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America’s Justice Department
unexpectedly appointed
Robert Mueller as a special
counsel to investigate claims
about Russian links to the
Trump administration. Mr
Mueller is a former head of the
FBI. He was appointed to lead
the Russian investigation by
Rod Rosenstein, the deputy
attorney-general; JeffSessions,
the attorney-general, has
recused himself from the
matter because ofhis previous
meetings with the Russian
ambassador. 

Meanwhile, the chairman of
the House Oversight Commit-
tee asked the FBI to hand over
all documents related to meet-
ings between the president
and James Comey, who has
been sacked by Donald Trump
as director of the bureau. This
followed reports that Mr
Trump had asked Mr Comey to
drop an investigation into
Russian contacts. 

In yet more White House
intrigue, Donald Trump re-
portedly let slip highly sensi-
tive information to the Russian
foreign minister at their meet-
ing in the Oval Office. The
reports claimed the president
revealed details about in-
telligence gathered by Israel
regarding an Islamic State plot. 

The impeachment trail
O Globo, a Brazilian newspa-
per, reported that the country’s
president, Michel Temer, had
been taped encouraging pay-
ments to silence a politician
who had been convicted of
bribe-taking. The tape record-
ed a meeting between Mr
Temer and Joesley Batista,
whose family controls JBS, the

world’s largest beefexporter.
The opposition called for Mr
Temer’s impeachment. He has
denied that he endorsed the
payment ofhush money. 

Javier Valdez, a journalist who
investigated drug-trafficking
gangs in Mexico, was shot
dead by unknown attackers.
So far this year at least four
journalists have been mur-
dered in Mexico for their
reporting. 

A judge in Argentina charged
Hebe de Bonafini, the head of
Mothers ofPlaza de Mayo, a
group that campaigns for
justice for the victims of the
country’s dictatorship of the
1970s and 1980s, with
misappropriating public
money. She denies wrong-
doing. The group ofmothers
marches every Thursday to
commemorate their
disappeared children.

The misfit
The European Parliament
backed a resolution calling for
sanctions on the Hungarian
government in response to its
harsh treatment of refugees
and its attempt to close the
Central European University
in Budapest. The parliament
urged Brussels to trigger Article
7, the “nuclear option”, which
would suspend Hungary’s
voting rights in the council.

Shortly after his inauguration
as president ofFrance,
Emmanuel Macron went to
Berlin for talks with Angela
Merkel, the German chancel-
lor. German politicians are
divided over how to respond
to Mr Macron’s calls for closer
integration in the euro zone.
Meanwhile, Mr Macron ap-
pointed Édouard Philippe, the
centre-right mayor ofLe Havre,
as his prime minister.

Mrs Merkel’s Christian Demo-
crats won another German
state election, this time in
North Rhine-Westphalia. It
was the third surprise consec-
utive defeat for the Social
Democrats. 

Ireland’s prime minister, Enda
Kenny, resigned, fulfilling a
promise he made in February.
Mr Kenny, who had governed
since 2011, was seen to have
mishandled a scandal in the
national police force. His party,
Fine Gael, will elect a new
leader by June 2nd.

Recep Tayyip Erdogan, the
president ofTurkey, visited
the White House. Donald
Trump brushed aside concerns
about Mr Erdogan’s crack-
down on political opponents,
while Mr Erdogan’s body-
guards brawled with prot-
esters outside the Turkish
ambassador’s residence.

Unbuckling the belt
China’s president, Xi Jinping,
presided over a meeting in
Beijing of leaders from 29
countries to discuss his plans
for huge investments in infra-
structure, energy and other
projects as part ofhis “Belt and
Road Initiative”. Mr Xi said the
scheme would bring about a
“golden age” ofglobalisation. 

North Korea tested a new
type ofmissile, which reached
an altitude ofover 2,000km
before falling into the Sea of
Japan. Reaching such a height
constitutes a technical break-
through for the country’s
missile programme. 

Containment field
Three people died and 19 pa-
tients were suspected to have
contracted Ebola in the Demo-
cratic Republic ofCongo. A
previous epidemic of the virus
in west Africa from 2013 to 2016
killed more than 11,000 people.

Some 8,400 soldiers in Ivory
Coast mutinied, demanding
that the government pay them
money they say they are owed.
One person was killed in stray
fire before the government
agreed to pay up. It was the
second mutiny in the country
since January.

Clashes between rival militias
for control ofBangassou, a
diamond-mining town in the
Central African Republic, left
at least115 people dead,
according to the Red Cross.
Gunmen also attacked a UN

base in the town.

Tunisia extended a state of
emergency for another month,
arguing it is needed to fight
terrorism. The declaration,
which has already been in
force since November 2015,
gives additional powers to the
police that activists say are
used to suppress legal political
activities.

Manifesto destiny
Britain’s political parties
released their election mani-
festos. The Conservative one
contained the expected rheto-
ric on Brexit and also kept a
pledge to reduce net migration
to under100,000 (a target the
Tories have missed since 2010)
and a promise to deal with the
spiralling cost ofsocial care.
Labour’s offering, which Je-
remy Corbyn, the party’s
leader, said was fully costed,
had tax rises and nationalisa-
tion at its heart; a sharp move
to the left compared with the
party under Tony Blair. 

The leaking ofLabour’s mani-
festo before its official launch
did no apparent damage to its
standing in the polls. After
declining consistently before
the election was announced,
Labour is again scoring over
30% on average, pre-Brexit
referendum territory for the
party. That will be of little
comfort to Mr Corbyn, how-
ever, as the Tories still enjoy a
16-point lead.

Politics
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Other economic data and news
can be found on pages 84-85

A piece ofmalicious software
known as WannaCry spread
across the internet, infecting
300,000 computers world-
wide and causing disruption
to Britain’s National Health
Service, Russia’s interior min-
istry and various companies.
The malware, which demands
a payment in bitcoin to make it
disappear, exploits a flaw in an
outdated Microsoft operating
system that was first discov-
ered by America’s National
Security Agency and then
leaked online by a group call-
ing itself “Shadow Brokers”. 

Like a rolling Stone

Twitter announced that Biz
Stone is returning to workas a
mentor guiding its culture. Mr
Stone was one of the founders
of the social networkand
along with JackDorsey, the
chiefexecutive, holds the
patent to “tweeting”. He left in
2011 to pursue other interests.
Twitter’s share price has risen
by12% since the start of the
year, as investors bet that a
noticeable increase in the
number ofdaily users will
generate higher revenues.

Vodafone reported a €6.1bn
($6.7bn) annual net loss for the
year ending March 31st. Much
of that was because ofa write-
down of its business in India,
which was hammered by
cut-throat competition in the
country’s telecoms market
from the entry ofReliance’s Jio. 

In a blow to Volkswagen’s
hopes of turning a corner on
the emissions-cheating affair,
prosecutors in Germany add-
ed Matthias Müller, VW’s chief
executive, to their list of sus-
pects in an investigation into
whether information about

the scandal was held back
from markets. The chairman of
the supervisory board and
other executives are also being
investigated. 

Ford announced that it is
cutting1,400 non-assembly-
line jobs, mostly in Asia and
North America. Job cuts are a
sensitive issue in the American
car industry. After enduring
the wrath ofa Donald Trump
tweetstorm for moving fac-
tories abroad, Ford earlier this
year pledged to create more
jobs in Michigan. 

The British government sold its
small remaining stake in
Lloyds Banking Group, re-
turning the bankfully to the
private sector after a bail-out in
2008-09. Lloyds reckons the
Treasury has received a £900m
($1.2bn) return on the £20.3bn
of taxpayers’ money that was
ploughed into it. The govern-
ment still holds a large stake in
Royal BankofScotland. 

Moody’s strucka deal to buy
Bureau van Dijk, a Dutch
provider ofbusiness data on
220m companies, for $3.3bn.
That prompted Standard &
Poor’s, a credit-rating rival, to
lower its outlookon Moody’s
from stable to negative
because the acquisition will be
funded by new debt. 

Workers’ wages in Britain fell
further behind inflation. New
figures showed that average
weekly earnings rose by 2.1%.
Consumer prices in April
increased by 2.7%, up sharply
from 2.3%. Higher electricity
and gas bills helped fuel in-
flation, but the main factor was
a spike in air fares (the Easter
breakfell in April). The
unemployment rate dropped
to 4.6%; the last time it was this
low was1975.

The late timing ofEaster was
one explanation behind
easyJet’s pre-tax loss of£236m
($293m) for the six months
ending March 31st. But the
British low-cost airline was hit
harder by the fall in the pound
following last June’s vote to
leave the EU. Its share price
plunged by 7%. 

Advance Australia fair
Emphasising its Australian
roots, BHP Billiton rebranded
itselfas BHP, dropping the
British “Billiton” part of its
name. The move came in
response to a push from
Elliott, an activist hedge fund,
for the mining giant to end its
dual Anglo-Australian struc-
ture and move its sole listing to
London. Elliott gave up on that
demand this week, but still
wants BHP to spin offits oil
business in America. 

Atlantia, a toll-road operator
in Italy that also manages
Rome’s two airports, launched
an unsolicited bid for Abertis,
a toll-road operator based in
Spain with contracts in a dozen
other countries. One potential
barrier to the deal, which is
worth €16bn ($18bn), could be
opposition from Criteria, an
investment group that is the
biggest shareholder in Abertis. 

Don’t hold your breath
In a closely watched judgment
that could affect the course of
the Brexit negotiations, the
European Court of Justice
ruled that the EU’s member
states must vote on two as-
pects ofa free-trade agree-
ment with Singapore before it
becomes legal. However, the
court also said that the EU had
“exclusive competence” in
areas such as foreign invest-
ment and intellectual-property
rights, which it could negotiate
without seeking ratification
from national parliaments.
Brexiteers saw that as poten-
tially smoothing the path of a
trade pact between Britain and
the EU, though the compara-
tively less complex deal with
Singapore took three years to
conclude, and has been await-
ing approval since 2013. 

Business
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THE victory of Israel over the
Arab armies that encircled it

in 1967 wasso swiftand absolute
that, many Jews thought, the di-
vine hand must have tipped the
scales. Before the six-day war Is-
rael had feared another Holo-
caust; thereafter it became an

empire ofsorts. Awestruck, the Jews tookthe holy sites ofJeru-
salem and the places oftheirbiblical stories. But the land came
with many Palestinians whom Israel could neither expel nor
absorb. Was Providence smiling on Israel, or testing it? 

For the past 50 years, Israel has tried to have it both ways:
taking the land by planting Jewish settlements on it; and keep-
ing the Palestinians unenfranchised under military occupa-
tion, denied either their own state or political equality within
Israel (see our special report in this issue). Palestinians have
damaged their cause through decades of indiscriminate vio-
lence. Yet theirdispossession isa reproach to Israel, which isby
far the stronger party and claims to be a model democracy. 

