Country Market 2018 or latest, % 2018, $bn
Samsung Electronics  South Korea  Smartphone displays | 58|
Foxconn Taiwan Electronics assembly No data
Google us Mobile operating system
Intel us Server chips [ 99|
TSMC Taiwan Contract chipmaking [ 48| 34.2
Qualcomm us Modem chips [ 40| 27
ASML Netherlands  Lithography equipment 9.7
Arm Holdings Britain Smartphone-chip design 99+ 1.8

Sources: Company reports; The Information Network; press reports

*Including other businesses
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ment is likely to pump even more money
into the country’s chip industry.

Optimists argue that interdependence
will be disarmed once it has served its pur-
pose in the latest Sino-American trade tus-
sle. But the damage has been done. As Mr
Shih says, many companies feel they can
no longer rely on Chinese suppliers. And
the Chinese realise that America can use
the supply chain to wage economic war.
Hawks in Washington and Beijing may
dream of two “techno-spheres” of influ-
ence. To globalised technology firms, it
feelslike a nightmare. W

Global technology (2)

The silicon
tightrope

TAIPEI
Taiwan’s computing titans are caught
up in the Sino-American tech war

IN THE SHADOW of Taipei 101, the Taiwan-
ese capital’s tallest skyscraper, 42,000
people attended Computex, one of the
world’s biggest electronics trade expos,
which concluded on June 1st. They bought,
sold and ogled every electronic component
imaginable. Neon-pulsating fans. Com-
puter casings in every imaginable shade of
beige. Infinite varieties of fibre-optic ca-
bles. And, of course, chips. If silicon had a
smell, Computex would be oozing it.

The massive exhibition spaceisinfacta
sideshow. The real action takes place high
above, in the hotel suites of central Taipei.
The world’s technology firms book them,
then fly in for meetings with the Taiwanese
companies that are the beating heart of the
global electronics supply chain. Taiwan is,
in effect, Computex writ large.

The largest Taiwanese tech companies
are contract manufacturers, which make
products for other firms rather than sell
them directly to consumers. The combined
sales of the 19 biggest last year totalled
$394bn. They co-ordinate the fiendish lo-
gistics of getting hundreds of parts sourced
from Asia and beyond to arrive in the right
place at the right time, in order to keep
theirassembly plants, manylocated in Chi-
na, humming. Largan, Pegatron, Quanta
and TsMc are not household names. Their
customers—Huawei, Apple, Amazon—are.
But the global tech value chains atop which
these illustrious firms sit would break
without their Taiwanese links.

All iPhones and many Huawei devices
run on cutting-edge microprocessors
made by TSMcC. Largan grinds the minus-
cule lenses and other optical equipment
that goes into high-end smartphone cam-
eras. Many lower-end phones sold by com-
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» generics produced by Pegatron or Quanta.
Hon Hai, better known as Foxconn, is the
only company with the capacity to marshal
the armies of workers needed to ramp up
iPhone production. The vast majority of its
stadium-sized factories are in China, but
Taiwan is the centre of operations. The la-
bel on most Apple devices, “Designed in
California. Assembled in China”, is miss-
ing a central component: “Made possible
by Taiwan”.

By the same token, Taiwan’s silent
giants find themselves in the middle of the
technology cold war between China and

America. TSMC is perhaps Huawei’s most
important supplier. For now it says that
America’s decision last month, on national
security grounds, to prohibitits companies
from exporting technology to the Chinese
firm does not affect it; TSMC’s meticulous
supply-chain management systems show
that its exports to Huawei do not contain
enough American intellectual property to
fall under the ban. Nonetheless it is under
pressure, as are its Taiwanese peers. Ru-
mours are swirling that Foxconn has
stopped some of its manufacturing for
Huawei. (Huawei denies this. Foxconn de-

Charity begins at work

Toxic workplaces can be found in every sector

HE REPORT was devastating. The

working environment at the organi-
sation was described as “toxic”. There
was widespread bullying of staffand a
bunker mentality among senior manage-
ment; 39% of employees developed
mental or physical health issues as a
result of their work. An investment bank
or atechnology firm in Silicon Valley?
No. This was Amnesty International, a
human-rights charity. Five managers
have just left the organisation following
the report’s findings.

Workplaces create their own hier-
archies, regardless of whether the aim of
the operation is to help people or make
money. Two female partners at KPMG, an
accountancy group, recently left out of
concern at the behaviour of a male col-
league. Coming from a family of teach-
ers, Bartleby can attest that school staff
rooms are beset by bitter rivalries. Uni-
versities are famous for their internecine
disputes, as captured in the adage that
“academic politics are so vicious precise-
ly because the stakes are so small.”

At Amnesty, the problem was not with
staff motivation. The report, by the Kon-
Terra group, a consultancy, makes clear
that many employees regarded their job
asa “vocation or life cause” that provided
them with “a compelling sense of pur-
pose and meaning”. But that commit-
ment proved to be a double-edged sword.

First, in the eyes of workers, manag-
ers believed the importance of the NGO’s
work was so great that they did not need
to listen to staff concerns. Employees,
the higher-ups seemed to conclude,
“should be grateful for being able to work
at Amnesty”. Second, workers found it
difficult to set healthy boundaries on
their hours (or on their tolerance of a
toxic climate) owing to a deeply held
belief in their mission.

One cause of stress was a process called
the Global Transition Programme, which
moved Amnesty’s staff away from head-
quarters and closer to the abuses they
covered. Workers felt that their views
about these transfers were not seriously
considered and that the implementation
of the programme was rushed. As a result,
employees found their work patterns
disrupted, even as some moved to high-
risk locations. Concerns came to a head
when Gaétan Mootoo, a long-time employ-
ee, committed suicide, leaving a note
blaming work pressures. Another staff
member committed suicide shortly after-
wards, although inquiries found no evi-
dence that the death was work-related.
These tragic incidents led to the commis-
sioning of the report.

So what went wrong? On the surface,
Amnesty seemed to offer services to help
employees cope with stress. Staff were
eligible for five counselling sessions, and
an external reporting service for whistle-
blowing had been created. Programmes
were developed to train leaders and to help
staff support their colleagues. But these
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clined to comment.) Last week China said
itwas compilingits own list of “unreliable”
foreign firms.

Even before these latest salvoes, Tai-
wanese companies were already looking
beyond China to locate new assembly
plants, prompted by rising Chinese labour
costs and President Donald Trump'’s earlier
tariffs on Chinese imports. But relocating
links of the complex supply chain from
clusters such as Shenzhen in southern Chi-
na (8ookm from Taipei as the crow flies)
will increase the costs of shipping and lo-
gistics, eating into the Taiwanese firms’ »»

efforts were described as “ad hoc, re-
active and inconsistent”. In a survey 85%
of employees said they had not been
given enough guidance to support the
well-being of their colleagues.

The problem clearly came from the
top. If senior management is not com-
mitted to a caring atmosphere, no
amount of discussion groups or special
programmes will make things better.

A certain amount of stress at work is
inevitable. Most organisations are hier-
archical. Deadlines are a part of life, as is
uncertainty over whether individual
projects are going to succeed. But work-
ers who are stressed and fearful are
unlikely to stay in their jobs or be pro-
ductive in thelong run.

Many managers derive a lot of their
status from their oversight role. That is,
in part, why organisations create such
roles: they can reward high-achieving
employees with a title as well as with
extra money. But power is seductive.
Peter Cappelli, a scholar of human re-
sources at the Wharton School in Phila-
delphia, says that toxicity arises when
“the boss acts like a dictator and actively
punishes people who articulate different
views or express disagreement”.

As Amy Edmondson of Harvard Busi-
ness School explains in her book, “The
Fearless Organisation”, the ideal is to
create an atmosphere of “psychological
safety” where workers can speak their
minds. Managers need to learn the art of
“respectful inquiry”, where they ask
employees questions and listen intently
to the answers. The bosses at Amnesty
may have listened to the political dis-
sidents whose causes they were champi-
oning. But they clearly weren’t listening
to their staff.

Economist.com/blogs/bartleby
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» comparatively thin margins. And a whole-
sale move out of China looks unfeasible,
not least because few other places possess
the expertise that agglomerations like
Shenzhen have built up over the years.

Some Taiwanese firms are quietly seek-
ing a toehold in other countries. Pegatron
is planning to invest $1bn in a new manu-
facturing facility on the Indonesian island
of Batam, just an hour by ferry from Singa-
pore. Foxconn and Wistron, another Tai-
wanese firm, each now has an iPhone fac-
tory in India.

Keeping a low profile is getting harder
for the Taiwanese companies. If you in-
clude Hong Kong, China consumes 40% of
Taiwanese exports, most of it courtesy of
the contract manufacturers. Around 1m
Taiwanese, roughly one-tenth of its labour
force, work in China. Taiwan’s relations
with China, which considers the island
part of its territory, are ever uneasy—espe-
cially when, as now, the Democratic Pro-
gressive Party, which insists that Taiwan is
an independent country, wields power.
Last month John Bolton, Mr Trump’s na-
tional security adviser, enraged China by
breaking with decades of precedent to
meet his Taiwanese opposite number.
Terry Gou, Foxconn’s founder and Taiwan'’s
richest man, is meanwhile seeking the
presidential nomination of the biggest op-
position party on a China-friendly ticket.

Most of Mr Gou’s fellow tech bosses
prefer to keep their heads down. Small
wonder, for shadows have served them
well. From now on they may have to get
used to the spotlight. |

Cruise lines in China

Not what it was

What slumping demand for cruises
says about Chinese tourists

ESTERNERS IMAGINE Chinese travel-
lers to be different from them. The
rise in the number of large tour groups in
European cities has stoked fears of “over-
tourism” among locals. Chinese tourists’
supposed preference for only visiting pop-
ular landmarks, their taste for Chinese
food and their addiction to luxury shop-
ping are widely mocked. But the tastes of
Chinese travellers are, in fact, rapidly con-
verging with international norms—no-
where more so than on cruise ships.
America dominates the cruise industry.
Carnival, Royal Carribean and Norwegian
Cruise Line, which control nearly 80% of
the global market between them, are based
there. Just over half of the 26m people who
went on a cruise in 2018 were American,

Cruise with Chinese characteristics

reckons Cruise Market Watch, a data-pro-
vider. But China is catching up. Between
2013 and 2016 number of Chinese cruise-
goers grew at a compound annual rate of
70%. In 2016 they overtook Germans to be-
come the second-biggest cruise-going na-
tion. Last year 2.4m Chinese holidayed on
the high seas, spending around $3bn out of
aglobal total of $46bn.

Now the industry is entering choppy
waters in China, even as cruise passenger
numbers increase almost everywhere else.
Chinese passenger numbers dipped by
1-2% in 2018 and are estimated to fall by a
further 5-15% this year. What happened?

Cruise lines owed their early success to
offering Chinese tourists what they want-
ed: “floating shopping malls with casinos”
in the words of David Beckel of Bernstein, a
research firm. At sea they could bypass the
country’s strict gambling laws (just as the
original American “booze cruises” in the
1920s were a way of getting around Prohibi-
tion) and snap up duty-free Western
brands. Shops on Royal Carribean and Car-
nival voyages were regularly stripped bare
of everything from Bulgari necklaces to
South Korean rice cookers.

No longer, it seems. Chinese tastes are
fast becoming more sophisticated, ob-
serves Alex Dichter of McKinsey, a consul-
tancy. Surveys suggest that visiting land-
marks and shopping have been dethroned
astopreasons for travelling. Nowadays tak-
ingabreak from work to recharge and to ex-
perience local cultures tend to be the top of
the list. The emphasis is on experiences,
not things—Ilike travellers in the West, in
other words. Oliver Wyman, a consultancy,
found that the share of Chinese holiday
spending on shopping fell from 41% in 2016
t032% by 2018.

As a result, cruise lines that have gone
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too native, or that rely too much on shop-
ping for profits, have suffered. Norwegian
launched its first ship built especially for
Chinain 2017, armed with shops, gambling
machines, Asian restaurants and a karaoke
bar. Two years later, amid disappointing
ticket sales, Norwegian spent $50om rip-
ping out all the Chinese fripperies and
moved the ship to Alaskan fjords. In 2018
Royal Caribbean scuttled SkySea Cruises, a
joint venture with Ctrip, a Chinese online
travel agency, when it discovered it could
make more money running its own vessels
with fewer nods to local taste. Carnival
maintains its joint venture with cssc, a
state-owned Chinese firm. One reason
might be to appease regulators keen to
boost Chinese shipyards’ order books.

Royal Caribbean has found it more lu-
crative to offer a Western experience at sea
atapremium price than to compete against
cheap Chinese resorts. It is among the few
lines in China that makes money, claims
Richard Fain, its executive chairman. It is
still adding more ships. On June 6th, after
The Economist went to press, Spectrum of the
Seas, its newest vessel, was due to embark
on its maiden voyage from Shanghai carry-
ing nearly 5,000 passengers.

Mr Fain thinks that the Chinese market
will eventually rebound. Analysts at Gold-
man Sachs, a bank, reckon that just 0.5% of
potential passengers in China took a cruise
in 2017, compared with over 4% in Ameri-
ca. Pierfrancesco Vago, executive chairman
of Msc Cruises, the world’s fourth-largest
line, blames regulation. Western lines can-
not sail between two Chinese ports. China
is thinking about relaxing some of these
rules, but only for domestic firms, which
are few in number and tiny in size. To grow,
they—and their regulators—may need to
turninternational. ®
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Automotive mega-deals

Braking bad

A merger of Fiat Chrysler Automobiles
and Renault is no more

UDDEN, SURPRISING and “transforma-
tive”. The description could apply both
to the proposed merger between Fiat
Chrysler Automobiles (FcA) and Renault
announced on May 27th and its demise
only ten days later. Late in the evening of
June s5th the Italian-American firm, which
had approached its French counterpart
with the offer, announced that it was with-
drawing the proposal. The share prices of
both companies fell on the news. The rapid
implosion of a deal that was intended to se-
cure the futures of both carmakers as the
industry undergoes fundamental changeis
a huge blow for its architects. It shows that
the much-needed consolidation of the car
industry will be fiendishly hard to pull off.
The deal looked like a winner for both
parties. Their complementary strengths in
regions and products, plus a chance to
share investment in electrification and
self-driving cars, had convinced John El-
kann, the chairman of FCA (who sits on the
board of The Economist’s parent company),
and Jean-Dominique Senard, his counter-
part at Renault, of the wisdom of combin-
ing the two firms. This would create the
world’s third-biggest carmaker. If Renault’s
Japanese partners, Nissan and Mitsubishi,
got on board, the firm would become a co-
lossus making 15m cars a year—almost half
as much again as their closest competitors.
So what went so wrong, so quickly, to
compel FcA to pull out? The deal, born out
of reportedly convivial talks between Mr
Elkann and Mr Senard, was greeted with
approval by investors. The French govern-
ment, which has a 15% stake in Renault,
seemed amenable. Nissan, Renault’s main
alliance partner in which the French firm
has a 43% stake, made reassuring noises.
But, it then emerged, Nissan had been
keptinthe darkabout the deal until the last
minute. It worried that the deal’s structure
as a 50-50 partnership between share-
holders of Renault and FcA did not proper-
ly acknowledge Renault’s stake in Nissan,
worth some $13bn. And the Japanese firm
felt rushed into making a huge strategic de-
cision, not long after it had rejected Re-
nault’s plan for a full merger under Carlos
Ghosn, the firm’s former boss who is now
fighting charges of financial wrongdoing at
Nissan (which he denies). Under the terms
of the agreement governing the alliance, a
change of control would have allowed Nis-
san to renegotiate the partnership. It had
apparently called for a strategic review. The

cost savings of €s5bn ($6bn) that Fca
claimed for the deal were partly predicated
on the continuation of Renault’s alliance
with Nissan and Mitsubishi.