Israel’s “temporary” occupation has endured for halfa cen-
tury. The peace process that created “interim” Palestinian auto-
nomy, due to last just five years before a final deal, has dragged
on for more than 20. A Palestinian state is long overdue. Rather
than resist it, Israel should be the foremost champion of the fu-
ture Palestine that will be its neighbour. This is not because the
intractable conflict is the worst in the Middle East or, as many
once thought, the central cause of regional instability: the car-
nage of the civil wars in Syria, Iraq and elsewhere disproves
such notions. The reason Israel must let the Palestinian people
go is to preserve its own democracy.

The Trump card
Unexpectedly, there may be a new opportunity to make peace:
Donald Trump wants to secure “the ultimate deal” and is due
to visit the Holy Land on May 22nd, during his first foreign trip.
The Israeli prime minister, Binyamin Netanyahu, appears as
nervous as the Palestinian president, Mahmoud Abbas, seems
upbeat. Mr Trump has, rightly, urged Israel to curb settlement-
building. Israel wants him to keep his promise to move the
American embassy to Jerusalem. He should hold offuntil he is
ready to go really big: recognise Palestine at the same time and
open a second embassy in Jerusalem to talk to it.

The outlines of peace are well known. Palestinians would
accept the Jewish state born from the war of1947-48 (made up
of about three-quarters of the British mandate of Palestine). In
return, Israel would allow the creation of a Palestinian state in
the remaining lands it occupied in 1967 (about one-quarter).
Parcels could be swapped to take in the main settlements, and
Jerusalem would have to be shared. Palestinian refugees
would return mostly to their new state, not Israel.

The fact that such a deal is familiar does not make it likely.
Mr Netanyahu and Mr Abbas will probably string out the pro-
cess—and try to ensure the other gets blamed for failure. Dis-
tracted by scandals, Mr Trump may lose interest; Mr Netanya-
hu may lose power (he faces several police investigations); and

Mr Abbas may die (he is 82 and a smoker). The limbo of semi-
war and semi-peace is, sadly, a tolerable option for both.

Nevertheless, the creation of a Palestinian state is the sec-
ond halfof the world’s promise, still unredeemed, to split Brit-
ish-era Palestine into a Jewish and an Arab state. Since the six-
day war, Israel has been willing to swap land for peace, nota-
bly when it returned Sinai to Egypt in 1982. But the conquests
of East Jerusalem, the West Bank and the Gaza Strip were dif-
ferent. They lie at the heart of Israelis’ and Palestinians’ rival
histories, and add the intransigence of religion to a nationalist
conflict. Early Zionist leaders accepted partition grudgingly;
Arab ones tragically rejected it outright. In 1988 the Palestine
Liberation Organisation accepted a state on part of the land,
but Israeli leaders resisted the idea until 2000. Mr Netanyahu
himself spoke ofa (limited) Palestinian state only in 2009.

Another reason for the failure to get two states is violence.
Extremists on both sides set out to destroy the Oslo accords of
1993, the first step to a deal. The Palestinian uprising in 2000-05
was searing. Wars after Israel’s unilateral withdrawal from
Lebanon in 2000 and Gaza in 2005 made everything worse.
As blood flowed, the vital ingredient ofpeace—trust—died.

Most Israelis are in no rush to try offering land for peace
again. Their security has improved, the economy is booming
and Arab states are courting Israel for intelligence on terrorists
and an alliance against Iran. The Palestinians are weak and di-
vided, and might not be able to make a deal. Mr Abbas, though
moderate, is unpopular; and he lost Gaza to his Islamist rivals,
Hamas. What ifHamas also takes over the West Bank?

All this makes for a dangerous complacency: that, although
the conflict cannot be solved, it can be managed indefinitely.
Yet the never-ending subjugation of Palestinians will erode Is-
rael’s standing abroad and damage its democracy at home. Its
politics are turning towards ethno-religious chauvinism, seek-
ing to marginalise Arabs and Jewish leftists, including human-
rights groups. The government objected even to a novel about
a Jewish-Arab love affair. As Israel grows wealthier, the immis-
eration of Palestinians becomes more disturbing. Its predica-
ment grows more acute as the number of Palestinians be-
tween the Jordan riverand the Mediterranean catches up with
that of Jews. Israel cannot hold on to all of the “Land of Israel”,
keep its predominantly Jewish identity and remain a proper
democracy. To save democracy, and preventa slide to racism or
even apartheid, it has to give up the occupied lands.

Co-operation, not collaboration
Thus, ifMr Abbas’s Palestinian Authority (PA) is weak, then Is-
rael needs to build it up, not undermine it. Without progress to
a state, the PA cannot maintain security co-operation with Isra-
el forever; norcan it regain its credibility. Israel should letPales-
tinians move more freely and remove all barriers to their
goods (a freer market would make Israel richer, too). It should
let the PA expand beyond its ink-spots. Israel should voluntar-
ily halt all settlements, at least beyond its security barrier.

Israel is too strong for a Palestinian state to threaten its exis-
tence. In fact, such a state is vital to its future. Only when Pales-
tine is born will Israel complete the victory of1967. 7

Why Israel needs a Palestinian state

More than ever, land forpeace also means land fordemocracy
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ASHORT but strikingly pow-
erful phrase—“in the public

interest”—underpinned the wel-
come announcement, on May
17th, that a former FBI chief, Rob-
ert Mueller (pictured), is to serve
as a special counsel investigat-
ing Russian meddling in last

year’s presidential election and whether members of Donald
Trump’s campaign colluded in that attackon democracy.

Mr Mueller was appointed by the deputy attorney-general,
Rod Rosenstein, who explained that he was acting to ensure
the American people have “full confidence” that theirnation is
grounded in the rule of law, without regard to partisan politics.
It says something about the perils of this moment that Mr Ro-
senstein, a career prosecutor, needed to spell out that reason-
ing. Still, after weeks of inappropriate and suspicious behav-
iour by Mr Trump and his aides, shameful foot-dragging by
Republican leaders in Congressand, at times, premature hyste-
ria from Democrats, no probe led by politicians or partisan ap-
pointees can enjoy the trust ofa divided country.

This being America in 2017, pundits and elected officials in-
stantly began parsing the partisan consequences of Mr
Mueller’s appointment. It is a disaster for Mr Trump and his
team, who must now “lawyer up” and brace for months of
questions about what they knew and when they knew it. In
the short term, it takes some heat off Republican leaders in
Congress, who no longer have the main responsibility for the
investigation. Trump supporters, egged on by conservative
media hosts, rage that the “deep state” is mounting a coup
against their president. Democrats cannot conceal their glee.

But the power ofMr Rosenstein’s decision lies in his appeal
to the public at large, and to Americans’ shared interest in an-
swering questions about a bitter election and its aftermath.

The appointment of Mr Mueller feels like a validation of the
very idea of impartial justice.

It is the result of an extraordinary series of misdeeds and
follies. Mr Rosenstein was left to act because his boss, Jeff Ses-
sions, the attorney-general and a ferocious Trump partisan,
had to recuse himselfafteroffering the Senate misleading testi-
mony about his contacts with the Russian government in the
campaign. Mr Trump’s national security adviser, Mike Flynn,
had to resign after lying to the vice-president about his own
contacts with the Russians. Public confidence that Russia will
be held to account is fragile because MrTrump fired the man in
charge of federal probes into that meddling, the director of the
FBI, James Comey. Mr Rosenstein’s credibility was on the line
after White House aides tried to claim that the firing of Mr Co-
mey was his idea (until MrTrump tookthe credit). Afinal straw
came when the New York Times reported, on May16th, that Mr
Comeyhad keptnotesofa Februaryconversation in which Mr
Trump spoke to him about ending his investigations into Mr
Flynn—which comes close to obstructing justice.

Cleaning up
Asingle, grubbythread runs through this: when MrTrump and
his close associates are accused of furtive or illegal acts, their
instinct is to obfuscate, cry “fake news” or search for scape-
goats. By appointing a counsel with the reputation of Mr
Mueller, outside the normal chain of political command, Mr
Rosenstein has held himself to a higher standard.

Mr Mueller has borne weighty burdens before: he took of-
fice as FBI director under George W. Bush one week before the
terrorist attacks of September 2001 and, over 12 years, earned
respect from Republicans and Democrats alike. It is to be
hoped that he can keep the trust of the American public, even
as partisan accusations fly. He was hired to represent the pub-
lic’s interests, rather than those ofany faction. That is a start. 7

The Trump presidency

Wise counsel

The right wayto clearup doubts overcollusion between Russia and the Trump campaign

IT SOUNDS like a Hollywood
disaster film. A group of hack-

ersuse a stolen cyber-weapon to
try to extort money from people
worldwide. The attack cripples
hospitals, causing ambulances
to be diverted and operations to
be cancelled. Then a lone secur-

ity researcher stumbles across a way to halt the bug in its
tracks. Yet that is exactly what happened last week when a
piece of ransomware called WannaCry, which infects comput-
ers running outdated versions ofMicrosoft’s Windows operat-
ing system, hit not just Britain’s National Health Service (NHS)

but Russia’s interiorministry, Chinese universities, Germany’s
state railways and plenty more besides. 

It could have been much worse. WannaCry does not seem
to have been a deliberate attack on hospitals, but a criminal
money-making scheme in which the NHS was collateral dam-
age (see page 75). Indeed, asmaliciousprogramsgo, WannaCry
is not even in the premier league: although it has a nasty pay-
load, it had compromised only about 300,000 computers and
raised an estimated $80,000 as The Economist went to press.
Earlier nasties, such as Conficker and SoBig, infected millions
of machines. Even so, the incident rammed home two un-
pleasant truths about the computerised world.

The first is that the speed, scalability and efficiency of com-

The WannaCry attack
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2 puters are a curse as well as a blessing. Digital data are weight-
less, easy to replicate, and can be sent around the world in
milliseconds. That is welcome if those data are useful, but not
if they are malicious. Modern software can contain millions of
lines of code. Ensuring that no bugs slip through is almost im-
possible. A single vulnerability can affect thousands or mil-
lions of machines, and the internet gives a single individual
the power to compromise them all at once. By comparison, pa-
per files are heavy, cumbersome and awkward to work with.
But at least a couple ofcrooks thousands ofmiles away cannot
cause them all to vanish simultaneously. If WannaCry can
cause so much random damage, imagine what might be done
ifhospitals were targeted deliberately.

The second unpleasant truth is that opportunities for mis-
chief will only grow. More things will become vulnerable as
computers find their way into everything from cars and pace-
makers to fridges and electricity grids. The ransomware of to-
morrow might lock you out of your car rather than your files.
Cyber-attacks like WannaCry may seem like low-probability,
high-impact risks. But the parlous state of computer security
and the computerisation of the world risk turning such attacks
into high-probability, high-impact events.

Fortunately, there are ways to minimise the danger. Product
regulation can force the makers of internet-connected gizmos
to include simple security features, such as the ability to up-
date their programs with patches if a vulnerability turns up.
Software-makers routinely disclaim liability for defects in
theirproducts. Changing thatwould noteliminate bugs entire-
ly, but itwould encourage software firms to tryharder. Itwould

also encourage them to provide better support for their cus-
tomers (although there will come a point at which it is unrea-
sonable to expect Microsoft and others to keep maintaining
old programs). The insurance industry can also put pressure
on computer users: just as home-insurance policies will not
pay out if a burglar gets in through an open door, so individ-
uals should be held liable if they do not follow basic digital hy-
giene, such as keeping their software up to date. 