Despite its misgivings, Nissan could
have been brought on board, FcA believed.
For FcA the main stumbling-block was the
French government, which has a habit of
being a tricky counterparty in deals involv-
ing national champions. Without French
support, and acceptance of a 7.5% stake in
the merged firm, the deal would not have
got this far. But the French wanted control.
Sources close to FCA say that the govern-
ment was constantly second-guessing and
renegotiating every aspect of the deal. For
FCA this portended future interference.
When France pointed the finger at Nissan
as aroadblock, FcA lost patience.
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The question is what happens now? Yet
another car-industry mega-merger has col-
lapsed—this time before it even got off the
ground. It seems unlikely that the deal can
be revived. FcA’s disillusionment with the
French government seems too great. The
rocky relationship between Renault and
Nissan is unlikely to be improved by the
French government’s finger-wagging. FCA
will lick its wounds and may seek another
deal. One often mooted partner is PSA
Group, the maker of Peugeots and Citroéns.
But it was the damning verdict on the now-
dead merger issued last week by PSA’s boss,
Carlos Tavares, who called it a “virtual take-
over” of Renault, that may have thrown a
spanner in the works. Engineering the con-
solidation of the car industry is looking
harder than ever. ®

Fine by US

PARIS
American trustbusters are rattling tech firms’ valuations

HARES IN THE biggest internet firms

took a nasty tumble on June 3rd, after
weekend reports suggested American
authorities were limbering up to scruti-
nise their business models. Just four
—Amazon, Facebook, Apple and Al-
phabet—lost $134bn in market capitalisa-
tion in a day, not far off the entire worth
of Netflix (which also fell).

Dealing with competition quibbles is
hardly new for Big Tech. European trust-
busters have been on their case for two
decades. Even whopping fines there have
barely registered with investors (see
chart). Alphabet, which owns Google, has
coughed up $9.5bn across three cases
over the past two years (it is appealing).
Its valuation rose each time. News of a
preliminary probe into Amazon in Sep-
tember dented its share price much less
than poor earnings unveiled soon after.

This time is different. The 4.5% drop
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in the four giants’ market value suggests
investors are more worried. Possibly
meatier American fines are not the rea-
son: the billions Google has been forced
to pay represent less than a tenth of the
$134bn in profits it has generated since
the first case was opened in November
2010. Even higher penalties can be writ-
ten off as a cost of doing business.

More likely, shareholders fret that
American authorities could force the
firms to change their money-spinning
business models. In his confirmation
hearing William Barr, America’s at-
torney-general, said he wanted to “find
out more” about how Apple and others
had grown so big. Elizabeth Warren, a
senator and Democratic presidential
hopeful, has said that Facebook should
be broken up. If America is picking up
where Europe left off, investors are right
to be concerned.
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Foreign-investment disputes

Kafkaesque

PRAGUE
Disgruntled investors are losing
patience with central Europe

EBASTIAN PAWLOWSKI used to gush
Sabout the economic potential of the
Czech Republic and the wealth of Czech
culture. The Swiss investor with Polish
roots arrived in Prague in the early 1990s
and became one of the top property devel-
opers in the Czech capital, then full of pro-
mise and excitement. He founded a popu-
lar private museum dedicated to Alphonse
Mucha, a local art-nouveau master, and
one to Franz Kafka, a Prague-born writer.

These days Mr Pawlowski is still a sup-
porter of Czech arts, but would not invest
another koruna in the country. He blames a
kerfuffle over an investment in Benice, a
Prague district where he bought land for
residential development in 2007. This, Mr
Pawlowski claims, was scuppered by local
authorities, which in 2012 reversed zoning
rules by court order.

Even now Mr Pawlowski still lacks per-
mission to build the planned 800 flats. In
2017 he sued the Czech state at the World
Bank’s International Centre for Settlement
of Investment Disputes (1csiD) for $218m
over a violation of the bilateral investment
treaty (BIT) between Switzerland and the
Czech and Slovak Federative Republic con-
cluded in1990, and still in force despite the
country’s subsequent break-up.

Mr Pawlowski is not the only investor
who says he was stiffed by local or national
governments in central and eastern Eu-
rope. Some of these legal tussles are part of
the transition to a modern market econ-
omy. A lack of co-ordination between local
and national authorities that make differ-
ent promises is partly to blame. Increasing-
ly, however, the region’s governments
seem wilfully to ignore international rules.

Investors’ biggest concern is the subju-
gation of local courts by populist rulers.
Andrej Babis, the Czech prime minister
who is facing criminal charges over the
misuse of EU funds, recently replaced his
justice minister with a loyalist. Last week
his Hungarian counterpart, Victor Orban,
shelved a plan to create a parallel court sys-
tem that would handle cases involving the
state. But his earlier overhaul of the justice
system has fuelled concerns about judicial
independence. So have similar moves by
Poland’s ruling Law and Justice party.

Investors rely on BITS to get a fair
shake—those in central Europe more so
than most. Of 942 investor-state disputes
worldwide since 1987, a disproportionally
high number involved post-communist

countries that joined the EU 15 years ago
(see chart). The Czech Republic (38 cases)
and Poland (30) are the worst offenders. By
comparison, Germany and France, much
bigger economies with more inward in-
vestments, have four cases between them.

Tales similar to Mr Pawlowski’s abound
in the region. Invenergy, an American firm
which invested 2.2bn zloty ($583m) in 1
wind farms in Poland in 2005, last year
sued the Polish government for $70omina
UN court over cancelled power-purchase
agreements. Poland’s courts sided with In-
venergy but were ignored by state-con-
trolled bodies. Another American investor,
George Nussbaum, set up a billboard busi-
ness in the 1990 that boomed until the
Czech government banned billboards on
highways because of traffic-safety con-
cerns in 2012. This put an end to licensed
roadside billboards but not those without
legal permits, which are put up by some
Czech firms. Mr Nussbaum is about to filea
suit at the 1csip alleging a breach of the
Czech-American BIT. The British liquidator
of New World Resources (NRW), an energy
group, is threatening to lodge a complaint
about the Czech government at the 1cS1D
under the Energy Charter Treaty, an inter-
national compact governing cross-border
investments, over the insolvency and ex-
propriation in 2017 of OKD, a Czech miner
which NRW used to own.

In a case last year involving Achmea, a
Dutch health-care company, and Slovakia
the European Court of Justice (ecj) ruled
that Eu law takes precedence over the
Dutch-Slovak BIT. This led the EU’s execu-
tive arm to step up efforts to end intra-Eu
investment treaties by the end of the year.
This assumes that national courts can be
trusted to issue impartial verdicts—and
governments, to respect them. Opponents
of the proposal argue that, in central Eu-
rope atleast, they donot. ®
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Growing up

WARSAW
E-scooter startups turn cautious

N MAY 29TH electric scooters began

legally to glide down cycle lanes in
the Swedish city of Helsingborg. The
next day arider collided with a carand
died. The Swedish Transport Authority
immediately called foraban on the
devices. The incident highlights the
riskiness of the vehicles—and of the
fast-growing micromobility business
around the world.

Motorised versions of children’s
kick scooters are notoriously unsafe.
Their silent motors catch pedestrians
and other road users unawares. A study
by the Portland Bureau of Transporta-
tion concluded that e-scooters get into
accidents 22 times as often as cars do,
and 44 times as often as motorbikes.
Another, by the city of Austin, found
that one in three users is hurt on their
first go. They are also increasingly
unwelcome. Abandoned dockless
devices obstruct pavements and door-
ways. In 2018 San Francisco temporarily
banned them. The mayor of Nashville
recently tweeted that the city’s experi-
ment with them “is not working out”.

In keeping with the startup credo of
asking forgiveness rather than permis-
sion, firms often launched large e-
scooter fleets without consulting local
authorities, sometimes literally over-
night. The backlash is making them
rethink their approach. Bird, a two-
year-old industry pioneer, has in-
troduced a “GovTech platform” to let
local authorities designate no-ride and
no-park zones, set speed limits and
display safety messages on scooter
dashboards. vol of Sweden, whose
scooter was involved in last week’s
accident, accompanies launches with
educational pop-ups. Itis planning a
“virtual traffic school” for novices.

Abig remaining obstacle is insur-
ance. In Sweden scooters limited to 20
kilometres per hour (12 miles per hour)
are classified as bicycles and do not
need motor-liability coverage. In some
places, like Germany, authorities de-
mand that micromobility startups take
out such policies. Elsewhere, insurance
is the responsibility of the renter. Like
their customers, then, companies face
abalancingact. Thom Rickert of Argo
Group, an insurer, talks of a “complicat-
ed liability economy”. It could get more
complicated soon. The latest craze is
for even more dangerous-looking
electric-powered skateboards.
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Schumpeter | Blue-collar capitalists

Employee ownership has a lot going for it. But not if it becomes too politicised

DA TARBELL, the great muckraker of the early 2oth century, not
I only wielded her pen against Standard Oil. She also used it to ad-
vocate for better versions of capitalism. In “New Ideals in Busi-
ness”, abook from1916, she explained how William Cooper Procter,
a pioneering Episcopalian, introduced profit sharing in 1887 and
eventually share ownership for workers of Procter & Gamble
(P&G), a consumer-goods firm. Lauding the impact on the com-
pany’s performance, she recounted the words of one employee:
“DoyousupposeI'mgoing toleta new man comeinandloafon his
job...? It's my profits that I'm looking out for now.”

Over a century on, P&G still grants about a tenth of its shares to
its employees and retirees. Other well-known firms, such as
Southwest Airlines, Starbucks and even Huawei of China, are part
or wholly worker-owned. But today left-wing politicians are push-
ing capitalism for the masses perilously close to socialism. On
June sth Bernie Sanders, a senator and candidate for the Democrat-
ic presidential nomination in 2020, gatecrashed Walmart’s annual
general meeting in Arkansas, demanding that the retail giant puta
worker on its board. He has also unveiled a policy that would force
big firms to give a portion of their stocks to a fund controlled by
employees, which would pay them a regular dividend. This shares
features of a proposal by Jeremy Corbyn’s Labour Party in Britain.

Other presidential hopefuls, most notably Elizabeth Warren,
another firebrand senator, also decry the lowly position of workers
in America, and tie it to wealth inequality, the pre-eminent eco-
nomic gripe this campaign season. They are right. If employees
held more company stock—as top executives do thanks to share al-
locations—America’s wealth gap, in which the top 10% of house-
holds own 80% of America’s financial assets, may becomeabitless
gaping. But compelling rather than coaxing firms to give away
shares to workers jeopardises a delicate compromise between pro-
gressives and conservatives that has historically helped advance
the cause of employee ownership in the West.

Employee ownership has many virtues. Its radicalism appeals
to the left: it boosts workers’ wealth. Its conservatism pleases the
right; workers gain a stake in capitalism’s future, which may im-
prove their performance, and so that of the business. Not all
schemes work, but studies show that on average employee-owned

firms benefit from higher output per worker, a more stable work-
force and higher returns on assets. According to a study in 2017 by
Nancy Wiefek of the National Centre for Employee Ownership, an
industry body, employee-owners enjoy significantly higher medi-
an income and job tenure than workers without ownership
(though there may be other explanations for this).

America leads the way in the number of blue-collar capitalists.
Butevenitstill hasalongway to go. Almost 40% of adult American
workers are engaged in some sort of profit-sharing. The number of
Americans enrolled in employee stock-ownership plans (ESOPS),
in which firms grant shares to workers, has risen steadily to 14.3m
in 2016, from13.5min 2010. ESOP assets total $1.4trn. Britain’s com-
paratively modest employee share ownership is viewed almost
reverentially. When Julian Richer, 60-year-old owner of a British
hi-fi chain, announced last month that he would put 60% of his
shares into a trust for employees (he has no children), he was
showered with praise. At last, the country found a capitalist it
could like.

Not everyone applauds the idea. As Joseph Blasi of Rutgers Uni-
versity observes, for decades critics warned that employee owner-
ship is a risky substitute for pay, because it encourages workers to
put too many eggs into one basket. If their firm goes bust they can
lose everything—as happened with United Airlines in 2002.
Policymakers have promoted diversified 401(k) pension plans in-
stead. Other opponents say it encourages free-riding; if you expect
others to do the heavy lifting to ensure their asset maintains value,
you may be tempted to slack off.

Mr Blasi says such claims are mostly disproved. Employee
ownership typically comes on top of pay, rather than substituting
some of it (not at United, which explains that fiasco). Workers sel-
dom hold more than 15% of their financial wealth in their own
company, which is manageable. As for free-riding, Tarbell’s ac-
countillustrates that other workers will not tolerate loafers.

Expansion of employee ownership could use a tailwind. At last
count 158,000 private firms in America were in the hands of baby-
boomer founders on the verge of retirement, according to Ms
Wiefek. These companies could be sold partially or wholly to their
employees viaan ESOP scheme. But take-up is much lower than the
potential suggests. To accelerate it, the government could provide
more information, modest tax inducements or procurement poli-
cies that favour employee-owned firms. Richard Freeman of Har-
vard University sees scope for using employee ownership to offset
possible job losses to artificial intelligence (A1). His answer to the
question ‘Whatcha gonna do, workers, when A1 Robomania runs
over you?’ as he wrote in a recent paper, is to spread ownership of
capital more widely.