WannaCry or WannaSpy?
Governments face tough questions, too. The method Wanna-
Cry uses to spread was discovered years ago by the National
Security Agency (NSA), America’s electronic-spying outfit.
Along with several other cyber-weapons, the technique was
stolen, then leaked onto the internet in March. Only after the
theft did the NSA inform Microsoft of the flaw, leading the firm
to rush out a fix. Microsoft has accused the NSA of losing con-
trol of the digital equivalent ofa cruise missile, and demanded
that, in future, spiesdisclose anybugsas theyfind them, so that
software firms can fix them and keep everybody safe. 

This is another example of the double-edged nature of
computing. Given the rising costs of insecure computers, there
is a strong case for spooks to share vulnerabilities with soft-
ware firms when they find them. Some argue that fixing flaws
in programs will make it harder for the intelligence services to
spy on organised criminals and terrorists. But they have other
means to infiltrate hostile networks and monitor devices be-
sides exploiting flaws in widely used software. When comput-
ers are ubiquitous, security is too important not to fix. 7

THE roadside billboards in
some American towns do

not advertise fast-food chains or
home insurance. Instead, they
tell people what to do in case of
a drug overdose. Deaths in
America from opioids, pain-re-
lieving drugs that include both

prescription painkillers such as OxyContin and illegal ones
such as heroin, have almost quadrupled over the past two de-
cades. In some states the share of babies who are born with
withdrawal symptoms has increased by 300% since 1999; at
least 8,000 were born suffering from them in 2013. Each day 91
Americans die from an opioid overdose. 

Much of this catastrophe stems from the over-prescription
of legal painkillers. In 2015 some 650,000 prescriptions were
handed outon an average day. Butwhen prescriptionsend, ad-
dicts sometimes turn to illicit substances. The latest one that
worries experts is a synthetic opioid called fentanyl, which is
around 50 times more potent than heroin and 100 times more
powerful than morphine. Most of the fentanyl making its way
to America has been made, often legally, in factories in China
before beingshipped to criminal networks in Mexico and Can-
ada and then smuggled over the border. Thousands of Ameri-
cans have died from using fentanyl since 2013.

In the face of such numbers, it is always tempting to reach
for the comfort blanket of prohibition. The Trump administra-
tion is takinga hawkish line on drugs ofall kinds. Jeff Sessions,
the attorney-general, opposes the legalisation of cannabis. On
May 12th he appeared to reverse years of sensible policy that
sought to reduce punishment for non-violent drug crimes by
instructing prosecutors to pursue the “most serious, readily
provable” offences. Efforts are being made to restrict synthet-
ics. In March the government in China, under pressure from
America and the UN, agreed to make four variants of fentanyl
illegal. Yet such plans will do little to stop the opioid crisis or to
curb the threat from fentanyl. 

Available with next-day delivery
That is partly because the crisis is too far advanced for crimi-
nalisation to work as a deterrent. The country has at least 2m
opioid addicts. They need treatment and safer places to take
drugs. The health-care bill passed by the House of Representa-
tives this month heads in the opposite direction. Its proposals
would cut spending and reduce access to medicines. 

But prohibition is futile for more profound reasons, too. An
iron law of drugs markets, whether for painkilling opioids or
recreational highs, is that demand creates supply and just as
much as vice versa. Fentanyl is particularly attractive to crimi-
nals. Because it is so potent, with only 2mg of the stuff enough 
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2 to cause an overdose, it is easy to hide in letters and small pack-
ages that are sent by post. The rewards are enormous: 1kg of
fentanyl costs around $4,000 to buy from China and yields
profits of $1.6m on the streets. By contrast, 1kg of heroin costs
around $6,000 but is worth a few hundred thousand dollars.

Fentanyl, and its variants, are among hundreds ofnew syn-
thetic drugs that have flooded the illicit-drugs market over the
past decade (see page 22). New drugs have been emerging at
the rate of one a week; in 2012-17, 20 new fentanyl analogues
appeared. A market this protean cannot be erased. Crack
down in China, and laboratories will appear in Mexico; al-
ready some have opened there. Ban one substance, and anoth-
er will appear. Whack every mole, as Britain has attempted
with a law that prohibits any new drug that has a psychoactive
effect, and substances get pushed from shops to the internet.

Banning drugs is not just ineffective, it is also counterpro-

ductive. Fentanyl is a nasty substance, but prohibiting all illicit
drugs, whether they are new or established, prevents the re-
search that could distinguish between those which are more
and less harmful. It also leads to topsy-turvy outcomes. Mari-
juana, which cannot lead to overdoses and which can be used
as an effective pain-relief medicine, is classified by the federal
authorities in America as a more dangerous drug than fenta-
nyl, which is used in very controlled doses by cancer patients
and abused fatally across the country.

It takes guts to legalise drugs when so many are dying from
them. But it isbetter thataddicts take safe dosesof familiarsub-
stances under sanitary conditions than for them to risk their
lives enriching criminals. Switzerland followed the legal-
isation path aftera heroin epidemic in the1980s, treatingdrugs
as a public-health problem. Since then drug-taking and drug-
related deaths have fallen. America should follow suit. 7

WHAT government would
not like to reduce racial

disparities and promote ethnic
harmony? The tricky part is
knowing how. One country that
claims to have found a way is
Malaysia. Since 1971 it has given
preferential treatment in every-

thing from education to investing to bumiputeras—people of
indigenous descent, who are two-thirds of the population but
poorer than their ethnic-Chinese and -Indian compatriots.

On the face of things, this system of affirmative action has
been a success (see page 52). The gap in income between Ma-
lays (the biggest bumiputera group) and Chinese- and Indian-
Malaysians has narrowed dramatically. Just as important,
there has been no repeat of the bloody race riots of1969, when
Malay mobs burned Chinese shops in Kuala Lumpur, prompt-
ing the adoption of the policy. And the economy—typically an
instant victim ofheavy-handed government attempts at redis-
tribution—has grown healthily.

Small wonder that some see Malaysia asa model. South Af-
rican politicians cited it when adopting their plan for “Black
Economic Empowerment” in the early 2000s. More recently
Indonesian activists have been talking about instituting some-
thing similar there. Malaysia, meanwhile, keeps renewing the
policy, which was originally supposed to end in 1991. Just last
month Najib Razak, the prime minister (pictured), launched
the latest iteration: the catchily named Bumiputera Economic
Transformation Roadmap (BETR) 2.0, which, among other
things, will steer a greater share ofgovernment contracts to bu-
miputera businesses.

Money for old rope
Yet the resultsofMalaysia’saffirmative-action schemesare not
quite what they seem. Malays in neighbouring Singapore,
which abjures racial preferences, have seen their incomes
grow just as fast as those of Malays in Malaysia. That is largely
because the Singaporean economy has grown faster than Ma-

laysia’s, which may in turn be a product of its more efficient
and less meddling bureaucracy. Singapore, too, has been free
from race riots since 1969.

If the benefits of cosseting bumiputeras are not as clear as
they first appear, the costs, alas, are all too obvious. As schools,
universitiesand the bureaucracyhave become lessmeritocrat-
ic, Chinese and Indians have abandoned them, studying in
private institutions and working in the private sector instead.
Many have left the country altogether, in a brain drain that
saps economic growth.

Steering so many benefits to Malays—developers are even
obliged to give them discounts on new houses—has created a
culture of entitlement and dependency. Malays have stopped
thinking of affirmative action as a temporary device to dimin-
ish inequality. As descendants of Malaysia’s first settlers, they
now consider it a right. 

The result is that a system intended to quell ethnic tensions
has entrenched them. Many poorerMalays vote reflexively for
UMNO, the Malay party that introduced affirmative action in
the 1970s and has dominated government since then, for fear
thatanotherpartymight take away theirprivileges. With these
votes in the bag, UMNO’s leaders can get away with jaw-drop-
ping abuses, such as the continuing scandal at 1MDB, a devel-
opment agency that mislaid several billion dollars, much of
which ended up in officials’ pockets, according to American in-
vestigators. Minorities, in turn, overwhelmingly support par-
ties that advocate less discrimination against them.

The ambition to improve the lot of Malaysia’s neediest citi-
zens is a worthy one. But defining them by race is a mistake. It
allows a disproportionate amount of the benefits of affirma-
tive action to accrue to well-off Malays, who can afford to buy
the shares set aside for them at IPOs, for example, or to bid for
the government contracts Mr Najib is reserving for them. It
would be much more efficient, and less poisonous to race rela-
tions, to provide benefits based on income. Most recipients
would still be Malays. And defusing the issue should pave the
way for more nuanced and constructive politics. Perhaps that
is why UMNO has resisted the idea for so long. 7

Racial preferences in Malaysia

Deformative action

State help forethnic Malays mayseem to have worked. But its benefits are debatable and its costs calamitous
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Shuffling offthis mortal coil

You imply that doctors lack the
training to deal with end-of-life
care (“Mending mortality”,
April 29th). In my experience it
is much more common for
patients to fail to communicate
what they want to their family
members, who, when a
patient becomes incapacitat-
ed, have to make the critical
decisions. It is these family
members who implore the
doctors and the hospital to do
everything possible to save
their loved one, with whom
they’ve never had a frank
conversation about how they
would like their final moments
to play out.
DR JASON MITCHELL

Assistant professor
Emory University School of
Medicine
Atlanta

The problem with palliative
care is a financial one. Doctors
who specialise in this area
have no highly billable proce-
dures to offer, so expanding
their numbers is a loss for
hospitals. Until we can
successfully reassign cost
value, this essential branch of
medicine is unlikely to
expand. No group ofdoctors
more completely achieves the
goal ofhelping patients than
those who focus on ameliorat-
ing the symptoms of the dying.
DR BRANDON SMAGLO

Assistant professor
Baylor College of Medicine
Houston

As you point out, the way
health care is organised needs
to change. In Britain almost
halfofpeople spend their final
days in a hospital bed, yet the
vast majority say they would
prefer to be cared for in their
own home or in a hospice.

Hospice UK is seeking to
change the way people are
supported at the end of life
with a new project part-fund-
ed by NHS England. It will
identify ways in which
hospice-led services could
better support dying people
and ensure they are cared for
in the place of their choice,
either in a hospice, or in their
home supported by a hospice.

This could reduce the num-
ber ofpeople dying unneces-
sarily in hospital by 50,000
every year and significantly
ease pressures on the over-
stretched NHS. It has great
potential to transform care for
the dying and ensure that
more people have “a good
death” in the place they prefer.
LORD HOWARD OF LYMPNE

Chair
Hospice UK
London

As a neurologist who has cared
for many dying people I
applaud most ofyour sugges-
tions on end-of-life care. Legal-
ised assisted-suicide, however,
decreases the incentive for
hospice care (it is easier to kill
them) and contributes to the
misery of the dying person,
who ends up feeling like a
dispensable burden.