An EsoP to therich

The best bet may be to rekindle a spirit of self-interestamong busi-
nessmen. They enjoy a disproportionate share of capitalism’s re-
wards—and worry about its fate. Based on public-company filings,
Mr Blasi estimates that big firms have shelled out at least 0.5% of
their shares a year to their five most senior executives. Boards
could do more to broaden ownership to the rank and file. The reck-
less remedies proposed by Mr Sanders, Mrs Warren and Mr Corbyn
should not put firms off. Bringing capitalism to the masses has a
rich history, dating back to Procter and bolstered in the Thatcher
and Reagan years of the 1980s. It deserves a rich future. As Tarbell
said, all it takes is “brains, freedom from isms, humanity and a
large firm sense of responsibility”. |
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America First trade policy

Bully for you

WASHINGTON, DC

Camiones vacios

Donald Trump finds a new way to weaponise tariffs

EW FRONTS in President Donald
Trump’s assault on the global trading
system are opening up by the day. On May
3oth he dropped a bombshell on Mexico,
threatening a 5% tariff on all its exports to
America, rising to 25% by October if immi-
gration flows do not fall (see Americas sec-
tion). On May 31st he turned to India, an-
nouncing the end of longstanding trade
preferences on around $6bn-worth of its
exports to America. A proposal is being
considered to enable the administration to
increase tariffs on imports from countries
deemed to be manipulating their curren-
cies. The appointment of judges to the
court of appeals of the World Trade Organi-
sation (wWTo) is being blocked. Japan and
the European Union are on notice that
America may impose tariffs on their cars.
Meanwhile the biggest trade fight of all,
with China, is getting bloodier.
The trade element of Trumponomics is
a striking departure from previous admin-
istrations’ policies, and a stiff challenge to
the multilateral trading system. But critics
must face some uncomfortable truths. The
first is that some of America’s frustrations
with its trading partners are justified. Chi-

na’s system of subsidies and state-directed
capitalism harms competing firms else-
where, and raises questions about surveil-
lance and security. India’s protectionism
has long been an obstacle to trade liberal-
isation. And the wto’s dispute-settlement
system has serious weaknesses.

Moreover, America has the strength to
force others to comply with many of its de-
mands. Although its share of the world
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economy (measured at market prices) has
fallen from 38% in 1969 to 24% this year, it
is still the world’s most important com-
mercial market. When previous tariffs on
Mexican and Canadian steel and alumi-
nium were removed, trade between the
three North American countries was still
more restricted than before. But Mexicans
and Canadians celebrated their loss as a
win, since it could have been much worse.
Mr Trump may even succeed in creating
some manufacturing jobs in America, as
companies respond to the risk of new ta-
riffs by deciding to serve a greater share of
the domestic market from within. Tariffs
certainly seem to be spooking some into
avoiding China. Analysts at Bank of Ameri-
ca Merrill Lynch report that companies are
increasingly sourcing from elsewhere, and

“localising”—that is, increasing produc- »»
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» tion capacity in markets where they sell.

Finally, low tariffs are unlikely on their
own to derail the affected economies. Cur-
rencies and commodity prices fluctuate all
the time, says Paul Bracher of Frost Bank-
ers, a Texas-based supplier of trade finance,
and though a 5% tariff would crimp his cus-
tomers’ profits, as margin compressions go
itwould be “not that big”.

But a 25% tariff would be a “game-
changer”, he says, as few companies could
adjust fast enough to avoid them. The Mex-
ican government would retaliate, and busi-
ness confidence in America would suffer.
(OnJune 4th Jerome Powell, the Federal Re-
serve’s chairman, hinted that it would cut
interest rates if necessary.) Economists at
Citibank calculate that 25% tariffs could
cause Mexico’s GDP to contract by 4.6% if
prices and exchange rates do not adjust, or
crush the value of the peso by 59% if they
do. These figures were not intended as pre-
dictions, but to make the point that “the
consequences of this policy could be so ex-
treme we see it as unlikely to happen”.

Chinese officials are drawing up a list of
“unreliable entities”, which could mean
sanctions for American companies com-
plying with their government’s ban on
sales to Huaweli, a Chinese telecommuni-
cations company. Erin Ennis of the us-Chi-
na Business Council, a lobby group, wor-
ries that America is pushing past the point
atwhich China will be persuaded to change
its policies. Mr Trump'’s tariffs may well re-
sult in the Chinese government increasing
subsidies, she says, in order to speed up the
development of domestic goods and ser-
vices that can replace foreign ones.

Indeed, Mr Trump may even have
pushed his own party too far. America’s
constitution says that trade policy falls to
Congress, though over time Congress has
delegated certain powers to the president.
He has tested the limits of that delegation,
for example by claiming national security
as justification for tariffs on imported steel
and aluminium. But the latest threat of ta-
riffs on Mexican imports requires him to
declare a state of national emergency,
which Congress has the power to override.
Even if it declines to, a court might. John
Murphy of the us Chamber of Commerce, a
business group, says that “the Chamber is
examining all legal options”.

In its admirers’ telling, Trumponomics
is muscular pragmatism. Regarding China,
they say that earlier efforts failed and
multilateral approaches are timid or naive.
If you believe that trade weakens econo-
mies and steals jobs, it all makes sense.

But it also sits ill with Mr Trump’s glee
when he actually agrees to a trade deal. Last
November he signed one with Mexico and
Canada, the usmca, and boasted of making
progress in talks with China. The president
can be a dealmaker, or, in his own phrase, a
“tariff man”. He cannot be both. ®

India’s economy

Time for a
makeover

In its second term, will the ruling
coalition be bolder about reform?

NDIA'S NEW finance minister, Nirmala

Sitharaman (pictured below), is an un-
usual figure in the country’s politics. She is
the first woman to head the finance minis-
try since Indira Gandhi seized the post
(while also serving as prime minister) 50
years ago, after nationalising many of In-
dia’sbanks. Sheisan economist. Butunlike
most in her Bharatiya Janata Party (BJP) she
hails from the country’s south, having
grown up in Tamil Nadu, one of the few big
states to resist the BJp’s advances in the re-
cent election. She claims a humbler back-
ground than her predecessor, Arun Jaitley.
Her father worked for India’s railways and
she spent a month selling home furnish-
ings at Habitat, a shop in London.

Ms Sitharaman thus embodies the BjP’s
broadening appeal to aspirational Indians
outside its traditional heartlands. But will
she help it fulfil those aspirations? On the
day she was appointed, India’s statistical
authority reported that growth in the first
quarter of the year had slipped to 5.8%, its
slowest since Narendra Modi was elected
prime minister in 2014 (see chart). The gov-
ernment also belatedly released a report it
had withheld showing that unemployment
had risen to 6.1% in the year ending June
2018. In India, the jobless are often not the
poorest, who cannot afford not to work, but
the newly educated, qualified for better
jobs that have yet to arrive.

The prospects for a quick economic re-
covery depend partly on the banks Ms
Gandhi nationalised. They are responsible
for most of the bad loans that have long

Sitharaman: squad player
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clogged lenders’ balance-sheets. Optimists
point outthat the share of bad loans has be-
gun to fall. And several troubled banks
have been permitted to expand credit after
a more lenient official was put in charge of
their regulator, the Reserve Bank of India
(RBI), the country’s central bank.

The RBI cut interest rates for the third
time this year onJune 6th. It mustalso keep
a close eye on India’s lightly regulated
“nonbank” lenders. They have kept credit
flowing to households and industry in re-
centyears, financing themselves by selling
bonds and commercial paper to yield-hun-
gry mutual funds, until one lender de-
faulted in September 2018.

The prospects for a cyclical recovery
seem brighter than the chances of deeper
reform. Ms Sitharaman is unlikely to enjoy
the same autonomy given to Mr Jaitley, a
cabinet heavyweight who helped pave Mr
Modi’s path into national politics. His de-
parture due to ill health may mean his boss
takes a closer interest in economic affairs.
Thatis not necessarily a good thing.

As chief minister of Gujarat, Mr Modi
excelled at drumming up investment from
big corporations and breathing down civil

servants’ necks. But that approach has »
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» translated less well to the role of prime
minister, which requires more indirect
methods, such as creating the right incen-
tives and delegating to the right people. A
bureaucrat quoted in “The Lost Decade”, a
new book by Puja Mehra, talks of long, te-
dious meetings, in which Mr Modi would
monitor his policies’ implementation and
the civil servant would scoff the peanuts
and chickpeas.

After Mr Modi’s first victory in 2014, lib-
erals hoped the pro-business tub-thumper
would become a pro-market prime minis-
ter, encouraging investmentby liberalising

labour and land laws, relying on statecraft,
not stagecraft. Instead he became what In-
dians call “pro-poor”, providing a multi-
tude of redistributive welfare schemes,
such as cash handouts for small farmers.
These schemes seemed inspired by the
government’s lingering fear of being out-
flanked on the left. It largely abandoned its
efforts to ease the acquisition of land for
industrial purposes after Rahul Gandhi,
the leader of the opposition Congress
party, accused it of beinga “suit-boot ki sar-
kar”—a government for suited-and-booted
corporations. It was slow to help public-

Bath time for bonds

The long-term decline in bond yields enters a new phase

TTHE END 0f1989, an Americanin

London received a call from a friend
back home. The caller had watched the
fall of the Berlin Wall and the toppling of
Nicolae Ceausescu in Romania with
growing dismay. He was at the end of a
four-year course in Russian Studies atan
elite university with hefty tuition fees.
He had learned all the Kremlinology a
would-be cold warrior could need—but
not that the cold war might suddenly
end. “Ijusttook a $60,000 bath,” he said.

This story comes to mind not so much
because of fears of a new cold war, this
time with China, but because of the bond
market’s recent response to such fears.
Long-term interest rates have tumbled
almost as swiftly as communism fell in
Europe. Theyield on a ten-year Treasury
bond has plunged from 2.5% t0 2.1% in
the past month. Ten-year Bund yields
have turned negative again and have
reached a new all-time low.

What happens to long-term interest
rates in large part reflects what is expect-
ed to happen to short-term rates. The
bond market’s Kremlinologists expect
the Federal Reserve to cut them soon.
Other central banks will seek to keep
money easy. One consequence is that the
secular decline in real interest rates is
unlikely to reverse soon (see chart). The
implications are far-reaching: the whole
edifice of asset prices is founded on a
low-rate regime. But what if that regime
were to come to an abrupt eventual end?

Itis hard to be truly confident about
the future path of real interest rates. The
reasons for their decades-long decline
are not well understood or agreed upon.
One school stresses an increased desire
for saving. Demographic change is part of
this story. As a large chunk of the rich
world’s population approaches the end
of their working lives, they seek to set

aside more of their income for retirement.
The integration of high-saving China into
the world economy is another factor. In
this view, long-term interest rates had to
fall simply to clear the saturated global
market for savings.

Another school says that low bond
yields are a distortion caused by the poli-
cies pursued by central banks in the rich
world. They have kept short-term interest
rates close to (orin some cases below) zero
for much of the past decade. They have
also spent trillions of dollars buying gov-
ernment bonds with the explicit goal of
driving down long-term interest rates. In
their defence, central bankers say they set
interest rates to keep the economy purr-
ing. If they had pressed down too hard on
the monetary pedal, the result ought to be
aburst of rising prices.

In the absence of rising inflation it
seems reasonable to expect that the era of
low interest rates will last. If yields on the
safest government bonds remain low, the
expected returns on other assets—the
earnings yield on equities, say, or the
rental yield on property—should stay in
line. The result would be that all assets will

==

Losing interest

“World" real interest rate, average ten-year
inflation-indexed bond yield, %

G7 countries, excluding Italy

|

b |

'_\lo—!NUJ-bU'I

A EE L RN IR BN D N

1985 90 95 2000 05 10 15 19

Sources: “Measuring the ‘world’ real interest rate”, by M. King
and D. Low, NBER working paper, Feb 2014; Bloomberg

Finance & economics

sector banks write off their bad loans, in
part because it did not want to appear soft
on crony capitalists.

Since this timidity helped win it a sec-
ond landslide, Mr Modi would seem to
have little reason to abandon it. But per-
haps his victory has finally killed his fear of
the opposition. Ms Sitharaman was de-
scribed as a “one-person demolition
squad” after her impassioned response in
parliament to Mr Gandhi’s accusations of
government cronyism. Having bulldozed
the opposition, perhaps Mr Modi will now
feel emboldened not to copy it. &

continue to look expensive relative to
theirlong-run averages.

Aslogical as this seems, it is never-
theless disquieting. At some stage the
influences that have pushed down yields
will attenuate, even if this is not soon.
Long-term interest rates will surely rise
again. Itis reasonable to believe that this
will not be sudden. Demographic change
happens slowly. So perhaps asset prices
will adjust slowly to the new reality,
whenever it dawns. But it is quite hard to
imagine a world in which real interest
rates grind upwards and asset-holders
avoid taking a capital loss, says Shamik
Dhar of BNY Mellon, a fund-management
group. The uncertainty about the timing
of even a gradual adjustment creates
headaches, for instance for someone
hoping to own a home. Buy at the wrong
time, and you end up with a house that
slowly loses value.

And what if real interest rates rise a
lot more quickly than they fell? Well,
they might. Chinais already a spent force
in the global savings glut: its current-
account surplus has dwindled to next to
nothing. Baby-boomers moving into
retirement might step up their spending.
If rich countries turn once again to fiscal
policy as a tool for ginning up their econ-
omies, there are plenty of asset-heavy
projects (airports, roads, fibre-optic
networks) to soak up savings.

Kremlinologists look for signs of
shifting authority, for who’s up and
who’s down. But when everyone is fo-
cused on who will be the next boss, they
may all miss signs that the regime itself
is cracking. For now, financial-market
Kremlinologists are preoccupied with
which assets to hold and which to avoid.
Butat some point capital will become
scarcer. Somebody may find that they
have taken an expensive bath.
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Fintech in India

E-rupification

MUMBAI
Indians are switching to digital
payments in droves

HE ALLEYS of the 150-year-old Chor

(Thieves’) Bazaar, a colourfully named
flea market in Mumbai, are crammed with
goats, used tyres, speakers, drills and other
assorted ephemera. But even in this un-
likely place, modern payment methods are
gaining a foothold. In stalls abutting the
market, bags of sand can be paid for by pro-
viding a phone number or scanning a QrR
(quick response) code. Many countries
have seen digital payments take off in the
past few years; in India, where little over a
decade ago a cheque could take more than
two weeks to clear, it feels like a revolution.