Furthermore, in America
one of the main reasons for
medical heroics at the end of
life is that they are “free”: insur-
ance companies and the gov-
ernment pay for expensive
critical care. More financial
individual responsibility for
health-care expenses would
lessen the costs while improv-
ing end-of-life care.
DR JOSEPH MASDEU

Houston

The money go round

The Free exchange column of
April 15th stated that Milton
Friedman’s study of the quan-
tity theory ofmoney (the rate
ofgrowth in the money sup-
ply) “Had gone out of fashion”
by the time the financial crisis
came around in 2008. Instead,
you said, “The interest rate…
was what mattered for the
economy.” Milton was alive
until 2006 and I know ofno
time when he and other mone-
tarists, including the late Pro-

fessor Allan Meltzer at Car-
negie Mellon, believed that the
money-supply growth rate
was less important, and that
interest rates are instead what
should be focused on.

Money-supply growth
became less ofa subject be-
cause of the greater difficulty
in measuring it. When I was a
student under Friedman, there
was M1, M2, all the way up to
about M8. The problem was
that a number ofdifferent
instruments became the equiv-
alent ofmoney, and therefore
it was hard to measure the
right measure ofmoney-sup-
ply growth.

Furthermore, the injection
of liquidity by the Federal
Reserve during the economic
crisis should not have resulted
in a difficult situation. The way
out of this is really quite sim-
ple. If the excess reserves being
held by banks were permitted
to be used in the economy, and
thus increased the money
supply substantially, you can
be sure that inflationary expec-
tations would return and
interest rates would go sky-
ward. But, that does not have
to happen. The Fed can keep
these excess reserves illiquid
by paying a sufficient rate of
interest on them and restrict-
ing the use of these tactics.
JOEL STERN

Chairman and chief executive
Stern Value Management
New York

What’s good forPuerto Rico

The American government’s
legal impediment to taxing
source income in Puerto Rico is
still the island’s cornerstone
for attracting foreign invest-
ment and the basis for its “best
ofboth worlds” mantra (“To be
resolved”, May 6th). The
American dollar, passport and
federal legal framework in a
Caribbean Latin island are the
other elements of the formula.
Washington has not relin-
quished its oversight authority
over Puerto Rico since 1898.
Now it is blatantly doing so
through an oversight board
with superseding powers over
local elected officials.

The governor’s tunnel
vision on an unattainable
political status—becoming the

51st state—would end this
competitive edge. This is dan-
gerous for the badly needed
productivity recovery and
growth, without which the
island’s debt restructuring will
fall comically short ofbeing an
adequate solution to the crisis.
Numerous drug firms that
keep their principal place of
operations in Puerto Rico are
still convinced, but they would
be less so if their gains became
subject to Uncle Sam’s grasp. 
JAVIER INCLÁN

San Juan, Puerto Rico

Spending a penny

Many moons ago Lyndon
Johnson was widely quoted as
justifying his unwillingness to
sack J. Edgar Hoover as the
head of the FBI, on the ground
that “it’s probably better to
have him inside the tent piss-
ing out, than outside the tent
pissing in.” Fast forward to 2017
and Donald Trump, confront-
ed with an only sporadically
incontinent director of the FBI,
suddenly decides to dismiss
him at a moment’s notice
(“Biting the hand that made
him”, May13th). Following that
defenestration, James Comey
is now well and truly outside
the tent. In these new circum-
stances, he can, one assumes,
fairly be excused for respond-
ing to calls ofnature as and
when they arise. 
NICHOLAS MACCABE

Zurich

Britain left out in the cold

Ted Stroll suggested that
Britain should become a new
province ofCanada after Brexit
(Letters, April 6th). There are
additional benefits to doing
this. Britain would have access
both to the boat-building
technology of the Inuits and to
the oil sands in Alberta. In this
way it could have its kayak and
heat it.
TOM MURPHY

Montivilliers, France7
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Established in 1964, the African Development Bank is the premier pan-African development 
institution, promoting economic growth and social progress across the continent. There are 80 
member states, including 54 in Africa (Regional Member Countries). The Bank’s development 
agenda is delivering the fi nancial and technical support for transformative projects that will 
signifi cantly reduce poverty through inclusive and sustainable economic growth. In order 
to sharply focus the objectives of the Ten Year Strategy (2013 – 2022) and ensure greater 
developmental impact, fi ve major areas (High 5s), all of which will accelerate our delivery for 
Africa, have been identifi ed for scaling up, namely; energy, agro-business, industrialization, 
integration and improving the quality of life for the people of Africa. The Bank is seeking 
to appoint the Vice President and Chief Financial Offi cer who will be part of the senior 
management team that is  leading the successful implementation of this vision.
 
Reporting directly to the Bank President, the Vice President and Chief Financial Offi cer, is 
responsible for providing strategic leadership on all Finance-related activities of the Bank 
Group, comprising primarily treasury activities including borrowings from the capital markets 
and investment activities; accounting and fi nancial reporting and loan administration; fi nancial 
management including overall asset/liability management; strategic resource mobilization 
including syndication and co-fi nancing activities, and the strengthening of the non-statutory 
fi nancial resources and instruments. The Administrator of the African Development Bank’s 
staff retirement plan also reports to the Vice President and Chief Financial Offi cer. The Vice 
President of Finance provides strategic advice to the President on the key fi nancial matters of 
the African Development Bank, the African Development Fund and the Nigeria Trust Fund.
 
Interested applicants must have broad, executive level experience in the area of Finance;  hold 
at least a Master’s degree or equivalent in Finance and/or Business Administration or related 
disciplines; and have a minimum of fi fteen years of relevant experience acquired in a reputable 
fi nancial institution, of which the last fi ve years should have been at a senior management 
level. Applicants must also have experience of working in large, multicultural organizations in 
the public or private sector with a diverse workforce and be sensitive to diversity concerns of 
staff and Boards of Directors.
 
The closing date for applications is 23 May 2017, (12h00 Midnight GMT). The African 
Development Bank group has retained Devex to assist with this appointment. To apply, please 
click on the following link:
http://www.surveygizmo.com/s3/3537118/Vice-President-Chief-Financial-Offi cer-EL3
 
This position attracts international terms and conditions of employment. Should you 
encounter technical diffi culties in submitting your application, please send an email with a 
precise description of the issue and/or a screenshot showing the problem, to:

HR Direct HRDirect@AFDB.ORG

VICE-PRESIDENT and

CHIEF FINANCIAL OFFICER
 

Duty Station: Abidjan, Côte d’Ivoire
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INSIDE a brightly lit shop in Amsterdam
half a dozen people inspect the wares.

Alongside the bongs, vibrators and heart-
shaped key rings in its glass displays are
rows of small silver packets emblazoned
with names such as “Herbal Speed”, “Trip
E” and “Liquid Bliss”. Four capsules of
“Space Trips” will “take you to the moon
and back” for €12.50 ($13.30). There are 160
coffee shops in this city where marijuana
can be bought and smoked perfectly legal-
ly. But as these shiny packets bear witness,
there is also a thriving market for “legal
highs”, synthetic alternatives to drugs such
as ecstasy or cocaine. 

Humans have always sought to intoxi-
cate themselves. For millennia they had
only what could be reasonably easily
coaxed from poppies, grapes, mushrooms
and the like to help them in their endeav-
ours. In the 19th century chemistry al-
lowed the chemical compounds that had
made such things worth seeking out to be
purified and marketed. New drugs from
the laboratory, such as ether and nitrous
oxide, found a role in “laughing gas” par-
ties and “ether frolics” well before they
were pressed into medical service as an-
aesthetics. 

The 20th century saw new drugs
created from scratch: amphetamines, bar-
biturates, benzodiazepines and more. It

also saw a far more spirited, if often fruit-
less, policing of the line between drugs-as-
medicine and drugs-of-choice—a line that
was in many cases drawn according to the
sort of people who chose to use the drug,
rather than any essential danger it posed.
These prohibitions rarely improved public
health orpublic order; but they did encour-
age some of those who served the markets
on the wrong side of the line to investigate
the potential of molecules similar to those
in existing drugs but not yet subject to any
sanction. 

As the 21st century took off, so did the
sale of these new drugs. At the turn of the
century the UN Office on Drugs and Crime
(UNODC) recognised only a handful of
“new psychoactive substances” in use
around the world. By 2008 the number
was up to 26; by 2014 it was 452; in a UN-

ODC report to be published this summer
the total is expected to reach 700. Most do
not stick around, appearing on the streets
or in the head shops where drug parapher-
nalia is sold only for a few months; but 80
or so have spent years on the market. Nev-
er before has there been such an array of
pills, gases and liquids available for people
to swallow, inhale or inject. 

New compounds such as those in that
Amsterdam shop make up only a very
small fraction of the global drugs trade. But

in theirprofusion, in the way that they blur
the distinctions between the legal and the
illegal, and in the unintended conse-
quences that can follow when one sort of
high is traded for another, they offer a win-
dow into its future. 

It is easier to set up a clandestine labora-
tory, or even a fully fledged pharmaceuti-
cal factory, than ever before. As a result the
world now has an innovative infrastruc-
ture capable ofdeveloping synthetic varia-
tions on established druggy themes with
ease, whether it is to circumvent laws on
ecstasy in Europe or to meet the rocketing
demand for opioids in America. 

Bigger bangs
Almost all these new drugs are intended to
replicate the effects of older stimulants,
hallucinogens, depressants and the like.
Yet their changed molecular structures
mean that their effects are different—some-
times subtly so, sometimes dramatically
and dangerously so. Some of them, in
some circumstances, may well offer real as
well as legal benefits with respect to the
originals: a more enjoyable high, say, or a
milder portfolio of side-effects. But two
drugs which, in molecular theory, look
quite similar can differ a lot in practice—
with one more addictive, say, or easier to
overdose on. 

At the moment illicit manufacturers
and drug-dealers do not know how people
will react to the druguntil ithits the market,
and the full impact may not become visi-
ble for a long time afterwards. It is hard to
see how to reduce the harm which can be
done, let alone maximise possible bene-
fits, in a world where prohibition remains
a default, but ineffective, response to many

Expanding universe

AMSTERDAM

Globalisation, the spread ofpharmacological know-how and the darkweb have
made more mind-altering substances available than everbefore 
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2 broad categories ofdrug. 
As the market for new psychoactives

took off in the 2000s, the main selling
pointwas thatveryprohibition: legal highs
could be sold openly in head shops (which
boomed as a result). According to Fiona
Measham, a drug specialist at Durham
University, the new highs were particular-
ly appealing to 30-something profession-
als, such as teachers, who would lose their
jobs if found with illegal substances. 

In some places a new spirit of experi-
mentation emerged, particularly among
“psychonauts”, mostly educated young
men, excited by the chance to ingest new
substances and discuss their explorations
with others. Earth, the pseudonymous co-
founderofErowid, an encyclopedic online
resource on drugs and their effects, sees it
as a modern-day equivalent of “Amazo-
nian residents tasting the bark of various
trees in combination with the leaves of ev-
ery plant to test their effects.” In the 2010s
the rise of the “darkweb”, which can be ac-
cessed through encrypted browsers such
as Tor, made the new synthetic drugs
pretty easy to purchase even after the au-
thorities got around to prohibiting them. 

One result of this experimentation is
that a handful of new drugs have been
found to be just as good, if not preferable,
to older illicit substances. Take mephe-
drone (4-methylmethcathinone), which
became popular among European club-
bers in the mid-2000s. Ecstasy (MDMA)
was in short supply at the time, recalls Ti-
bor Brunt at Trimbos, a drug-research cen-
tre in Utrecht, and what was available was
of poor quality; mephedrone and 4-FA (4-
fluoroamphetamine, another clubbing
drug) were legal ways to fill the gap. Ac-
cording to a 2016 study from the Autono-
mous University of Barcelona, mephe-
drone users report “euphoria, stimulation,
alertness, empathy, sociability, talkative-
ness, intensification of sensory experi-
ences and light sexual arousal”, which
makes it sound pretty much indistinguish-
able from MDMA. 

At first the new drugs were often passed
off as MDMA, but they soon came to be
sold for what they were and their merits—
formephedrone, a shorterhigh and a more
mellow comedown—appreciated. Accord-
ing to a 2014 paper by Mr Brunt and his col-
leagues, once 4-FA had become estab-
lished 77% of users took it for its effects, not
because of its legal status. This suggests
that even though, this April, it became ille-
gal in the Netherlands, itwill still be widely
taken, just as MDMA is. 

Not many new psychoactives, though,
earn a place in the market through merit-
based competition. The origins of synthet-
ic cannabinoids, which target the same as-
pect of brain chemistry as THC, the main
active compound in marijuana, and fenta-
nyl, an opioid, date back to the late 1950s
and early 1960s, when the pharmaceutical

industrywas lookingfornewmedicines of
all sorts. Fentanyls found a niche in pain
management; the early synthetic cannabi-
noids had “such a mind-blowing effect”,
recalls David Nutt of Imperial College Lon-
don, that the companies never took them
to market. Today both are widely abused
as more available, and more potent, substi-
tutes for other drugs.

Synthetic cannabinoids sold in Europe
and America as “Spice”, “K2” and “Black
Mamba”, among other names, are mostly
produced in China; in some cases their
synthesis is perfectly legal. They are then
shipped to Europe and America in the
form of powders; there they are mixed
with solvents and applied to dried leaves—
tobacco, marshmallow and tomato are
popular. 

Successive attempts to crack down on
them by governments have led producers
to tinker with the molecular structures
ever more, removing them ever further
from THC. This makes them a far more het-
erogeneous group of drugs. According to
Oliver Sutcliffe, a chemist at Manchester
Metropolitan University, four different
synthetic cannabinoids appeared in Man-
chester over a period of five weeks earlier
this year, with the concentration of the ac-
tive component in different batches vary-
ing by a factor of ten. But the drugs all
looked identical. 

The effects of these synthetic cannabi-
noids can be very different from those of
ordinary cannabis. Some users start stum-
bling around zombie-like after taking
them, though these catatonic effects typi-
cally wear off after 20 minutes or so. Some
other effects—though not necessarily the
high—can last a lot longer than those of
cannabis, says Paul Dargan, a toxicologist
at Guy’s and St Thomas’ Hospital in Lon-
don. The drugs can cause convulsions;
some have led to cardiac arrest. Unpleas-
ant withdrawal symptoms are common. 

Unsurprisingly, this is not very appeal-
ing to people with access to alternatives. In
Amsterdam few of the head shops selling
“legal” or “herbal” alternatives to ecstasy

and stimulants find it worth their while to
sell synthetic cannabinoids. A 2015 report
from the Drug Policy Alliance, an NGO

based in New York, found that arrests for
synthetic cannabis in Colorado dropped
by halfwhen stores selling legal marijuana
opened in 2014.

But synthetic cannabinoids do have
their selling points. They are often strong;
they are often cheap; and they don’t show
up in urine tests. A listing on the dark web
for “Dank Tobacco Spice” boasts that users
can get high “in front of the police the Boss
Your Mom The Judge Probation and Parole
Officers and neverget detected”. Synthetic-
cannabinoid use is rife in those American
homeless shelters in which urine samples
are mandatory. They are also by far the
most widely used drugs in British prisons,
where a spate of recent riots has been
linked to them. One person who works in
those jails says that when he smells canna-
bis being smoked behind bars he immedi-
ately feels more at ease; not only will the
inmates be less aggressive, but any symp-
toms will be far more predictable. 

Dark matter

The rise of fentanyl followed a similar, but
more deadly, trajectory. Illicit fentanyl first
started to appear in the 1980s, according to
Michael Evans-Brown of the European
Monitoring Centre for Drugs and Drug Ad-
diction in Lisbon. It was soon linked to a
spate ofdeaths, and disappeared. Over the
past five years, though, fentanyl and a
range of relatives and lookalikes have
made a comeback. Aggressively marketed
pharmaceuticals such as OxyContin have
led to an epidemic of opioid addiction in
America, and those addicted sometimes
turn to illegal opioids as an alternative to
highly priced and sometimes strictly po-
liced medical ones. As well as heroin, they
can now get hold ofas many as 30 variants
of fentanyl (ofwhich only19 are controlled
substances under federal law). 

Fentanyl is powerful—50 to 100 times
stronger than morphine. Some of its rela-
tives are more potent yet. “If you are buy-

Stepping up
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2 ing this for resale and selling it on as fenta-
nyl I advise you cut this to ensure you do
not harm your clients,” says a dark-web
seller of one called carfentamil, and he is
not kidding: a single gram of the stuff can
make tens of thousands of doses, accord-
ing to Mr Evans-Brown. 

Such concentrated oomph means that
lucrative quantities can be shipped in very
small packages. In March an investigative
report by the Globe and Mail, a Canadian
newspaper, revealed that fentanyl was be-
ing shipped in from China inside silica-
desiccant packets packaged with urine-test
kits. Because the packets weighed less than
30 grams, Canadian border guards were
not allowed to open them without getting
the permission of the recipient. 

Potencynotonlymakessmugglingeasi-
er: it makes dealing more profitable. Ac-
cording to an official from America’s Drug
Enforcement Administration, quoted in
the House of Representatives earlier this
year, a kilo of heroin can be purchased for
roughly $6,000 and sold wholesale for
$80,000 before fetching a few hundred
thousand dollars on the street. The price
for a kilo of fentanyl might be $3,500-
5,000; stretched out into 16-24kg ofproduct
it might be worth $1.6m.

The potency makes overdosing very
easy, and fentanyl overdoses are harder to
treat than those of other opioids. In 2015
over 9,000 people in America died from a
synthetic opioid overdose. In Ohio, one of
the worst-affected states, fully 62% of those
who recently died from a heroin or fenta-
nyl overdose had been prescribed at least
one opioid painkiller in the previous seven
years. 

The response of rich-world authorities
has mostly been more bans. Initially gov-
ernments outlawed one substance after
another, playing a game of whack-a-mole
with producers, who would add molecu-
lar tweak after molecular tweak. “We have
created a hydra phenomenon,” says Ken-
neth Tupper, of the British Columbia Cen-
tre on Substance Abuse. “You cut off the
head of the beast and eight more pop up.”

As a result, broader laws have also been
put in place. In 2010 Ireland introduced a
blanket ban. In America the Synthetic
Drug Abuse Prevention Act of2012 banned
“cannabimimetic agents”, as defined by
the effects they have on the brain. Last year
Britain passed a sweeping piece of legisla-
tion which outlawsanything thathas“psy-
choactive effects”—altered perceptions of
time and space; hallucinations; changes in
alertness; enhanced empathy; drowsi-
ness—along the lines of those provided by
older illicit drugs. 

These broader bans have not worked
much better. In Ireland head shops closed
down but the use ofthese drugsdid not: ac-
cording to a Eurobarometer survey, some
22% of those aged between 15 and 24 had
taken a new synthetic drug in 2014, com-

pared with 16% in 2011. In British prisons
the price of Spice and its variants has actu-
ally come down since the ban was put in
place, defying the rules of the market, ac-
cording to one person who works in them.
Some bans may have done real harm. A
2016 report from the Beckley Foundation, a
British research and lobby group, suggests
that the government’s addition of mephe-
drone to the schedule of controlled sub-
stances in 2010 may have led to a brief rise
in deaths from cocaine.

Light and darkness
An alternative approach is to try and
stamp out the drugs at their source. In 2015
China regulated 116 synthetic drugs, in-
cluding several fentanyl derivatives; in
March this year it added four more to its
list. Yet in the same year the UNODC found
that over a hundred new drugs had been
synthesised. And suppressing fentanyl in
China may justpush it elsewhere: drug car-
tels in Mexico have incentives to try and
find scientists to synthesise these drugs,
considering the profit margins. American
politicians also talk of clamping down on
international post in order to try to detect
these drugs more effectively; but it is
doubtful that this will catch all of the fenta-
nyl making its way into the country, espe-
cially as it can be carried on people rather
than in parcels. Such a policy is more likely
to lead to ever more inventive ways for
dealers to smuggle it in, and to increase the
incentives for discovering variations that
are as potent as possible.

A more enlightened response would be
to explore the possibility that some of
these drugs might, in some settings, be
comparatively benign, and that if that is
the case then making them more easily
available might make sense. New Zea-
land—where, given the distance from other
drug markets, new synthetics are particu-
larly popular—looked at such an approach
in 2013 with a plan to regulate, rather than

to simply prohibit, some new drugs. The
rules allowed manufacturers of new psy-
choactive substances to apply for permits;
if after a year-long clinical trial their drugs
were found to be “low risk”, they would be
allowed to sell them to people over the age
of 18. Yet this soon fell foul of other legal
problems, with an anti-vivisection society
successfully lobbying to ensure that the
drugs in question, unlike those intended
for medical use, could not be tested on ani-
mals. Robbed of ways of demonstrating a
compound’s safety, the plan stalled.

In theory, the profusion of new drugs,
and ofpsychonauts willing to try them, of-
fers an opportunity to rethink various as-
pects of drug policy. The wheat could be
sorted from chaff, drugs with lower risks
distinguished from those with higher risks,
compounds with possible medicinal merit
singled out for further development. In
practice, though, as long as prohibition
dominates the responses, the opportuni-
ties fornewknowledge will be scarce—per-
haps more so than ever. Mr Nutt, a former
British government adviser and a critic of
current policy, complains that the sweep-
ing British ban has made the study of psy-
choactive substances harder. It also means
that academic research groups may find
that drugs in their laboratories which were
previously perfectly legal have become il-
legal, further hindering research. 

The boom in synthetic drugs has given
consumers more choice; some of its pro-
ducts may be genuine improvements on
their predecessors in some settings. But it
has also provided dangerous and poorly
understood products to people who are of-
ten already marginalised. A willingness to
re-examine current policies would reap
dividends. At present, though, the new
substances add to the confusions and con-
tradictionsofthe old system—which, in the
case ofAmerican federal law, treats the fen-
tanyl which is killing thousands as less of
an issue than marijuana. 7
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AS THE old saw has it, nobody reads
party manifestos. Most voters have

made up their minds, and undecideds
choose on the basis of leadership, not elec-
tion pledges. Yetmanifestosmatter, for two
reasons. One is that they count in govern-
ment, especially when, as now, there is no
majority in the House ofLords (by conven-
tion, the Lords do not oppose manifesto
commitments). The other is that manifes-
tos are a guide to parties’ philosophy.