It is one that has been shaped, not al-
ways intentionally, by government poli-
cies. September 2010 saw the arrival of Aad-
haar, a system of biometric 1Ds that could
be used to open a bank account. After be-
coming prime minister in 2014, Narendra
Modi chivvied bankers to open accounts
for everyone. Around 360om basic “Jan
Dhan” (people’s wealth) accounts were
opened, adding to the 243m accounts al-
ready in existence. But many sat empty, or
held justa rupee or two put in by banks un-
der government pressure to reduce the
number of zero-balance accounts.

Two further developments gave those
unused accounts a purpose. The first was
the launch in 2016 of the Unified Payments
Interface (UPI), an interbank money-trans-
fer system. The second was “demonetisa-
tion” later that year, when 86% of bank-
notes in circulation were recalled. That
caused economic carnage—but also gave
digital payments a galvanic boost. Paytm,
India’s largest digital-wallet firm, took out
ads thanking Mr Modi for the move.
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Financial flea market

Paytm now claims 371m users. PhonePe,
a subsidiary of Walmart-owned Flipkart,
claims more than1som, and BHIM, runbya
government-led bank co-operative, 46m.
The value of digital transactions has risen
more than 50-fold in the past two years,
with many more smaller payments (see
chart). Even the drivers of Mumbai’s three-
wheeled auto-rickshaws have begun ac-
cepting payments that go through uPI to
their (presumably new) bank accounts.

China’s giant payment apps, WeChat
and Alipay, send transfers between their
digital wallets, going through an official
clearing house. Cryptocurrencies, which
some tout as a possible future for digital
money, touch the regulated financial sys-
tem only when they are boughtand sold. By
contrast India’s pioneers, which started
with digital wallets, are fast becoming
interoperable with up1, which sends mon-
ey directly between bank accounts. The re-
sult is both well integrated with the bank-
ing system and flexible enough to allow
innovation in serving customers.

Regulators are happy with the system,
says Saurabh Tripathi of BCG, a consultan-
cy, since it protects deposits, increases fi-
nancial inclusion and cuts tax evasion
from unreported cash deals. It also suits
banks, since they get fine-grained informa-
tion on transactions that can be used for
creditanalysis and product customisation.

The global tech giants like the look of it,
too. Google Pay is already available in India
and Amazon Pay plans to launch soon.
WhatsApp, which has 3oom Indian users,
has run a trial of a payments service with
1m of them, though the government’s re-
quests regarding privacy and data-localisa-
tion are delaying it going nationwide. The
success of other dominant chat apps that
have moved into payments, such as We-
Chat Pay in China and Kakao Pay in South
Korea, suggests that whenever its launch
happens, it will gowithabang. &
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Monetary policy

Evolutionary road

CHICAGO
The Federal Reserve needs to manage
expectations

«“« OST OF AMERICA thinks the Federal
Reserve is a national forest.” That
reminder that the general public has little
ideawhata central banker does was offered
by an incumbent governor of the Federal
Reserve to Alan Blinder when he joined in
1994. He passed it on 25 years later, on June
4th, to a star-studded group of economists
and policymakers gathered at the Federal
Reserve Bank of Chicago to discuss the
Fed’s first public review of its framework.

The review is a year-long exploration of
how the Fed should adapt to trying eco-
nomic times. It typically slashes interest
rates by around five percentage points in a
recession. But chronically low rates mean
that it now has less than half of that room
for manoeuvre. The Fed is seeking to an-
swer three questions. Should it update its
forward-looking inflation target to consid-
er past inflation too? Should its toolkit be
expanded? And could it communicate and
implement its policies better?

What connects all three is the difficulty
of managing expectations. At the effective
lower bound, where interest rates are at or
very near to zero, the Fed cannot simply
slash short-term rates. It must either try
other sorts of interventions in financial
markets—or make promises and hope they
are believed. In theoretical models, such
expectation management can be extraordi-
narily powerful. If the Fed can convince
consumers that it will maintain loose
monetary policy, they may open their wal-
lets, thereby helping to end the slump.

Lars Svensson of the Stockholm School
of Economics argued for an average infla-
tion target, on the grounds that it could
move inflation expectations in the right di-
rection when interest rates hit the lower
bound and would be relatively easy to com-
municate. It could also allow the Fed to rely
less on big financial interventions such as
quantitative easing, which other speakers
warned could mean risks to financial sta-
bility building up.

A move in that direction seems possi-
ble. But it seems unlikely that the Fed will
eventually decide that a radical rethink is
needed. In part, that is because of mount-
ing evidence that its tools did not perform
so badly last time round. Janice Eberly of
Northwestern University, James Stock of
Harvard University and Jonathan Wright of
Johns Hopkins University argued that from
2012 the Fed’s actions contributed mean-

ingfully to the recovery, and indeed could »
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» be implemented even more aggressively to
speed up future recoveries. And Eric Sims
and Jing Cynthia Wu of the University of
Notre Dame argued that there is more
scope to replace conventional policy with
quantitative easing than with either for-
ward guidance or negative interest rates.

Mr Powell emphasised that he was com-
ing to thereview with an open mind. But he
also said that in the depths of the crisis
policymakers had “major questions” about
whether promising good times ahead
“would really have moved the hearts,

minds, and pocketbooks of the public”.

That doubt is scary for central bankers,
whose power comes from their credibility.
Perhaps in the current calm the public
could be readied for a recession-busting
exercise in persuasion. But however ear-
nestly a Fed governor pledges to boost in-
flation in slumps, a successor may tighten
if inflation surges. It is therefore reason-
able to doubt that the Fed can keep its
promises. The danger for central bankers is
that they try to manage expectations, fail—
and leave their credibility in tatters. |

Benchmark interest rates

Fifty ways to leave your LIBOR

The ubiquitous rate has two and a half years to live, say regulators—so abandon

it before it dies

UST DROP off the key. Yes, it means break-
J ing a complicated yet rewarding long-
term relationship: $240trn-worth of deriv-
atives, loans and bonds are priced off LI-
BOR, the London Interbank Offered Rate;
$200trn-odd are in dollars alone. But this
key interest rate is due to die. Almost two
years ago Andrew Bailey, the head of Brit-
ain’s Financial Conduct Authority (FCA), LI-
BOR’s regulator, in effect said it would ex-
pire at the end of 2021. In recent days
American and British supervisors have
again urged banks: hop on the bus.

A few years ago LIBOR was undermined
by a rate-rigging scandal which highlight-
ed ills that might anyway have proved fatal.
Notionally, itis the rate at which banks can
borrow from each other, for up to a year, in
dollars, sterling, Swiss francs, yen and eu-
ros. Itis calculated from daily submissions
of panels of 11 to 16 banks. But banks now
scarcely tap interbank markets. On June
5th Sir Dave Ramsden, a deputy governor of
the Bank of England, said that in the first
quarter of 2019 on average only nine depos-
its totalling just £81m ($105m) a day under-
pinned six-month sterling LIBOR.

Regulators want markets to move to
new benchmarks based on overnight rates
and a far richer seam of transactions.
America’s Alternative Reference Rates
Committee (ARRC), a group of market par-
ticipants convened by the Federal Reserve,
plumped for the Secured Overnight Fi-
nancing Rate (SOFR), derived from $1.1trn-
worth of transactions daily, mainly Trea-
sury repos. British supervisors are promot-
ing the Sterling Overnight Index Average
(soN1A), an unsecured rate dating back to
1997 but reformed last year. Its average
daily base is £40bn.

The shift has begun. But as a new report
by Oliver Wyman, a consulting firm, makes

clear, there is still much to do, especially in
the dollar markets, where SOFR had to start
from scratch, and cash markets (for exam-
ple corporate loans and mortgages). Thus
SONIA’s share of sterling swaps is up to
40%, but there is little liquidity at the lon-
ger end; SOFR accounts for less than 0.5%
of dollar LIBOR swap volumes. In the dollar
futures market almost $1trn-worth of SOFR
contracts were cleared in March, but that is
just 1% of the LI1BOR tally. In the sterling
cash market SONIA floating-rate notes
made up over three-quarters of the total in
the first quarter. Some 80 SOFR dollar
bonds have been issued, but mainly by gov-
ernment agencies.

Virtually no loans linked to the new
rates have been made at all. In cash mar-
kets, Oliver Wyman says, “LIBOR-based
contracts are still being entered into at a
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rate little reduced from 2017.” Little has
been done to move existing contracts, of
which many last beyond 2021, off LIBOR.

Several factors have held up progress.
Oneisalack ofadequate “fallback” termsin
contracts, stating what rate should apply
when LIBOR vanishes. Existing contracts
may say that if LIBOR is not published the
previous day’s rate must be used, but thatis
meant only as a temporary fix. Using LI-
BOR’s last value could mean large gains and
losses; but so could switching to a new
benchmark. A second factor is that over-
night rates lack the term structure—one-,
three-, six- and 12-month rates—intrinsic
to LIBOR. It is not hard to calculate back-
ward-looking averages, but it is a big
change from LIBOR. Borrowers are used to
fixing interest payments in advance, rather
than having to wait until the end of the per-
iod to know the precise rate they face.

Regulators say there’s no need to be coy.
Recently the ARRC proposed new fallback
language; in any case, Randal Quarles, the
Fed’s vice-chair for supervision, told an
ARRC conference in New York on June 3rd,
the “easier path...is simply to stop using LI-
BOR". Familiar as the old rate is, it is going
to disappear. Stick with it, and “history
may not view that decision kindly”. Al-
though forward-looking term rates may
not be ready by the end of 2021, David Bow-
man, a Fed official, urged banks not to wait.
Ditto Mr Bailey in London two days later.

Banks point to a third problem: unlike
LIBOR, SOFR, being based on Treasury re-
pos, does not reflect their funding costs. In
times of stress SOFR could fall while those
costsrise. Simply adding a fixed spread will
leave banks vulnerable if it is too thin and
rile customers if too fat. (Such difficulties
help explain why European regulators have
extended the life of EURIBOR, the basis of
many euro-zone mortgages.)

ICE Benchmark Administration, which
calculates LIBOR, thinks that data on trades
in international banks’ bonds could be
used to add a spread to a SOFR-based yield
curve. The resulting index would do the
same job as dollar LIBOR while using the
Fed’s preferred rate. Separately, the Ameri-
can Financial Exchange, a marketplace for
interbank lending with 150 members (and
indirectly serving 1,000 banks), has de-
rived AMERIBOR, a benchmark rate for re-
gional and community banks. So far a cou-
ple have used it to price loans. It plans to
launch AMERIBOR futures this summer.

To hasten the handover, Oliver Wyman
recommends that regulators remove disin-
centives, eg in margin requirements and
taxes, to switch from LIBOR-based deriva-
tives; and make up their minds about cred-
it-sensitive benchmarks. Clearing houses
should move faster to base their rules on
SOFR, which would foster demand for de-
rivatives. And banks should stop procrasti-
nating. Set yourself free. ®
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Free exchange | Enough is never enough

Advertising may make people miserable, but still has its uses

VERY YEAR, as Americans polish off their Thanksgiving feasts, a
E particular genre of advertisement begins to air. The details
vary, but the plot does not: one family member surprises another
with the Christmas gift of a luxury car, often adorned with a car-
toonishly large bow. The recipient never betrays a hint of the dis-
may one might expect of someone whose partner has spent tens of
thousands of dollars without consultation. Such a car can easily
cost more than the median annual income of an American house-
hold, and most people who see these ads will not be able to afford
one. But the envy such spots induce serves an economic purpose,
even as it leaves the majority feeling worse about themselves.

Ads and other forms of marketing ostensibly serve a straight-
forward economic role. Firms selling goods and services need to
tell consumers about the availability and desirability of their
wares, and spend on advertising to do so. By informing consumers
about the relative merits of various products, ads improve the
quality of purchasing decisions and, conceivably, leave both firms
and shoppers better off than they would be in an ad-free world.

Yet advertising might fall short of this ideal in many ways. It
need not be honest or representative of the full range of available
products, for example. Some firms target impressionable chil-
dren, in ways which could contribute to long-run health risks.
London hasrecently banned junk-food advertising on its transport
network, a prohibition campaigners want to extend. And honest or
not, successful ads induce a desire to spend, perhaps on things the
audience does not need or cannot afford. The information content
of ads for fancy vacations, bespoke cars or diamond-studded
watches does not much matter for people whose budgets cannot
accommodate them. Their main takeaway is that others get to en-
joy things that they themselves cannotafford. If the effect of adver-
tising is mostly to encourage people to want things that they can-
not have, rather than to direct them towards items that are a good
match for their needs and tastes, then it is possible that spending
on advertising leaves society worse off overall.

Some recent research suggests this might indeed be the case. A
forthcoming paper by Chloé Michel, now at Swiss Re, Michelle So-
vinsky of Mannheim University, Eugenio Proto of Bristol Universi-
ty and Andrew Oswald of Warwick University attempts to unpick

the effect of advertising on welfare. The researchers used three de-
cades’ worth of survey results from a sample of nearly 1im Euro-
peans, spread across 27 countries, to compare information on self-
reported life satisfaction with variation in total advertising spend-
ingasashare of GDP. After taking account of other macroeconomic
variables such as unemployment, and individuals’ socioeconomic
characteristics, they find a significant and inverse relationship be-
tween spending on advertisements and national welfare. They es-
timate that a doubling of ad spending is associated with a subse-
quent drop in reported satisfaction of 3%—an effect about a
quarter as strong as a spell of unemployment.

Itis possible that this result reflects the effect of some other fac-
tor which influences both advertising and well-being. And the au-
thors are careful to note that they cannot be certain about the caus-
al mechanism at work. But their findings may illustrate an aspect
of the economy that has puzzled some economists for more than a
century. In “The Theory of the Leisure Class”, published in 1899,
Thorstein Veblen, a Norwegian-American economist, explored
the nature of what he termed “conspicuous consumption”. Veblen
argued that consumption is not merely about satisfying needs, but
is also used to signal status and prestige.

The priciest cars may offer more nifty features and a smoother
ride than a cheaper marque, but the vast difference in price is not
primarily down to such advantages. Rather, the buyer is paying for
such cars’ value as a status symbol, which derives from the fact
that very few people can afford one. (Following his insight, econo-
mists use the name “Veblen good” for items for which demand
rises with price, though it is not the high price itself that generates
the increased demand but rather the exclusivity that the high price
confers.) These luxury items defy normal economic logic. In the
mass market, productivity-boosting innovations that allow firms
to sell better products at lower prices are a route to success. For
producers of conspicuous-consumption items, such cost-cutting
does not conquer the market but destroys it.