The first impression from this week’s
Labour, Liberal Democrat and Conserva-
tive manifestos (the third emerged as we
went to press) is ofclearblue water. Labour
is proposing big spending increases, fi-
nanced mainly by sharp rises in taxes on
companies and the rich (defined as earn-
ing above £80,000, or $104,000, a year).
The Tories are more frugal, though they are
dumping their commitment not to raise in-
come tax and national insurance contribu-
tions; they are also alone in not guarantee-
ing the “triple lock” for state pensions. The
Lib Dems are in the middle: more spending
than the Tories, less than Labour.

Policy differences exist also over educa-
tion, health and social care (for which the
Tories propose to make the rich elderly pay
more), as well as on Britain’s exit from the
European Union. Here Labour makes its
priority the economy and jobs. The Tories’

have, to some degree, reverted to a pre-
Thatcher way of thinking about the econ-
omy and free markets.

This is most obvious in the case of Je-
remy Corbyn, Labour’s leader. His mani-
festo does not just propose a lot more
spending, but also an extensive pro-
gramme of renationalisation, including
Royal Mail, the railways and the water
companies. For all Labour’s insistence on
fiscal responsibility, there is little sign of
howto payforall this: a currentbudget bal-
ance is not a budget balance, and there are
good reasons to question the revenues
likely to be generated from higher income
and corporate taxes. Labour also proposes
new rights for workers and trade unions
and measures to curb top salaries, includ-
ing an “excessive pay levy” on companies
that have very highly paid staff.

This is the most left-wingmanifesto that
Labour has proposed since Michael Foot’s
notorious “longest suicide note” of 1983,
even if many details are less loony than
then: no import or capital controls, for in-
stance. Oddly for a leader whose main in-
terest is foreign affairs, Mr Corbyn is strik-
ingly moderate in this area. His manifesto
pledges to maintain the nuclear deterrent,
supports NATO and promises to stickto the
target of spending 2% of GDP on defence,
all policies that contradictwhatMrCorbyn
himselfhas stood for in the past. 

Yet it is Theresa May’s manifesto that is
most interesting, and not just because she
is on course for victory on June 8th. For it
reveals a Tory leader whose instincts are
more interventionist than any predecessor
since Edward Heath in 1965-75. To deal with
complaints about energy prices, she joins
Labour in proposing price caps. She prom-
isesa newgeneration ofcouncil houses, al-

emphasis is on controlling immigration
and escaping the European Court of Jus-
tice. And the central plank of the Lib Dem
manifesto is a second referendum on a
Brexit deal, with continuing EU member-
ship as a clear alternative. In this election,
in short, voters can hardly complain that
they do not face genuine choices.

Yet, beyond the headlines, what
emerges more strikingly are the common
themes. One is the absence of much men-
tion of the budget deficit. Torsten Bell of
the Resolution Foundation, a think-tank,
pointsout that in 2010 and 2015 thiswas the
central issue; as the deficithas fallen, so has
its political salience. Yet given the risks as-
sociated with Brexit, and fearsofa possible
future recession or another market crash, a
continuing large deficit and a public debt
of 90% of GDP ought to be of greater con-
cern than they are.

A second is how little appetite there is
for cutting taxes, rolling back regulation
and lightening burdens on business. All
three parties seem, instead, to want to in-
crease the state’s role in the economy.
None of the three leaders seems to be a
true economic liberal, including the nomi-
nally liberal Tim Farron. They appear to
share the notion that markets need more
curbs, not more freedoms. As one observer
puts it, thisweek’smanifestosshowthatall

Election manifestos

The state is back

The three main parties are proposing very different policies. Yet they have a
common thread: a more intrusive role forgovernment
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2 though she is cagey about how to finance
it. She also backs a higher minimum wage,
albeit smaller than Labour’s.

Mrs May is promising not just to retain
all EU rights for workers after Brexit, but to
add to them. Her manifesto includes sever-
al digs at business, including demands for
more transparency on executive pay and
some form of worker representation on
boards. As Paul Johnson of the Institute for
Fiscal Studies, another think-tank, notes,
the biggest example of her interference in
the market concerns immigration (see next
story). She restates the target of cutting the
net figure below 100,000, from almost
three times that today, and she makes clear
that thecostofpolicing lowerEU migration
must fall on employers.

In part what Mrs May is doing is merely
tactical. On Brexit and immigration, she
wants to mop up voters who formerly
backed the UK Independence Party. On so-

cial and employment policies, she hopes
to steal Labour moderates. Judging by the
polls, she is doing well on both fronts. Yet
her manifesto also reveals a new Tory pa-
ternalism, no longer aiming to reduce the
reach of the state but instead pursuing an
interventionist strategy.

What is oddest about this is not its
break from the past, but its timing in rela-
tion to Brexit. Mrs May is pursuing a “hard”
Brexit that involves leaving the EU’s single
market. If business is to thrive and new in-
vestment to be attracted in the uncertain
world that this will create, a more logical
move would be to reduce intervention, cut
red tape and lower taxes. To choose this
moment to move closer to a continental
European model of more regulated mar-
kets is not just perverse but risky. No won-
der business is lukewarm about Mrs May’s
manifesto—and about its own prospects in
a post-Brexit Britain.7

THE uncertaintycreated byBrexitmakes
it hard to draw up concrete policies in

many areas. But Britain’s imminent depar-
ture from the European Union has
changed the context for one issue in partic-
ular: immigration. Labour’s manifesto is
cautiously vague, promising “fair rules”
and reasonable management. But Theresa
May has reiterated one long-running Con-
servative promise: to bring net migration
(immigration minus emigration) to below
100,000 a year. This commitment, and the
party’s ongoing failure to fulfil it, has hurt
the Tories in the past. That makes their
dogged adherence to it all the stranger.

David Cameron introduced the pledge
in 2010 in an effort to win an election. The
ploy worked—but he got nowhere near
meeting the target. Mrs May is only slightly
more likely to succeed. Until now the Con-
servatives have been able to blame the EU,
whose rules on free movement mean that
much immigration to Britain is beyond the
control of the government. After Brexit,
cutting migration from Europe will be pos-
sible. But even if Britain banned all immi-
gration from the EU—which would be ruin-
ous—net migration would remain above
100,000 (see chart).

Cutting the numbers from the rest of

the world hasproved difficult. Recent court
rulings mean that tightening the restric-
tions on family visas and refugees will be
tricky. Mrs May now plans to charge firms
higherfees forhiringskilled foreigners. Not
only would this hurt businesses, it would
make it harder to secure post-Brexit trade
deals. India, for example, has already
made clear that any trade agreement
would have to include some concessions
on migration.

Why stick to this foolish target? Rob
Ford of the University of Manchester sug-
gests three reasons. First, Mrs May might
worry that abandoning the commitment
could jeopardise her chances of hoovering
up the votes of one-time supporters of the
anti-immigration UK Independence Party.
Second, voters do not trust the govern-
ment when it comes to immigration (two-
thirds think it unlikely that the Tories
would reduce net migration by very
much). The prime minister may worry
that, implausible as her goal seems, drop-
ping it would erode that trust still further.
Third, Mrs May has invested time and la-
bour in the issue, having grappled with it
for six years as home secretary.

A fourth possibility is that she envis-
ages a deep post-Brexit recession, which
would cause immigration to dry up.

The target might be fudged. Tailored
visa programmes for particular industries
could exclude crowds ofmigrants from the
figures, if they were rejigged to look only at
long-term stayers. Four-fifths of Britons
would be happy for doctors from the EU to
be given special visas, according to an Ip-
sos MORI poll. (Only two-fifths would
award them to bankers.) But with the gov-
ernment apparently unwilling to discount
foreign students from the statistics, despite
the public’s affection for them, carve-outs
for particular industries seem unlikely.

If the prime minister fails on her pledge,
trust in her and her government could
erode. Mrs May’s claims to have got the
best Brexit deal might be met with scepti-
cism from Brexiteers, many of whom see
reducing migration as the main reason for
leaving the EU. Disappointed former UKIP

voters could even be seduced by nastier
political forces.

Yet the graver danger is that Mrs May
succeeds. The economic damage would be
considerable, not least in the impact on the
public finances. The current migration
flow works in Britain’s favour. The country
exports expensive pensioners and imports
mostly young, healthy, taxpaying foreign-
ers. The government’s fiscal watchdog
reckons that by the mid-2060s, with net
migration of around 100,000 public debt
would be about 30 percentage points high-
er as a proportion of GDP than if that num-
ber were 200,000. Of all the prime minis-
ter’s promises, Britons must hope that her
vow to cut immigration is one she is will-
ing to break. 7
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The Tories’ plan to cut immigration by two-thirds would be highly damaging
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THERESA MAY and Jeremy Corbyn do
not have much in common. Yet both

are offering education policies focused on
improving the chances of children from
poor families. Mr Corbyn’s Labour Party
manifesto includesa promise to abolish tu-
ition fees, levied by most universities at
£9,000 ($11,600) a year. Mrs May plans to
introduce new grammar schools, which
are allowed to select pupils at 11 on the ba-
sis ofscholarly talent.

Both policies will win votes: polls sug-
gest that people quite like grammar
schools and greatly dislike tuition fees.
That is partly because both ideas hark back
to a post-war golden age of social mobility,
in which bright, poor children could take
the 11-plus entrance exam to win entry to a
good school, before proceeding to a free
university and, later, a career in business,
government or science.

Yet, in truth, the post-war years of up-
ward mobility had more to do with the
changing structure of the labour market
than educational institutions. And the evi-
dence suggests thatboth policieswill prob-
ably fail to improve social mobility.

Take fees first. The Labour manifesto ar-
gues that there “is a real fear that students
are being priced out of university educa-
tion”, but provides flimsy evidence to sup-
port the claim. Although, as it notes, the
number of students has fallen this year,
that reflects a fall in the 18-year-old popula-
tion, Brexit’s deterrence of foreign appli-
cants and the abolition of bursaries for

those on nursing and midwifery courses.
The reality is that the gap in higher-
education attendance between rich and
poor students has narrowed since the gov-
ernment tripled the amount that universi-
ties were allowed to charge in 2012.

Shifting funding from the state to stu-
dents enabled the government to remove
limits on the numbers universities could
admit. The resulting increase particularly
benefited poor students. In Scotland,
where tuition is free and a cap on student
numbers remains, the growth in university
attendance in deprived areas has been
slower. In England loans are available to
pay for tuition and are paid backonly once
a graduate earns more than £21,000 a year.
Since outstanding debts are forgotten after
30 years, almost three-quarters of gradu-
ates will probably never fully repay their
loan. Thus the abolition of tuition fees
would mostly benefit high earners. The In-
stitute for Fiscal Studies, a think-tank, esti-
mates the policy would cost £8bn a year. 