Less good than a feast
The notion that people might buy high-cost items in preference to
serviceable alternatives simply to set themselves apart from the
less well-off would seem absurd, were the economy not chock-a-
block with examples, from designer handbags to silver cutlery to
oxygenated energy drinks. Advertising enables the process. For
goods to grant high status, there must be consumers who want but
cannot have them. Ad campaigns featuring sleek cars bedecked
with oversized bows add to the value of luxury brands by inform-
ing the masses of how desirable they are—and how inaccessible.
Veblen, though, saw the rich as a largely unproductive class of
capital-owning moochers, who profited off the useful labour of
working people (hence the “leisure class”). In recent decades, how-
ever, the share of Americans working long hours has grown, and
has risen fastest among those earning the highest wages—an odd
exception to the global norm that working time declines with in-
come. The status envy induced by conspicuous consumption may
play a role. In rich countries, most people’s basic needs have long
since been met. To keep workers striving—those on higher in-
comes especially—there must always be more desirable consumer
goods and services just out of reach. Perpetual dissatisfaction may
well boost economic growth by keeping highly productive workers
who might otherwise enjoy more time with their families chained
to their desks. But it is a funny sort of prosperity that depends on
people never being satisfied with their lot. &
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Alternative energy

Castles in the sky?

An innovative approach to making electricity from the wind

THE WIND BLOWS more strongly at higher
altitudes. That is why wind turbines
have grown ever taller. The blade tips of to-
day’s biggest now reach up a dizzying 260
metres, the height of the Transamerica
building in San Francisco. Many dream of
capturing stronger winds even higher up
than that, but building taller turbine masts
and constructing blades able to withstand
the terrifying stresses involved in high-al-
titude wind gathering are costly. A number
of firms are therefore developing a differ-
ent and, they hope, ultimately cheaper ap-
proach to generating electricity at great
heights. Their idea is to skip the mast alto-
gether. Instead they propose to fly kites.
The kite developed by SkySails, a Ger-
man firm, is a rectangular parachute-like
structure attached to an 8oo-metre-long
tether. This tether starts off coiled around a
horizontal drum that is mounted on an
axle which is anchored at each end in the
shipping container in which the system’s

generator is housed.

SkySails’ kite is launched, like a recre-
ational kite, into the wind at ground level.
Then, as the kite is pulled up by the wind
while being manipulated to travel in a se-
ries of figures-of-eight in order to achieve a
constant, optimal speed, the tether un-
coils, spinning the drum. That powers a
generator. Once the tether is fully extend-
ed, the kite is angled to catch less wind,
reeled partway back in, and allowed to reel
outagain. In-reeling, according to SkySails’
boss, Stephan Wrage, consumes only 4% of
the energy the kite generates on its way out,
so the process is pretty efficient.

Let’s go fly akite

The SkySails Power system, as it is called,
goes on sale next year. A single unit will
produce 200 kilowatts—enough to run
about 100 homes. It will, Mr Wrage says,
cost about €300,000 ($340,000). At $1,700
a kilowatt, that is half the cost of a conven-

- Also in this section

72 Revealing forged art

74 Diet and evolution

74 Fungal arbitragers

tional turbine of equivalent capacity, and is
comparable with the cost per kilowatt of
industrial-scale turbines that have outputs
measured in megawatts. Nor is SkySails
alone in designing a system that works
with a simple, wind-launched kite of this
type. Kitepower, a competitor in the Neth-
erlands, has come up with a similar ar-
rangement, albeit somewhat smaller,
which it, too, expects to be on sale next
year. Other firms, however, are working on
kites that are launched actively from the
ground, rather than relying on winds near
the surface for their initial lift.

One such is TwingTec, a Swiss firm. Its
prototype rises dronelike into the air, lifted
by electrically driven propellers at the end
of its wings (which have a combined span
of three metres). The kite then stays aloft
until its sensors indicate that the wind has
died down, after which it lands itself auto-
matically on a truck-top pad. TwingTec is
now building a bigger version, with a wing-
span of 5.5 metres, that will begin produc-
ing power for BKw Energie, a Swiss utility,
in October.

Another system with active launch is
that designed by Ampyx Power, a Dutch
company. Its prototypes, which also have a
wingspan of 5.5 metres, are propelled into
the air by catapult—though, like Twing-
Tec’s, they also have propellers to allow a

controlled descent and landing once a tour »
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» of duty is over.

These current versions, though, are just
the beginning. The firm hopes, later this
year, to fly an arrangement with two fuse-
lages and a wingspan of 12 metres. And
even thatisbuta stepping stone. The target
is a wingspan of 36 metres. This version,
scheduled for 2024, will have an output
(2.36 megawatts) and a price (€2.4m) about
the same as those of a standard turbine in a
wind farm.

Nor is it absolutely necessary that the
electricity generation is done on the
ground. Makani, a firm recently absorbed
by Alphabet, Google’s parent company, has
a different approach. It is lifting the gener-
ators into the sky, on board a pilotless air-
craft with a wingspan of 26 metres. This
craft has eight rotors, which act as propel-
lers for take-off and landing. Once at oper-
ating altitude, however, they become min-
iature turbines. The electricity they
generate (600 kilowatts at full capacity) is
sent to the ground through a power line en-
cased in a tether nearly half a kilometre
long. Makani’s prototype has been tested in
Hawaii and, later this year, a further series
of tests from an oil platform off the coast of
Norway are planned.

Up to the highest height

Whether power-generation from high-alti-
tude winds actually can compete with ex-
isting turbines remains to be seen. The po-
tential is certainly there. Airborne Wind
Europe, an industry group based in Brus-
sels, calculates that the wind blows fast
enough at heights of around 500 metres for
this form of energy production to work al-
most anywhere in Europe. Lower down,
however, the strongest winds are often
found in coastal areas. These are places
where population densities are frequently
high and land for onshore wind farms is
thus expensive, while building those farms
offshore increases the awkwardness of
construction and maintenance.

The mechanics of kite-flying, however,
are more stressful than those of a wind tur-
bine revolving smoothly and regularly. Fly-
ing tight figures-of-eight in gusty winds
while pulling on a tether requires a robust-
ness of structure and a precision of control
that go beyond those involved in conven-
tional aeronautics. And if, despite all pre-
cautions, a tether were to snap, measures
would need to be in place to bring both it
and the kite once attached to it safely back
to earth. Moreover, air-traffic-control au-
thorities will doubtless have something to
say if their airspace seems likely to be in-
vaded by fleets of giant Kkites.

Regardless of all this, high-altitude
wind generation is an intriguing idea. In a
world searching hard for alternatives to
fossil fuels, it seems a promising option.
The next few years should show whether or
not that promise can be realised. ®

Revealing forged art

The tiniest of clues

A new technique uses minute samples
to decide when an artist applied paint

HE AMOUNT of creativity that forgers
Tput into their work can sometimes rival
thatof the artists they copy. A sharp eyeand
an uncertain provenance might suggest to
someone that a particular work is counter-
feit, but often science is the only way to
prove it. This can be done by analysing the
materials the artist used, to see if they are
contemporary with the claimed date of the
painting. Forgers, though, are wise to this.
Some remove the paint from old canvasses
and reuse them for their creations. They
also apply pigments prepared in period
ways. Such trickery could become easier to
expose with a new technique to spot mod-
ern forgeries from the tiniest of samples.

One of the difficulties with the laborato-
ry analysis of a painting is obtaining sam-
ples of a sufficient size. Often the tests in-
volved are destructive, so the same sample
cannot be tested twice to confirm the re-
sults. A piece of wood from the back of a
frame ora fragment trimmed from the edge
of a canvas might be an acceptable loss. But
taking a portion of paint from the picture
itself could be a problem, especially if it
damages what could turn out to be an ex-
tremely valuable work.

One technique is to use radiocarbon
dating to establish the age of any organic
materials in the sample. This process relies
on measuring the presence of carbon-14
(4C), a mildly radioactive isotope created
naturally in the atmosphere by cosmic
rays. Since it is radioactive, it decays away,
so old things have less of it than modern
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ones—and exactly how much less is pre-
dictable. Again, though, sample size can be
a problem. Radiocarbon dating used to re-
quire samples in the region of tens of
grams, but advances in scientific methods
mean the amount of test material required
is being dramatically reduced.

The latest reduction was reported this
week in the Proceedings of the National
Academy of Sciences, by Laura Hendriks of
ETH Zurich and her colleagues. By convert-
ing a sample into carbon dioxide and then
into ions, before using an accelerator mass
spectrometer, a sensitive instrument capa-
ble of measuring the quantity of “C pre-
sent, Dr Hendriks has brought the amount
needed down to millionths of a gram.

The team tested their technique on a
known forgery, a painting entitled “Village
Scene with Horse and Honn & Company
Factory”, which imitates an American
primitive folk-art style. The painting is dat-
ed May 5th 1866 and signed “Sarah Honn".

The researchers took two samples. One,
weighing 330 micrograms (as millionths of
agramare known), consisted of a few fibres
from the canvas. Testing these produced a
date range showing they were consistent
with the claimed date of the painting.

Determining the age of the paint was
trickier. A fleck weighing just 160 micro-
grams was taken from part of a white-
painted building on the canvas. This con-
tained inorganic pigments in an organic
binding medium overlaid by a shellac var-
nish. What the group were interested in
was the oil used in the binding medium, as
this would have come from biological
sources, such as seed oil, and would thus
contain “C that would have started decay-
ing at the time the oil was produced.

First, the researchers needed to remove
the varnish to avoid mixed ages from two
different sources. Varnishes are often add-
ed later to paintings, so are not reliable for
dating. Suitably cleaned up, the sample
weighed only 58 micrograms. Neverthe-
less, this was enough to show that it con-
tained an excess of 4C that was characteris-
tic of when nuclear testing during the cold
war added to the effects of cosmic rays,
causing spikes in the usual background
amount of the isotope in the atmosphere.

Detailed analysis revealed two possible
periods for the binding medium’s manu-
facture: 1958-61 or 1983-89. That compares
well with the real history of the painting.
When he was convicted in 1990, after a de-
cade of producing and selling fakes, Robert
Trotter, an American artist, confessed that
he had painted “Village Scene” in 1985.

Dr Hendriks’s experiment shows that it
is now possible to date a sample of paint
weighing no more than 200 micrograms.
This could mean more paintings of disput-
ed origin are offered for analysis—or may-
be not if their owners are unwilling to con-
template bad news. |
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Diet and evolution

High-carb
footprint

Modern humans may be evolving to
deal with carbohydrate-rich diets

IT IS EASY to assume that thelong march of
evolution has halted in modern man—
that the safe, disease-free lives people now
lead mean natural selection no longer op-
erates on much of Homo sapiens. It is an at-
tractive idea. Frances Brodsky of University
College, London and her colleagues, how-
ever, beg to differ. A paper they have just
published in eLife suggests that diet, at
least, is still a selective pressure.

Dr Brodsky and her team study proteins
called clathrins. These are involved in a
range of matters physiological, but one of
the molecules the team is investigating,
encoded by a gene called CLTCIL1, is con-
cerned with the regulation of blood-sugar
levels. CLTCL1 comes in two forms, one
more efficient than the other at encourag-
ing the removal of glucose from the blood.
The team decided to look into the evolu-
tionary history behind this.

To do so they analysed the relevant DNA
in 2,504 human genomes taken from a da-
tabase called the 1000 Genomes Project.
This project has collected samples from 26
human populations around the world.
They also looked at chimpanzee DNA, and
at fossil DNA from two extinct species of
human, Neanderthals and Denisovans.

Putting all this information together
they deduced two things. First, just under
half of people alive today carry the more ef-

ficient version of the gene. Second, this
version is also a more recent version of the
gene. It seems to have started spreading
during the Neolithic—the moment when
humans started farming cereals.

Dr Brodsky suspects this is no coinci-
dence. A cereal-based diet is far richer in
carbohydrates than the diet of a hunter-
gatherer. Once digested, those carbs will
end up as glucose in the bloodstream. An
inability to control high blood sugar is
known as diabetes. And diabetes can be fa-
tal. So a better way of removing glucose
from the blood and into storage cells will be
favoured by natural selection. A gene var-
iant encouraging this would probably
spread quite rapidly through a population
of farmers.

There is, in fact, already one known ex-
ample of something similar having hap-
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pened—the persistence into adulthood of
the ability to digest lactose, a sugar found
in milk. Human children produce an en-
zyme, lactase, thatlets them do this. Usual-
ly, this capacity is lost in adults. But popu-
lations descended from those that
domesticated milk-producing animals
such as goats and cattle often retain lac-
tose-digestion into adulthood.

Whether the efficient form of CLTCL1
really is still becoming more abundant—
and people are thus evolving—is impossi-
ble to say at the moment. One thing which
remains to be confirmed is that those with
the less effective version actually do have
problems regulating their blood-sugar lev-
els. If that turns out to be true, though, and
given that even today diabetes kills many
people, the chances are good that this piece
of evolution is still a work in progress. |

An underground marketplace

Fungi, it turns out, are canny traders of nutrients to plants

N THE SOIL, where plants’ roots meet

fungal hyphae, there are trading posts
of a type that came into being more than
200m years ago—long before people got
around to engaging in similar activities.
These meeting places are the exchanges
where plants provide fungi with nutrient
molecules, such as sugars and fats, that
they make by photosynthesis, in ex-
change for raw materials like nitrates
and phosphates, which fungi are adeptat
collecting from the surrounding area.

That much is well established. Bota-
nists have long wondered, however, how
the details change when resources be-
come patchy, and thus scarce in some
places and abundant in others. A study
just published in Current Biology by Toby
Kiers of the Free University of Amster-
dam suggests that, like cunning mer-
chants who know how to make a profit,
fungi exploit resource scarcity by mark-
ing up their prices. They demand more
nutrients from plants in return for their
valuable mineral commodities.

Such canniness has long been sus-
pected. But proving it means tracking the
raw materials as they are collected and
distributed. That has proved tricky. Dr
Kiers, though, thought she could do it
using structures called quantum dots.

A quantum dot is a mote of mattera
few nanometres across. Itis made ofa
semiconducting material capable of
fluorescing when struck by ultraviolet
rays, and different sorts of dot fluoresce
in different colours. Dr Kiers theorised
thatif she and her team attached quan-
tum dots to particles of phosphate then

they might be able to track those parti-
cles around as they were collected by
fungi and passed along to plants. Mat-
thew Whiteside, a member of her team,
developed the technique, tested itand
found that she was right. After sowing a
Petri dish that played host to fungal
hyphae and carrot roots with tagged
phosphates Dr Whiteside found that he
could, after sufficient time had passed,
spot the tagged phosphates inside both
hyphae and roots by shining ultraviolet
light on them.

Dr Kiers then arranged for some
patches of the Petri dish “garden” in
which the fungi and carrots were grow-
ing to berich in phosphates, and some to
be poor. She also arranged for the phos-
phates in the rich zones to be tagged with
dots that would fluoresce blue when
bombarded with ultraviolet light and for
those in the poor zones to fluoresce red.
As she monitored the collection and
trading of the phosphates from fungi to
carrots she found that the fungi enthusi-
astically transported them across the
hyphal network from areas of abundance
to zones of scarcity.

Moreover, though she was unable to
measure directly what price the carrots
paid for their phosphates, she managed
to do so indirectly. She found that hy-
phae growing in resource-poor patches
put on more weight per unit of phos-
phate transferred to nearby roots than
did those in patches of abundance. This,
she argues, makes it clear that fungi in
zones of scarcity are marking up the
price of their products.
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Russian literature

Smoke and dust

A newly translated masterpiece confirms Vasily Grossman’s status as the second

world war’s greatest bard

URING HIS final years, Vasily Grossman

kept a few cherished mementoes in his
shabby Moscow flat. One was a safety lamp
presented by colleagues at the coal mine in
the Donbas where, as a young chemist, he
had worked to prevent explosions. Another
was a child’s alphabet block he found after
the liberation of the Treblinka extermina-
tion camp.

Born in 1905 to a Jewish family in Berdi-
chev, now in Ukraine, Grossman (pictured)
had entered the camp after gruelling front-
line service as a Soviet war correspondent
for the Red Army’s newspaper. In Novem-
ber 1944, in the journal Znamya, he pub-
lished his essay “The Hell of Treblinka”. It
ranks not only as one of the first eyewit-
ness reports of the Holocaust, but, as Alex-
andra Popoff says in her scrupulous but
impassioned biography, as a work with
“the everlasting quality of genuine art”.

In an article he wrote in 1946 Grossman
affirmed: “There is nothing more precious
than human life; its loss is final and irre-
placeable.” The miner’s lamp, the child’s al-
phabet, testify to his core beliefs. Yet as a

Stalingrad: A Novel. By Vasily Grossman.
Translated by Robert and Elizabeth
Chandler. NYRB Classics; 1,088 pages;
$27.95. Harvill Secker; £25

Vasily Grossman and the Soviet Century.
By Alexandra Popoff. Yale University Press;
424 pages; $32.50 and £25

fine journalist, then a peerless novelist of
the horrors of war and tyranny, his destiny
was to inhabit times and places that
ground up human beings by the million. In
his novel “Stalingrad”, which is only now
being published in English, the sight of a
dying old woman on a bombed boulevard
prompts the anguished question: “Human
suffering. Will it be remembered in centu-
ries to come?” Or will the tears and despair
disappear like “the smoke and dust blown
across the steppe by the wind”? Grossman'’s
oeuvre, which includes what may be the
greatest fiction of the second world war in
any language, has helped salvage that suf-
fering from oblivion.

Western readers mostly know Gross-
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man for “Life and Fate”, his epic of the bat-
tle of Stalingrad and its aftermath. After its
completion in 1960, the KGB confiscated
the manuscript. Soviet censors decreed
that the novel’s unflinching comparisons
between the barbarism of Nazi and Stalin-
ist regimes would make it unpublishable
for2s50years. Its Jewish author’s vigilant at-
tention to the anti-Semitism perpetrated
by both systems embarrassed Soviet appa-
ratchiks for decades.

Grossman died, poor and still under
suspicion, in 1964. But by 1980 “Life and
Fate” had reached the West via microfilm.
In 1985 Robert Chandler’s magnificent
translation primed the book for fame in the
English-speaking world. Radio and stage
adaptations have enhanced its reputation
as the “War and Peace” of the 20th century.

The parallel with Tolstoy, which both
blessed and plagued Grossman, dates to
the early 1940s. Stalin himself, Ms Popoff
reports, had “anticipated a Soviet ‘War and
Peace’” Grossman, once a protégé of the So-
viet literary guru Maxim Gorky, seemed a
prime candidate to write it. Indeed, togeth-
er with “Life and Fate”, “Stalingrad” forms a
consciously Tolstoyan fictional diptych in-
spired by the epoch-making Russian vic-
toryin1942-43.

“Stalingrad” came first. Published in
censored form as “For a Just Cause” in1952,
it contained sections reluctantly inserted
to obey the party line. In 1956, after Stalin
died, a new edition allowed Grossman to

restore much of his own voice. But no fewer »»
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» than 11 versions of the manuscript survive.
For this translation, as forceful, sensitive
and richly coloured as that of “Life and
Fate”, Robert and Elizabeth Chandler have
woven the strongest unpublished material
into the 1956 version.

Homer on the Volga

The result is another huge, seething fresco
of front-line combat, domestic routine un-
dersiege, and restless debate. Again, Gross-
man transforms into art “all the savage
grief and homeless happiness of those ter-
rible years”. Again, he resolves the imper-
sonal waves of 2oth-century history into
brilliant particles of human life. The peril
of each hour on the brink of destruction
makes “the value of every individual” shine
brighter than ever before.

“Stalingrad” (Grossman'’s original title)
introduces many characters who return in
“Life and Fate”, in particular the extended
family of the scientist Alexandra Shaposh-
nikova. The Jewish physicist Viktor
Shtrum, her son-in-law and theambiguous
hero of the later novel, here plays a smaller
but still pivotal role. Three generations of
the clan labour, love and fight as the Red
Army’s chaotic, 1,000km retreat from the
German invaders halts at the Volga. Finally,
inthelate summer of1942, the Soviet “river
ofiron and steel” starts “flowing back, from
east to west”.

In the front-line posts, factories and
power-plants of Stalingrad itself, with in-
terludes in Moscow, Kazan and even in the
German high command, Grossman knits a
dozen plot strands into a single narrative.
He shows how “a lacerating sense of his-
torical change” cuts deep into the exhaust-
ed bodies and brooding minds of his char-
acters. The battle scenes set in Stalingrad’s
“vast, rumbling smithy” have all the mes-
meric thrilland dread thatadmirers will re-
call from “Life and Fate”. The lyricism, ten-
derness and pathos of the moments of
respite touch the same heights. An or-
phaned boy in a children’s home who
“could not tell anyone his pain”, but finds
comfort from a kindly cleaner, matters as
much to Grossman—or rather, infinitely
more—than the generals and leaders who
sacrifice millions of pawns on their strate-
gic chessboards.

There are, though, differences between
the two masterworks. Unlike “Life and
Fate”, written after Stalin’s death in the
hope of greater freedom, Grossman drafted
parts of the earlier book under duress.
Some chapters of heroic labourin the fields
or mines echo Socialist Realist doctrine. A
very few pages parrot the sloganeering up-
lift of party orthodoxy.

Grossman still finds ways to spotlight
the Holocaust—even though, as Ms Popoff
notes, he completed the book as “Stalin’s
campaign against ‘rootless cosmopolitans’
was picking up steam”. German officers

mutter about “a real factory for processing
Jews”. Above all, his characters witness,
suffer and reflect with a hyper-real intensi-
ty. It illuminates nearly every page like the
hellish glow that lights up the night sky
over Stalingrad. With the German axe
“raised high in the air”, the city becomes a
second Troy, and Grossman its bard.

“What on earth’s the ‘Tliad’ got to do
with it?” asks one of Alexandra’s daughters
after a doomed friend refers to a captive
Trojan princess. Simple: few works of liter-
ature since Homer can match the piercing,
unshakably humane gaze that Grossman
turns on the haggard face of war. |

Science and conflict

Brothers in arms

Einstein’s War. By Matthew Stanley.
Dutton; 400 pages; $28. Viking; £16.99

HE EDIFICE of modern physics rests on

two pillars, both built during the early
20th century. One is quantum mechanics,
which deals with the behaviour of very
small things like molecules, atoms and
subatomic particles. The other is relativity,
whichisatheory of gravity and therefore of
the universe at the largest scales—planets,
stars and galaxies. Quantum mechanics
was the work of many minds, but relativity
is widely associated with just one person:
Albert Einstein, the most famous scientist
of the last hundred years.

Both theories are strikingly counter-in-
tuitive, which makes them good fodder for
popular-science books. Matthew Stanley
takes an unusual tack. He tells the story of

All smiles for Einstein and Eddington
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relativity through two entwined lives—
Einstein’s and that of Arthur Eddington, a
British astronomer whose experiments in
1919 provided the first compelling evidence
that Einstein’s strange theories were cor-
rect. His tale unfolds against a backdrop of
tragic politics, for the development of rela-
tivity coincided with the slaughter of the
first world war.

A century before Einstein, Humphry
Davy, a pioneering English chemist, ac-
cepted an award from Napoleon while Brit-
ain and France were fighting. Davy insisted
that “if the two countries or governments
are at war, the men of science are not.” In
Einstein’s day many scientists similarly
saw themselves as engaged in an interna-
tional, humanist enterprise that tran-
scended borders and rose above the ugly
banalities of politics. Yet Mr Stanley shows
that, with only a few exceptions, such sen-
timents did not survive the industrialised
violence of the Western Front, in which sci-
ence played an important role.

Take Fritz Haber, a Prussian chemist
who habitually wore his military uniform
in the lab (it complemented his duelling
scar). He is best known today for devising a
way to produce artificial fertiliser thatis vi-
tal to feeding the world. But a tweak to that
same process enabled Germany to carry on
making explosives in the face of a British
naval blockade. Haber also pioneered the
battlefield use of mustard gas. On the Al-
lied side, physicists and mathematicians
drew up ballistics tables for artillery. Wil-
liam and Lawrence Bragg, a father and son,
switched from X-ray research to using
sound waves to locate enemy positions
from the boom of their cannons.

Herbert Turner, a British astronomer,
began the waras a cheerleader for scientific
internationalism. By 1916 he was arguing in
a British journal that Germans were little
more thana “pre-Asiatichorde” and should
be excluded from scientific endeavours.
Even their language, he thought, should be
banished from the academy. WW. Camp-
bell, an American astronomer, opined that
Germany, “the most scientific of all na-
tions, has prostituted science to...base am-
bition”. The scathing sentiments were
reciprocated. Wilhelm Wien, a German No-
bel prizewinner, urged that German sci-
ence should be cleansed of “unjustified
English influence” and English terms.

All this is explored through the eyes of
Mr Stanley’s two subjects, both of whom re-
sisted the tide of militarism and xenopho-
bia. Einstein despaired at the war fever that
overtook his colleagues in Berlin. Edding-
ton was a Quaker and a conscientious ob-
jector. An early convert to relativity, he did
more than anyone to spread its gospel in
the West, as well as trying to keep open
what lines of communication he could be-
tween the belligerent powers. His efforts

culminated in an expedition in 1919 to ob- »»
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The first folio of finance

A revolutionary 15th-century treatise goes on the block

ODERN CAPITALISM began among
the European merchant families of

the early Renaissance—the Fuggers of
Augsburg, Medicis of Florence and, in
Venice, one Antonio de Rompiasi, who in
1464 hired a tutor in mathematics for his
three sons. Like any sensible teacher,
young Luca Pacioli aimed to make his
lessons memorable and clear. Good
humanist that he was, 30 years later he
gathered all the world’s knowledge of the
subject into a single massive volume.

His “Summa de Arithmetica, Geo-
metria, Proportioni et Proportionalita”
was the 615-page work of a mature pro-
fessor who had spent decades working
across northern Italy. The book was
revolutionary on more than one count. It
integrated computation using Hindu-
Arabic numerals with the logic of classic
Greek geometry; it was written in the
vernacular of the marketplace rather
than Latin (see Johnson); it circulated in
large numbers thanks to the new tech-
nology of printing. Yet its greatest signif-
icancelay in a slim “how to” chapter that
described the double-entry accounting
system used by Venetian merchants.

With examples from dealers in butter
to lemons to silk, Pacioli set out the
method for tracking income and expen-
diture and the calculation of net profit or
loss, which for the first time allowed an
immediate snapshot of a firm’s financial
position. This brief section would facili-
tate the birth of the modern corporation.

“Without order there is chaos,” Pacioli
observed in a breezy style thatis still in
vogue in business books today. His man-
ual is stuffed with quotes from scripture
and Dante and pithy advice such as
“Don’tlearn from ignoramuses who have
more leaves than grapes.” He wrote the
accounting chapter to help would-be
traders in Venice, then the capital of the
financial world, “sleep easily at night”.
Without double-entry book-keeping,
“their minds would keep them awake

» serve a solar eclipse, with the goal of seeing
whether light from distant stars could be
deflected by a massive objectlike the sun, a
key prediction of Einstein’s theory.

Eddington’s finding that light did in-
deed bend was a dramatic confirmation of
Einstein’s ideas. More than that, it was a
pointed restatement of ideals that the war
had squashed. Einstein’s elevation to glo-
bal celebrity was boosted by the fact (em-
phasised by Eddington) that an English-

Pacioli and his handiwork

with worry”. He could not suspect that
what might be called “Book-keeping for
Dummies” would become the backbone
of business for centuries.

Like many monumental works of
15th-century printing, Pacioli’s treatise
has survived in its original form. Some
120 copies still exist, from an initial run
of about1,000. Now today’s moguls have
achance to own this first folio of finance.
Christie’s, the auction house, is offering a
firstedition in the original vellum bind-
ing for sale in New York on June 12th. The
starting price is $1m for what it unabash-
edly calls “the most influential work in
the history of capitalism”.

Pacioli’s later life augments the glam-
our of the first printed use of “plus” and
“minus” signs. Impressed by the book,
Leonardo da Vinci convinced his patron
Lodovico Sforza to hire Pacioli to teach at
the court of Milan. Pacioli and Leonardo
collaborated on the treatise “Divina
Proportione”, which married maths with
art through the study of perspective. Not
one, but two Renaissance masters were
thus responsible for the exquisite har-
mony of “The Last Supper”.

man had confirmed a German'’s hypothesis
which rewrote the rules of the cosmos.

The breadth of Mr Stanley’s narrative in-
evitably comes at the cost of depth. His
book is simultaneously a brisk biography
of two great scientists, a brief introduction
torelativity, and a potted history of the first
world war. But it is punchy and well-writ-
ten, and full of signposts for readers who
might want to delve more deeply into the
fascinating subjects it explores. B

Books & arts

Human capital

Dismal
professionals

Licence to be Bad: How Economics
Corrupted Us. By Jonathan Aldred. Allen
Lane; 320 pages; £25

N THOMAS GRADGRIND, Charles Dickens
Icreated an educator who saw his pupils
as “reasoning animals”, with heads that
should be filled with facts and little more.
In “Licence to be Bad”, Jonathan Aldred, an
academic at Cambridge University, casts
economists as the modern Gradgrinds.
They exercise a baleful influence on politi-
cal discourse, he maintains, by taking a
narrow view of humans as essentially self-
ish creatures, forever trying to maximise
their own well-being.