Likewise, children from well-off fam-
ilies are the main beneficiaries of Britain’s
163 existing grammar schools. According to
research published last year by the Educa-
tion Policy Institute, another think-tank,
children at grammars score one-third of a
grade higher in each of their GCSE exams,
which are taken at16, than do those at com-
prehensive schools. Yet few poor children
pass the entrance tests: just 2.5% ofchildren
at existing grammars receive free school
meals (a proxy for poverty), compared

with 8.9% at nearby state schools. And
those at comprehensive schools near
grammars do worse than their peers else-
where, partly because grammars attract
the best teachers. 

There are ways to increase the number
of poor pupils at grammar schools: from
creating entrance tests that are harder to
prepare for to mandating a certain number
of places for children on free school meals.
But those children who failed to make the
cut would still do worse than they would
under a comprehensive system. Studies
have demonstrated that selection at11does
not improve overall results: it merely
changes the distribution ofgood grades.

Both MrsMayand MrCorbyn say that a
desire to improve social mobility lies at the
heart of their education policies. In fact,
they riskdoing just the opposite. 7
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Ditching tuition fees and opening grammarschools could help rich children at the
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Going up in the world

TO FINANCE the many costly promises
in itsmanifesto the LabourPartywould

need to increase taxes significantly. It has
promised a steep rise in corporation tax
and a higher rate of income tax for those
earning more than £80,000 ($104,000) a
year. The Liberal Democrats want to add
one percentage point to each band of in-
come tax to pay for extra spending on
health care.

The Conservatives, by contrast, like to
portray themselves as the party of low tax-
es. On the campaign trail Theresa May has
talked ofher low-tax “instinct”. But she has
left the door open to higher taxes, in con-
trast to herparty’spromise in 2015 not to in-
crease income tax, VAT or national insur-
ance contributions (a payroll tax which
Philip Hammond, the chancellor of the ex-
chequer, is keen to raise).

Regardless of the parties’ manifestos, a
look at Britain’s accounts makes one thing
clear: whoeverwins on June 8th and what-
ever promises they make now, in the com-
ing years the tax burden is likely to rise to
its highest level in decades. 

When the Conservatives came to pow-
er in coalition with the Lib Dems in 2010,
the government was running a budget def-
icit worth 10% of GDP. As ministers went
about reducing the deficit in the parlia-
ment of 2010-15, most of the adjustment
was borne by cuts to public spending rath-
er than by tax rises (see chart on next page).

A number of departments, such as
health, education and international devel-
opment, have been largely spared the axe. 

Tax

Let me tell you
how it will be

Whoeverwins the next election, taxes
are likely to go up





30 Britain The Economist May 20th 2017

2 But others, such as work-and-pensions
and transport, saw real-terms cuts of more
than a third in 2010-16. Real spending on
public services has fallen by 10% since
2009-10, the longest and biggest fall in
spending on record. This brought the bud-
get deficit down to 4% ofGDP in 2015-16. 

Departments can make efficiency im-
provements up to a point, but eventually
ever-smaller budgets make it difficult to
provide core services. From prisons to the
National Health Service, measures of per-
formance started to go south from around
2014, according to a recent report from the
Institute forGovernment, a think-tank. The
rate of child poverty, which fell during the
2000s, is now rising sharply, in part be-
cause ofbig cuts in working-age benefits.

Since the election in 2015 the govern-
ment has subtly adopted a new approach
to austerity: less emphasis on spending
cuts, more on tax rises. In the average bud-
get or autumn statement since then, the
government has called for tax rises four
times as big as the average in the parlia-
ment of 2010-15. Granted, the personal al-
lowance for income tax has risen. The
headline rate of corporation tax has been
cut. Yet increases in less-noticed charges
such as environmental taxes, stamp duty
(a levy on property transactions) and in-
surance-premium tax (levied on every-
thing from holiday to vehicle insurance)
have more than compensated. 

Mr Hammond is fast gaining a reputa-
tion as a tax-grabber. In his first budget in
March the chancellor pencilled in a reduc-
tion in the tax-free allowance for dividend
income from £5,000 to £2,000. He also pro-
posed an increase in the national-insur-
ance contributions paid by the self-em-
ployed—though this was hastily, and
embarrassingly, withdrawn afteran outcry
from newspapers and Tory backbenchers.

In all, following recent revisions to offi-
cial economic forecasts, it is now expected
that in 2018-19 the tax burden, expressed as
a percentage of GDP, will be at its highest
level since the mid-1980s. Mrs May’s “in-
stinct” may well be to lower taxes, but she
cannot help being bound by Britain’s un-
forgiving fiscal arithmetic. 7

Declare the pennies on your eyes

Source: OBR
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Social care

A death tax by another name

AS BRITONS get older and iller, some-
body has to pay more to lookafter

them. Yet recent cuts in local-authority
spending on social care have turned this
into a huge problem for the National
Health Service. Inadequate social care
has led to bed-blocking in hospitals by
elderly patients. Theresa May’s Tory
manifesto commendably seeks to tackle
this problem. But in doing so it will create
winners and, more awkwardly, losers.

Under today’s policy in England the
state pays the social-care costs only ofold
people with assets of less than £23,250
($30,000). For those in a care home, the
£23,250 limit includes the value of their
house; for those being looked after at
home, it does not. The Tories plan to raise
the asset ceiling to £100,000, paid for in
part by means-testing the winter-fuel
payment, a quaintly named welfare
benefit for elderly folk. But the ceiling will
now include the value of the home, no
matter where care is provided. The mani-
festo promises not to force people to sell
their properties while they (or their part-
ners) are alive. Instead their social-care
costs will be recouped on death.

The raising of the asset ceiling will
help a lot ofpeople, including most nota-
bly those already receiving residential
social care. But including the value of
homes for all, at a time when the average
house price in England is £230,000, will
hit many more. When Labour first pro-
posed a similar scheme in 2010, the Tories
dismissed it as a “death tax”. Now, as so
often with Mrs May’s manifesto propos-
als, she has brazenly purloined their idea.

Supporters of the plan argue that it is
only fair to get the wealthy elderly to pay

for more of their own care, even if the bill
is deferred. Mrs May will also be praised
for being prepared to shift the balance of
public policy away from favouring the
old against the young. Means-testing of
the winter-fuel payment and scrapping
the “triple lock” that guarantees the value
of the state pension will be seen as evi-
dence that the Tories now feel confident
enough no longer to indulge a group that
overwhelmingly votes for them.

Yet there will be plenty ofcritics of the
plan. It inverts the proposal first put
forward in the Dilnot report in 2011,
which suggested putting a cap of£35,000
on all social-care costs, above which the
state would pickup the bill. The Tories
had accepted this idea but put the ceiling
up to £72,000. The idea was, in effect, to
pool the risks ofhigh social-care costs
across the whole population. Sir Andrew
Dilnot hoped this would encourage a
private market for social-care insurance.
But without a cap on social-care costs,
that seems unlikely. Sir Andrew said this
weekthat he was “very disappointed” in
the Tories’ plan and that a majority of
people receiving care would be worse off.

The new policy at least tries to deal
with the mounting crisis in the social-
care system and relieve pressure on the
NHS. But it does so by passing the cost on
to the children ofparents who happen to
be sickest or most in need, rather than
spreading the burden. A fairer way of
doing that, and capturing some of the
windfall gains from rising property
prices, would have been to increase
inheritance tax for all. But that would
surely have cost the Tories the votes of
many of their strongest supporters.

The Toryanswerto social care is to pass much of the cost on to the children
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The campaigns

Speakers’ Corner

Boy jobs and girl jobs
“We have a dishwasher...As in
a machine.”
Theresa May seems anxious to avoid the
impression she employs a migrant worker
in her kitchen. Sunday Times

Managing expectations
“I don’t see Labour winning…I believe
that ifLabour can hold on to 200 seats or
so it will be a successful campaign.”
Len McCluskey, leader of the Unite trade
union and prominent supporter of Jeremy
Corbyn, paints what would be the worst
result for Labour since1935 in brighter
colours. Politico

Ambushed
“The fat cats keep the money and us lot
get nothing.”
Kathy Mohan, who wants her Disability
Living Allowance back, confronts Theresa
May on a walkabout in Abingdon. 5News

For the many policies, not the few
“We will prohibit the third-party sale of
puppies…We will protect our bees.”
Labour’s manifesto tackles the hard issues

Weedy proposal
“Controlling the potency and taking the
trade away from criminals makes sense.”
Norman Lamb, the Lib Dem health spokes-
man, sets out plans to legalise pot

Women’s Lib
“Abortion is wrong. Society has to climb
down from the position that says there is
nothing objectionable about abortion
before a certain time. Ifabortion is
wrong, it is wrong at any time.”
Tim Farron, the Lib Dem leader, in a recent-
ly unearthed interview from 2007. Mr
Farron says he is pro-choice. War Cry

Tittle-tattle
“We have worked together over the
years—many years. Longer than we
would care to identify.”
Asked if the free-marketeer chancellor,
Philip Hammond, would keep his job after
the election, Theresa May equivocates

Bad company
“I’m not going to judge you on going to a
reception with Assad and I don’t think
people should judge Jeremy [for] trying
to talk to people who might be open to a
settlement in Northern Ireland.”
Emily Thornberry, the shadow foreign
secretary, reminds Sir Michael Fallon that
Jeremy Corbyn is not the only person to
have met some dodgy characters. BBC

Will you still need me
“I think68, as they say, is too late.”
Jeremy Corbyn argues for a lower retire-
ment age. His critics might agree: Mr Cor-
byn will turn 68 himself next week

LABOUR’S manifesto is as long as it is am-
bitious. Over 123 pages of sometimes

dense prose, the party promises to “up-
grade” the economy and “transform our
energy systems”. This would involve the
nationalisation of the water system, the
energy-supply network, Royal Mail and
the railways. Britain’s infrastructure is in-
deed due for an upgrade. But Labour’s
plans would be costly—both in the short
and long term.

The first challenge would be to move
privately held firms back into public own-
ership. The government might ultimately
need to fork out over £60bn ($78bn) for the
water industry, a similar amount for Na-
tional Grid (which runs electricity- and
gas-transmission networks) and £5bn or so
for Royal Mail. Borrowing such large
amounts would put upward pressure on
government-bond yields, which would
ripple through the economy into mort-
gages and corporate-borrowing costs.

Nationalising the railways, by contrast,
might not be especially costly. Network
Rail, which manages the track, is already in
public hands. The train companies have
time-limited franchises. Once these have
expired, the government could take back
control at little cost. However, many of the
franchises do not expire until the 2020s.
And if the operating companies knew that
they had no chance of holding on to them,
they would surely curtail investment.

More costly than the initial price ofbuy-
ing back these industries would be the
long-term damage done to them by plac-
ing them back under public management.
National ownership in the past was char-
acterised by chronic underinvestment and

inefficiency. A paper from the World Bank
pointed out that investment flooded into
Britain’s water industry after it was priva-
tised in 1989. Even on the railways, which
passengers readily complain about, satis-
faction is higher than in most ofEurope.