As Mr Aldred points out, economists
have not always thought this way. Adam
Smith is a hero of free-market enthusiasts
but, as well as “The Wealth of Nations”, he
wrote “The Theory of Moral Sentiments”, in
which he opined: “How selfish soever man
may be supposed, there are evidently some
principles in his nature, which interest
him in the fortunes of others, and render
their happiness necessary to him.” In the
20th century John Maynard Keynes wrote
that “economics is essentially a moral sci-
ence and not a natural science. That is to
say, it employs introspection and judg-
ments of value.”

But modern economics, the author ar-
gues, dismisses ethics in favour of a narrow
focus on self-interest. “The argument that
both parties to a voluntary transaction
must be better off, otherwise it wouldn’t
take place,” he writes, “is used to wash away
all considerations of justice, fairness, re-
sponsibility, exploitation and so on.”

Mr Aldred says that economists have
constructed an idealised version of the
world in which people deal with each other
on equal terms, so government interven-
tion is unnecessary, indeed positively
harmful. They have applied the same rea-
soning in thelaw courts, leading to the doc-
trine that bargaining by parties achieves
the optimal outcome.

A particular target of Mr Aldred’s ire is
the late Gary Becker, who won the Nobel
prize in 1992 for his economic analysis of
social issues. Becker argued that discrimi-
nation against women or ethnic minorities
costs the discriminator money; in fully
competitive markets, it would be compet-
ed away. This argument has been used by
some to claim that anti-discrimination
laws can be repealed, as they are unneces-
sary. It is certainly true that Becker can

come across as laughably po-faced. Mr »
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» Aldred quotes his definition of love: “It can
be said that M, loves F, if her welfare enters
his utility function.”

The idea that all human actions can be
reduced to a calculation of self-interestis a
bleak one. And it is not true. In Britain, for
example, people give blood out of a sense of
civic duty. Studies show that blood dona-
tion declines when rewarded by money;
worse still, money induces donors to with-
hold details of medical conditions. In a
Swiss village, support for siting a nuclear-
waste dump nearby fell when the residents
were offered compensation; they did not

like the idea of being bribed.

The author neatly subverts the cyni-
cism of some economists, such as the pub-
lic-choice school which believes that poli-
ticians and officials are more interested in
advancing their own interests than in the
public good. By the same logic, he says,
public-choice economists may be advanc-
ing their theories simply to boost their aca-
demic careers and their chances of a lucra-
tive book contract.

Butitisunfairto tarall economists with
the same brush; Becker’s views came in for
lots of criticism from within the profes-

The Roman way

Latin is dead—yet, as Italian (and French, and Spanish), it lives on

ICERO, THE Roman statesman whose
C prose is thought to represent the peak
of style in Latin, was also a bit of a snob
aboutit. Few others, he complained in a
tome written in 46B¢, used the language
properly any more. His gripes would be
worse today. At a recent mass at the
Vatican attended by your columnist,
some of the Latin used by Pope Francis
was impeccable. But much of it was
downright dismal; it would have been
incomprehensible to Cicero. Strangely,
the pope’s remarks were translated into
several other species of terrible Latin.

That is because the pope’s dismal
Latin is also known as “Italian”. Francis’s
native language, Spanish, is another kind
of deformed Latin. The French in which
his interpreter greeted some of the faith-
fulis yetanother variety.

Family trees of languages typically
show Spanish, French and Italian de-
scending from Latin in the same way that
you are descended from your mother. But
this is misleading. There was no birth of
Italian, nor any definitive death of Latin.
Instead, there were centuries of infini-
tesimal changes. Those who noticed
them would, like Cicero, have considered
them mistakes. But most people didn’t
care, which is how such tweaks took
hold, and spread. As they accumulated,
Latin did not create Italian and its sister
languages. It became them.

Throughout the Dark Ages, the few
literate Europeans continued to write in
classical Latin. Or they tried to: as their
speech evolved, their writing sometimes
mutated to match it. Alist of commonly
misspelled words, written in the third or
fourth century, offers a glimpse of what
was happening. For example, the list
insists on calida (hot) not calda: the
unstressed “i” was evidently disappear-
ing. (Now it is calda in Italian.) Other

sounds were changing, too. Use frigida not
fricda, the list advises. The word for “cold”
was on its way to today’s fredda.

Nor was pronunciation the only mov-
ing part. Modern students of Latin often
wrestle despondently with the language’s
case system, in which the role a noun plays
in a sentence is signalled by alternative
endings. These collapsed into fewer forms
in the Dark Ages; in modern Italian they
leave no trace. Meanwhile, Latin’s three
genders (masculine, neuter and feminine)
merged into two. Words were substituted.
People stopped using Latin’s loqui, “to
speak”, and started using parabolare,
which originally had a narrower meaning.
It became Italian’s parlare.

A millennium or so after Cicero’s
moans, in other words, Europeans spoke a
range of tongues that were nevertheless
related to each other and to Latin. What
happened nextin Italy had as much todo
with politics as with the dynamics of
languages. The contrast with its northern
neighbour is instructive. France was uni-
fied by the conquest of territory spreading
out from Paris; the conquerors brought
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sion, for instance. On the left, Thomas Pi-
ketty, Joseph Stiglitz and Tony Atkinson
have all worried about inequality; Mariana
Mazzucato has pointed to the crucial role
played by governments in long-term in-
vestment. And Mr Aldred is strangely dis-
missive of behavioural economists, who
accept that humans are not desiccated cal-
culating machines, and—in the hope of en-
couraging people to pay their taxes, or to
save for their old age—tweak their recom-
mendations accordingly. “Licence to be
Bad” is a powerful tirade, but it is too
sweepingin its condemnations. ®

Parisian speech with them, and that
became “French”. A mighty state then did
its best to teach that language every-
where, and to eradicate local variants.

Italy was unified far later, in the19th
century. “Italian” was thus created by the
pen, not the sword. The 13th- and 14th-
century works of Dante, Petrarch and
Boccaccio were the peninsula’s most
revered literature. So when, in the 16th
century, Pietro Bembo sat down to write a
grammar for the prestige language of
their texts, he used their (by now rather
old) Tuscan dialect as his model. In this
way “Italian” was born—though Bembo
titled his book simply “Writings on the
Vulgar Tongue”. It soon spread to elites in
other regions.

Even then, ordinary folk continued
speaking their own dialects, which,
across great enough distances—say from
Milan to Naples—were and remain mu-
tually incomprehensible. These are not
bad copies of Italian but its siblings,
descendants of Latin in their own right.
Over half of Italians proudly speak one of
them still (though nearly all speak Ital-
ian, too). A Sicilian who doesn’t speak
Sicilian is hardly worthy of the name;
Neapolitan plays a crucial role in the
celebrated novels of Elena Ferrante.

These days, amid migration and
globalisation, Italian continues to devel-
op. Naturally some worry thatitis hap-
pening too fast; that young people are
derelict in their grammar, or use too
many foreign words. In reality, the same
forces that made Latin from its predeces-
sor (called Proto Indo-European), and
turned Latin into Italian—the drift of
time and exposure to different influ-
ences—are still operating. The only
unchanging language is an unspoken
one. Classical Latin may be dead—but as
Italian, itlives on. Long live dismal Latin!
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International Restricted Service Tender

The Anna Lindh Euro-Mediterranean Foundation
for the Dialogue between Cultures (ALF) — an
inter-governmental organization co-funded by the
EU and by the 42 governments of the Union for
the Mediterranean (UfM) - launches the Contract
Notice for the International Restricted Service
Tender for the selection of a service provider that
should carry out an opinion poll survey in 2019
and related data analysis in line with the objective
of the ALF programme to publish the 4th edition of
the Anna Lindh Report on Intercultural Trends and
Social Change in the Euro-Med region.

For further details, and to download the
Contract Notice, please go to: https://www.

annalindhfoundation.org/service-contract-notice

AFRICAN UNION _ UNION AFRICAINE
) KRN \ .r,-

UNIAO AFRICANA

Request for Provision of Services of a Fund Manager to
manage the African Union Peace Fund.

Procurement Number: AUC/BCP/NC/020

The African Union Commission now invites Technical and financial
proposals to provide the following services in English or French:
Request for Provision of Services of a Fund Manager to manage
the African Union Peace Fund.

Interested bidders may obtain further information and download
the bidding document at https:/au.int/en/bids

Proposals must be submitted no later than Tuesday 25th June
2019. Email submissions are not allowed.

Bid opening: Technical Proposals will be opened immediately
after the bid closing hours, in the presence of bidders or bidders’
representatives who choose to attend, at the address below. Late
bids will be rejected and returned unopened to bidders.

Bid submission modalities and submission deadline: This is a
TWO ENVELOPE bidding. Bidders should ensure that the Technical
and Financial proposals are enclosed in TWO separate envelopes
sealed and both should be enclosed in one Outer envelope clearly
indicating the Bid title and Procurement number.

Address for bid submission:
The Head, Procurement, Travel and Stores Division
African Union Commission, Roosevelt Street,
Building C, 3rd Floor, P.O. Box 3243, Addis Ababa, Ethiopia

Clarification Requests: Clarification requests should be addressed
to: tender@africa-union.org, Tel+251115517700, Ext 4321

of2 Anna Lindh

International Restricted Service Tender

The Anna Lindh Euro-Mediterranean Foundation
for Intercultural Dialogue (ALF) - an inter-
governmental organization co-funded by the EU
and by the 42 governments of the Union for the
Mediterranean (UfM) — launches the Contract
Notice for the International Restricted Service
Tender for the selection of an Event Organizer for
the implementation of the fourth Edition of the
Anna Lindh Euro-Mediterranean Forum which
will gather around 800 participants on 2-5 April
2020 in Sibenik, Croatia.

For further details, and to download the
Contract Notice, please go to: https://www.

annalindhfoundation.org/service-contract-notice
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Economic data

Gross domestic product ~ |Consumer prices |Unemployment |Current-account |Budget Interest rates |Currency units

9% change on year ago 9% change on yearago |rate balance balance 10-yr gov'tbonds  changeon per $ % change

latest quarter* 2019t latest 2019t | % % of GDP, 2019t % of GDP, 2019t latest,% year ago, bp Jun5th  on year ago
United States 32 Q1 3.1 2.2 20 Apr 2.2 36 Apr -2.4 -4.7 2.1 -83.0 -
China 6.4 Q1 5.7 6.3 2.5 Apr 29 3.7 Q18 0.2 -4.5 31 -43.0 6.91 -14
Japan 08 1 21 1.0 09 Apr 1.1 24 Apr 4.1 32 -0.1 -13.0 108 1.7
Britain 18 Qi 20 1.0 2.1 Apr 1.8 3.8 Febft -4.1 -1.6 1.0 -42.0 0.79 -5.1
Canada 13 Q 0.4 1.6 2.0 Apr 1.7 5.7 Apr -2.6 -1.1 1.5 -80.0 1.34 -3.0
Euro area 12 Q 16 12 12 May 1.4 76 Apr 3.1 =[5l -0.2 -60.0 0.89 -34
Austria 14 1 38 13 1.7 Apr 18 47 Apr 2.1 0.1 0.1 -62.0 0.89 34
Belgium 12 1.1 12 19 May 22 57 Apr 0.1 -09 0.2 -540 0.89 -34
France 12 Q 14 12 1.0 May 13 8.7 Apr -0.6 -3.3 0.2 -51.0 0.89 -3.4
Germany 0.7 Qi 17 09 14 May 1.4 32 Apr 6.6 0.7 -0.2 -60.0 0.89 -34
Greece 09 1 09 18 1.0 Apr 13 185 Feb 2.7 nil 3.0 -156 0.89 34
Italy -01 Q 0.5 0.1 09 May 09 102 Apr 20 -29 25 -28.0 0.89 -3.4
Netherlands 1.7 Q 19 15 29 Apr 2.6 41 Apr 104 0.7 nil -56.0 0.89 -3.4
Spain 24 Q1 29 22 0.8 May 1.2 13.8 Apr 0.5 -2.2 0.6 -80.0 0.89 -34
CzechRepublic 26 a1 22 2.8 28 Apr 25 21 Aprt 02 05 17 -27.0 228 -3.6
Denmark 28 Q1 1.0 19 1.0 Apr 1.1 37 Apr 6.3 1.0 -0.1 -57.0 6.63 -38
Norway 25 a1 -03 17 29 Apr 2.6 35 MarH 8.1 6.5 1.4 -41.0 8.71 -6.5
Poland 47 Q 6.1 38 2.3 May 1.8 56 Apf -0.5 -2.4 25 -67.0 3.80 -34
Russia 05 a na 1.2 5.2 Apr 49 47 Ap 6.9 2.1 79 420 65.2 -45
Sweden 20 Q1 24 16 2.1 Apr 17 6.2 Apr 2.2 0.8 -0.1 -63.0 943 -6.9
Switzerland 1.7 Q 23 16 0.6 May 0.5 24 Apr 9.7 0.5 -0.5 -43.0 0.99 nil
Turkey -26 Q1 na -1.7 18.7 May 16.1 14.7  Feb’ -0.7 -2.3 18.9 412 5.71 -19.3
Australia 18 Qi 1.6 2.5 1.2 [} 1.7 52 Apr -24 -0.2 15 -123 1.43 -1.7
Hong Kong 06 Qi 54 20 29 Apr 23 2.8 AprH 4.6 0.5 1.6 -64.0 7.84 0.1
India 58 a1 4.1 6.9 29 Apr 3.7 7.2 May -1.8 -3.4 7.0 -86.0 69.3 =310
Indonesia 51 Q na 5.2 2.8 Apr 2.8 50 Qi -2.7 -2.1 79 88.0 14,273 -2.8
Malaysia 45 qi na 45 0.2 Apr 0.6 34 Mar 20 -3.5 37 -48.0 417 -4.8
Pakistan 58 2018 na 34 88 Apr 8.2 58 2018 -4.0 -70 140 1t 564 148 -21.8
Philippines 56 4.1 5.7 3.2 May 36 51 a» -20 -25 54 -69.0 51.8 13
Singapore 12 Q1 38 1.8 0.8 Apr 05 22 Qi 18.7 -0.6 2.1 -51.0 1.36 -1.5
South Korea 16 1 -15 2.4 0.7 May 1.0 44 Aprs 45 1.0 1.6 -107 1,179 -92
Taiwan 1.7 Q 2.3 19 09 May 0.1 37 Apr 132 -12 0.7 -31.0 31.4 -5.0
Thailand 28 Q1 4.1 3.5 1.1 May 0.9 1.0 Aprs 8.3 -29 19 -58.0 31.4 19
Argentina 62 o -47 -1.1 558 ApF 492 9.1 Q4 22 34 113 562 44.8 -442
Brazil 05 a1 -06 1.0 49 Apr 40 125 Aprd -1.0 -5.8 6.5 -247 3.87 -2.3
Chile 16 o -0.1 30 20 Apr 2.1 6.9 AprsH -25 -1.4 38 -82.0 695 -8.7
Colombia 23 Q nil 3.1 33 May 3.1 103 Apr -35 -20 6.3 -28.0 3,304 -13.1
Mexico 12 Q1  -07 1.4 44 Apr 42 3.5 Apr -1.8 -23 8.0 12.0 19.6 39
Peru 23 Q1 -53 3.7 2.7 May 2.2 55 Apf -1.7 -2.0 56 64.0 3.35 -2.4
Egypt 56 a1 na 55 13.0 Apr 12.2 8.1 a8 -1.0 -79 na nil 16.8 6.7
Israel BENMol 52 3.1 13 Apr 12 3.8 Apr 2.7 -39 1.6 -26.0 3.60 -0.8
Saudi Arabia 22 2018 na 19 -19 Apr -1 57 Q 36 -54 na nil 3.75 nil
South Africa nil 1 -32 1.5 44 Apr 5.0 276 Q1§ -3.2 -4.2 8.4 -19.0 149 -14.3

Source: Haver Analytics. *% change on previous quarter, annual rate. TThe Economist Intelligence Unit estimate/forecast. SNot seasonally adjusted. ¥New series. **Year ending June. tfLatest 3 months. ¥3-month moving
average. $55-year yield. TTtDollar-denominated bonds.

Markets Commodities
% change on: % change on:
Index one  Dec3Tst index one Dec31st The Economist commodity-price index % change on

In local currency Jun 5th week 2018 Jun 5th week 2018 2005=100 May28th  Jun4th* month year
United States S&P 500 2,826.2 15 12.7 Pakistan KSE 35,505.3 -13 -42 Dollar Index

United States NAScomp 7,575.5 04 14.2 Singapore STI 3,1424 -0.7 24 All ltems 1365 1369 19 2124
China Shanghai Comp 2,861.4 -1.8 14.7 South Korea KOSPI 2,069.1 23 14 Food 1458 1483 6.9 53
China Shenzhen Comp 1,494.8 -3.0 17.9 Taiwan TWI 10,461.6 16 7.5 Industrials

Japan Nikkei 225 20,776.1 -1.1 38 Thailand SET 1,648.5 1.8 54 All 126.7 125.0 37 -19.8
Japan Topix 1,530.1 -0.4 24 Argentina MERV 35,2759 39 16.5 Non-food agriculturals 117.7 1185 30 2203
Britain FTSE 100 7,220.2 0.5 73 Brazil BVSP 95,998.8 -0.6 9.2 Metals 1306 1278 4.0 -19.6
Canada S&P TSX 16,212.7 0.5 13.2 Mexico IPC 43,420.4 13 43 =

Sterling Index

Euro area EURO STOXX50  3,340.0 13 113 Egypt EGX 30 13,787.8 -13 5.8 All iterme 1956 1965 531 78
France CAC 40 52920 13 119 Israel TA-125 1,4359 0.4 7.7 ’ ) : )
Germany DAX* 11,9808 1.2 135 Saudi Arabia Tadawul 8,516.5 12 838 Euro Index

Italy FTSE/MIB 20,1557 0.8 100 South Africa JSE AS 57,0734 38 82 Allitems 1515 1515 15 -9.0
Netherlands AEX 543.6 0.5 114 World, dev'd MSCI 2,095.8 1.5 11.2 Gold

Spain IBEX 35 9,150.5 0.8 7.1 Emerging markets MSCI 1,004.7 2.0 40 $ per oz 12788 13214 29 20
Poland WIG 57,601.5 13 -0.2 :

Russia RTS, § terms 13034 21 223 West-lexasiitetmesiate

Switzerland SMI 9,658.6 1.2 14.6 US corporate bonds, spread over Treasuries $ per barrel Sl 535 N sl
Turkey BIST 90,345.6 36 -1.0 Dec 31st Sources: CME Group; Cotlook; Darmenn & Curl; Datastream from
Australia All Ord. 6,443.6 -1.4 129 Basis points latest 2018 Refinitiv; FT; ICCO; ICO; 1SO; Live Rice Index; LME; NZ Wool Services;
Hong Kong Hang Seng 26,895.4 -1.2 4.1 Investment grade 1174 190 e Lo G T eI AU DR AR B

India BSE 40,083.5 1.5 11.1 High-yield 509 571

Indonesia IDX 6,209.1 17 0.2 Sources: Datastream from Refinitiv; Standard & Poor's Global Fixed For more countries and additional data, visit

Malaysia KLSE 1,644.1 fl.3) -] Income Research. *Total return index. Economist.com/indicators
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-> Google’s news search favours trustworthy publications. Such sources are rarely politically extreme

Share of website’s traffic that comes from search engines, February 2019, %

By factual accuracy

By political ideology
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-> We built a statistical model to predict publications’ share of Google’s news results. It did not reveal consistent political bias

Our model expected the New York Times
to get 9.2% of Google’s news results’, based on its
accuracy, audience and volume of coverage

| New York Times |

Left 25

CNN
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Far-left
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The New York Times

Expected v actual share of Google’s news resultst
By publishers’ political ideology, average for 31 keywords
United States, 2018

Our model expected
Fox News to get 2.6%
of Google's news results’

¥ Expected %
CNBC Reuters [ Forbes |
50 75 Far-right
CNBC Reuters FT Forbes I
1 Actual % The Ecgnomist Fox News

actually got 7.7%

Seek and you
shall find

Google rewards reputable reporting,
not left-wing politics

€L N OOGLE & OTHERS are suppressing
Gvoices of Conservatives”, tweeted Do-
nald Trump in 2018. “They are controlling
what we can & cannot see.” The president’s
charges of biasare often dubious. But many
people worry about algorithms absorbing
human prejudices. Robert Epstein, an aca-
demic, has compiled data that show Google
suggesting more positive terms when us-
ers type “Hillary Clinton” than when they
look up Mr Trump. Pj Media, a conservative
blog, claims that liberal sites get 96% of re-
sults for “Trump” on Google’s news page, a
compilation of links to recent articles.
Google says that the10,000 human eval-
uators who rate sources for its search en-
gine assess “expertise” and “trustworthi-
ness” but not ideology. Web-traffic figures
support this defence. Sites with high scores

actually got 3.2%

*From fact-checking websites Adfontesmedia.com and Mediabiasfactcheck.com Share of results among a sample of 37 publications

from fact-checking groups, whose judg-
ments probably resemble Google’s, draw
larger shares of their visitors from search
engines than sites with low scores do. Fac-
tually inaccurate sources also tend to have
strong left- or right-wing slants.
Nonetheless, a subtle bias might not
show up in such broad statistics. To test for
favouritism, The Economist ran an experi-
ment, comparing a news site’s share of
search results with a statistical prediction
based on its output, reach and accuracy.
We first wrote a program to obtain Goo-
gle results for any keyword. Using a brows-
er with no history, in a politically centrist
part of Kansas, we searched for 31 terms for
each dayin 2018, yielding 175,000 links.
Next, we built a model to predict each
site’s share of the links Google produces for
each keyword, based on the premise that
search results should reflect accuracy and
audience size, as Google claims. We started
with each outlet’s popularity on social me-
dia and, using data from Meltwater, a me-
dia-tracking firm, how often they covered
each topic. We also used accuracy ratings
from fact-checking websites, tallies of Pu-
litzer prizes and results from a poll by You-

Sources: Google; YouGov; Meltwater; SimilarWeb; Pulitzer.org; Facebook

Gov about Americans’ trust in 37 sources.

If Google favoured liberals, left-wing
sites would appear more often than our
model predicted, and right-wing ones less.
We saw no such trend. Overall, centre-left
sites like the New York Times got the most
links—but only about as many as our mod-
el suggested. Fox News beat its modest ex-
pectations. Because most far-right outlets
had bad trust scores, they got few search re-
sults. But so did Daily Kos, a far-left site.

Our study does not prove Google is im-
partial. In theory, Google could serve un-
biased links only to users without a brows-
ing history. If fact-checkers and Pulitzer
voters are partisan, our model will be too.

Moreover, some keywords did suggest
bias—in both directions. Just as PJ Media
charged, the New York Times was over-rep-
resented on searches for “Trump”. How-
ever, searches for “crime” leaned right: Fox
News got far more links than expected.

This implies that Google’s main form of
favouritism is to boost viral articles. The
most incendiary stories about Mr Trump
come from leftist sources. Gory crime cov-
erage is more prevalent on right-leaning
sites. Readers will keep clicking on both.
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Cats large and small

Judith Kerr, writer and illustrator of children’s books, died
on May 23rd, aged 95

WHENEVER she tried to draw a tiger, Judith Kerr disliked the re-
sult. For “The Tiger Who Came to Tea” she went to the zoo,
usually with her small daughter Tacy, and drew them for hours.
However much she thought she knew what they looked like, they
were always better—sleeker, more striped, even more orange. Her
tiger was rather plump. No wonder, when he had swallowed all the
sandwiches on the plate (Owp!), and all the buns on the dish, and
all the biscuits and all the cake, and drunk all the milk in the milk
jug and all the tea in the teapot and then eaten all the food in the
cupboards in Sophie and her mummy’s house.

So she had no great hopes for the book when she finished it, in
1968. But to her enormous surprise it sold tremendously, and start-
ed her on a career of doing picture books, and three more-serious
ones, that sold more than 1om copies round the world. All of them
were produced at the same table, laden with jars of crayons in care-
fully assorted colours, in the light-filled attic at the top of her
house in Barnes, in south-west London. There she worked away
with a very soft pencil and her crayons. She was quite slow, rub-
bing out a lot and redrawing to get it right. And she was sparing
with her indelible inks, since once you put ink on you couldn’t
shift it. She took similar care over the words, though those were
harder, and they might need a good brisk walk along the river.

Often, as she worked at her desk, a cat saton herlap. She was en-
tranced by their weirdness and strange ways. The first of her draw-
ing companions was Mog, a scruffy black-striped tabby who be-
came, with input from her eight successors, the heroine of 17
books. (As if she knew her lofty status, Mog would urge on the
paintbrush with her nose.) Mog-on-paper, like the original, was
nice, but notvery clever; she was a very forgetful cat. Most of all she
forgot her cat flap, and then didn’t know how to come in from the
garden, jumping up on the geraniums to meow loudly at the kitch-
en window until her family cried “Bother that cat!” Mishaps came

thick and fast, whether with escapes, or bad dreams, or “accidents”
on favourite chairs, and frequently Mog took to flying, forgetting
that cats can’t fly. But at the end of most books the beaming crea-
ture was hugged and loved by the family again.

That family was drawn in lightest disguise, with Judith’s writer
husband Tom and her children Tacy and Matthew taken from life,
as well as the tables and crockery and chairs. (The garden, though,
was rather sketchy. She felt she never looked enough at trees.) For
her, cats and stability and family closeness were all one thing. She
could not have a cat as a child, because she spent those years wan-
dering. Her Jewish family escaped from Berlin in 1933 when Hitler
won the election and her father, a prominent man of letters, found
himself marked for death. He left, and she, her brother and her
mother followed, fleeing to Switzerland, then to Paris, and eventu-
ally to England, where she stayed.

As a child she was almost unaware of why they had left. In Ber-
lin she heard strange remarks, such as whether her nose looked
“ordinary” or not, and thought Hitler was hiding behind the lava-
tory curtain. In Switzerland she dreamed she saw her father, who
now had 1,000 marks on his head, buried under coins pouring
down from a broken ceiling. But her sharpest regret was that she
chose the wrong toy to take when they fled, packing a stupid new
woolly dog instead of her old, soft, familiar pink rabbit with em-
broidered black eyes and an endearing habit of collapsing on its
paws. She imagined tearfully that Hitler must be snuggling it now.

That story was told in “When Hitler Stole Pink Rabbit” (1971), the
first of three lightly fictionalised books about her wandering and
emigré years. She meant to write only one book at first, to prove to
her children that her childhood was much better than it sounded.
They were poor and lived a lot on charity, but she found it fun to be
a refugee: to belong a little in lots of places, as her father said. She
thrived at strange schools and was good at languages, unlike her
parents, who were gradually destroyed by exile. Her next two emi-
gré books dwelled more on them and their struggles.

She could draw and paint wherever she was, and did so whenev-
er she could. Her Indian ink got spilt on various floors, and her best
presents (as for Anna, her persona in “Pink Rabbit”), were paint-
boxes and crayons, especially bright-blue-purply ones. Once in
England, doing odd small jobs, she went to art evening classes and
got a scholarship to the Central School of Arts and Crafts. Mean-
while she sketched everything she saw, especially people in mo-
tion or asleep. She sold her first painting for 3/6 toa man in a Lyons
tea shop, and then sold more. By the 1950s she thought she could
make a modest living at it, and after a break to have the children
she turned to the drawing of picture books again.

Goodbye Mog
Over years of cosy bedtime stories with Tacy and Matthew, she had
watched their faces closely to see how they reacted. Her iron rule
was never to describe what they could tell from the picture, and to
use as few words as possible. But she liked to challenge children,
too. She knew, from “Pink Rabbit”, how to touch deftly on terrifying
things, and that book had become a set text in German schools. So
in “Mog in the Dark”, Mog “sat in the dark and thought dark
thoughts” of what else might be lurking there. And in “Goodbye
Mog” in 2002 Mog died, though “a little bit of her stayed awake to
see what would happen next.” Many small readers were upset, and
her chronicler was sorry. But she was a little tired of drawing all
those stripes, and she also thought itan important book to write.
Even more important was to live life as she did, with joy and en-
ergy and the odd tot of whisky, and not to waste one day of it.
Though she thought she was such an ordinary person, who often
wore the wrong clothes and was a useless cook, her luck in life had
been extraordinary. She had made a wonderful marriage; and she
had escaped horrors. Her autobiography was dedicated to “the one
and a half million Jewish children who didn’t have my luck, and all
the pictures they might have painted.” Of tigers, too. B
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