Yet Britain’s utilities are far from perfect.

On international rankings of infrastruc-
ture quality the country has slipped in re-
cent years. Energy firms take advantage of
consumers’ unwillingness to switch sup-
plier, by charging steep prices to their most
loyal customers. Water bills have risen
sharply in real terms since privatisation, in
part to pay for higher investment. 

A number of factors make Britain’s util-
ities work less well than they could. The
current system, where a “super-regulator”
(the Competition and Markets Authority)
shares competences with sectoral regula-
tors (such as Ofgem and Ofwat), creates
confusion. Regulations are complex; utility
firmshire seniorstaffless for their ability to
think creatively and more because they
can navigate the rules.

There is a need for fresh thinking on
how to solve these problems. But Labour
hassimplyexhumed policies thatwere bu-
ried decades ago for the good reason that
they did not work. The party’s leader, Je-
remy Corbyn, is often described as a radi-
cal. In fact his programme is in many ways
a conservative manifesto. 7

Nationalising industries

Ministers as
managers

A high short-term price and higher
long-term cost

Privatised Pat and his black and white fat cat
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THE aim of British elections is not only to produce a govern-
ment. It is also to produce a plausible opposition. Its task is to

provide a checkon Britain’s overmighty executive, a voice for the
losers in the ruthless first-past-the-post electoral system and, by
holding ministers to account for shoddy legislation and bad be-
haviour, to act as a spur to good government. A vigorous opposi-
tion is all the more important at a time when Britain is embarking
on a revolution in its relations with the European Union on the
basis ofa narrow result in a single referendum.

Alas, the chance of a robust opposition emerging from this
miserable election campaign is vanishingly slim. The Labour
Party is not so much an organised political group as a battlefield
between two rival ones: Jeremy Corbyn’s gang of far-left zealots
and the parliamentary party of moderates. Until recently the
moderates hoped that Mr Corbyn would do the honourable
thing if he leads Labour to defeat and resign, leaving them to em-
barkon the laborious workofrebuilding their party. Now it looks
as if that is the last thing on Mr Corbyn’s narrow mind. He is busy
shoring up his base by campaigning in safe seats and redefining
“success” as getting the same share of the vote that his predeces-
sor, Ed Miliband, got in 2015. His aim may be to survive until La-
bour’s annual conference in late September so that he can intro-
duce a vital change in the rules for selecting his successor,
reducing the proportion of MPs and MEPs needed to nominate a
candidate from 15% of the parliamentary party to 5%. This would
not only increase the chances of Labour’s next leader being an-
other hard-leftist but also help to shift control of the party from
the MPs to the grassroots.

If Mr Corbyn stays on, the issue facing the Labour moderates
will be the timing of the bloodbath. Should they wait for the
party conference in September to try to dethrone the left, or strike
quickly and form a separate parliamentary party after the elec-
tion? Some plotters point out that they are well prepared for the
conference, with lots of sensible delegates. Others argue that the
far left is too entrenched and that immediate action is necessary.
There is talk of a hundred Labour MPs forming a separate parlia-
mentary Labour Party after the election. One thing is clear: hold-
ing the Conservative government to account will be a secondary
concern. If Labour splits, then Theresa May will be confronted

with two warring opposition parties; if it holds together until
September, she will face a divided party obsessed with allotting
blame for its election defeat and fighting leadership battles.

Even if Mr Corbyn resigns it will be a long time before Labour
is fit for opposition. The party will spend time finding a new
leader. Possible left-wing successors include Rebecca Long-Bailey
and Clive Lewis; in the centre, Yvette Cooper and Chuka
Umunna are expected to stand. Sir Keir Starmer, Labour’s Brexit
spokesman, and Tom Watson, the deputy leader, may also run.
Whoever wins will hardly have an embarrassment of talent to
call on in forming an opposition. The parliamentary party is
dominated by courtiers to Tony BlairorGordon Brown who have
spent their lives in politics (such as Ms Cooper) and members of
political dynasties (like Stephen Kinnockand Hilary Benn).

The wilderness years have deprived Labour of bright sparks.
Some high-flyers such asTristram Hunthave abandoned political
careers and others have decided not to embark on them. The
partyhasalso been deprived ofideas. The battle between moder-
ates and extremists has been so all-consuming that neither fac-
tion has done much fresh thinking. This week’s manifesto is an
uneasy compromise between Ed Miliband’s policies and MrCor-
byn’s. MrBlair’s LabourParty held John Major’s Conservatives to
account because it had a self-confident leadership replete with
new ideas. Whatever happens after the election, it will be years
before Labour is again in that position.

What about the otheropposition forces? The second-biggest is
likely to be the Scottish National Party which, by its nature, is un-
interested in much of the government’s business in the rest of
Britain. (The SNP is bad for the art of opposition because it simul-
taneously entrenches one-party-rule north of the border and de-
prives Labourofseats and talent.) The Liberal Democrats will not
win enough seats to act as an alternative opposition, and may be
engaged in a leadership struggle of their own given Tim Farron’s
mediocre performance. Lord Ashdown, a former Lib Dem leader,
is among those promoting a “progressive alliance” of anti-Tory
forces. But forming alliances is difficult even when the parties in-
volved are not in chaos. And the Labour Party is too large and
proud to compromise its identity by forming anything other than
the loosest ofpacts. The great problem with Labour is that it is too
weak to win an election but too strong to cede the position of the
official opposition.

Strong and unstable government
The enfeeblement of the parliamentary opposition is already
generating talk about extra-parliamentary resistance. On the far
left, groups such as Momentum argue that the “real” opposition
must come from the streets. On the moderate left there is talk of
the BBC stepping in to fill the void, or the Supreme Court or even
European institutions. These ideas are noxious: the far-left ver-
sion of extra-parliamentary opposition would turn Britain into
the WeimarRepublic and the soft-left version would politicise in-
stitutions whose authority lies in being above politics.

Yet it is easy to see why so many people are entertaining them
in the face of Tory hegemony. The late Lord Hailsham, a Tory
grandee, wrote that the danger of the British constitution is “elec-
tive dictatorship”. Parties that win majorities have no restraint on
their powers other than the ones that the opposition can conjure
up. Thanks to Labour’s civil warand the fragmentation ofthe oth-
er parties, Britain is about to engage in a period of revolutionary
upheaval without the safeguard ofan opposition. 7

Labour is unfit even to lose

Jeremy Corbyn’s lame-duckparty is in no shape to form an effective opposition to the Tories

Bagehot
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ON THE morning of May 7th about 300
members of Spain’s Socialist Work-

ers’ Party (PSOE) gathered in a conference
hall on the site of Zaragoza’s international
exhibition of 2008, across the river Ebro
from the city centre. The bleak expo park
with its abandoned cable car has seen bet-
terdays. So has the PSOE. The party faithful
were gathered to listen to Susana Díaz (pic-
tured), the narrowfavourite in a primary to
elect the Socialists’ leader on May 21st. Her
message, delivered in an Andalucian ac-
cent and the crescendos of an old-fash-
ioned tub-thumper, was that she alone
could unite her party “so that the PSOE be-
comes an alternative government again”. 

That will be no small task. After govern-
ing Spain for 22 of the 29 years to 2011, the
Socialists have lost the past three general
elections. Unlucky enough to find them-
selves in power, under José Luis Rodríguez
Zapatero, when Spain’s housing and credit
bubble burst in 2008, they were obliged to
take unpopular measures. Since then, the
PSOE has lost almost half its voters to the
upstarts of Podemos, a far-left party
formed out of the anti-austerity protest
movement known as the indignados. 

The Socialists now face a bitter internal
feud. Its outcome will not just affect the
battle for supremacy on the Spanish left; it
may determine whether or not the minor-
ity government of Mariano Rajoy and his
conservative People’s Party (PP) will last.

Ms Díaz is only 42, yet as the president
of the regional government in Andalucía,
the Socialists’ last great bastion, she repre-

tero’s economic squeeze, this generation
thinks the PSOE has become too comfort-
able with power. “The Spanish left is split
in two sociologically and ideologically,”
says Manuel Arias Maldonado, a political
scientist at the University ofMálaga.

“Social democracy in the 21st century
means a very competitive economy and
very redistributive public spending,” says
Ignacio Urquizu, a PSOE deputy who sup-
ports Ms Díaz. Some in Podemos, by con-
trast, want an indiscriminate spending
binge and a European version of the Kirch-
ners’ Argentina. Nevertheless, many peo-
ple in both parties are struggling to define a
new social contract for a globalised econ-
omy. More than policy, what differentiates
them is the PSOE’s sense of responsibility
towards Spain’s restored democracy and
Podemos’s populist contempt for it.

“The rational thing would be an agree-
ment between the two forces,” notes Xavi-
er Domenèch, who leads the Catalan affili-
ate of Podemos. But “underlying tensions”
prevent this, he adds. It may take several
years of political trench warfare to deter-
mine which is the senior partner. Demog-
raphy helps Podemos: the audience for Ms
Díaz in Zaragoza was mainly middle-aged
or older. “I think we are in a new world,”
says Mr Domenèch. “The economic crisis
has put in question institutions that were
very worn-out,” including the PSOE.

The insurgents argue that a more radi-
cal left can win disillusioned voters over,
but they have little evidence. At the last
election, in June 2016, Pablo Iglesias, Pode-
mos’s leader, allied his party with the Un-
ited Left, the former Communist Party. The
alliance secured 1.1m fewer votes than its
constituent parts had managed in the elec-
tion the previous December, and failed to
overtake the PSOE. At a party congress in
February, Mr Iglesias sidelined his more
moderate deputy, Iñigo Errejón. He seems
determined to retreat to the hard left and
the politics ofpermanent protest. 

sents the party establishment and its tradi-
tional working-class base (her father is a
plumber). She was once expected to win
easily: she has the backing of nearly all the
party’s grandees. Herchiefopponent is the
PSOE’s previous leader, Pedro Sánchez,
who was ousted in October. He has
mounted a strong bid to reclaim his job by
appealing to rank-and-file members. 

Party of crisis
The puzzle for the Socialists is how to re-
generate themselves in the shadow of Po-
demos. The new radical party has won
over middle-class young people in the big
cities, whose expectations of ease and
prosperity were dashed by the financial
crisis. Apart from its bitterness at Mr Zapa-

Spain’s fractured left

Cracking under pressure

ZARAGOZA

The Socialists, threatened by Podemos, are close to coming apart
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1

2 Meanwhile, Spain’s economy has been
recovering vigorously (see chart). Though
Spaniards are still worried about unem-
ployment and corruption, as the crisis re-
cedes fewer are indignados. “I think Pode-
mos is a party of the crisis, rather than an
expression of the crises ofparties,” says Mr
Arias. That should offer an opportunity to
the Socialists—if they can recover from
their leadership battle.

Mr Sánchez claims to be further left
than Ms Díaz. In his campaign he has ges-
tured both to Catalan nationalism (Spain
should recognise that it is a “plurinational”
country, he says) and to Podemos (pledg-
ing to collaborate with other “progressive
forces”). Yet the differences between the
two “are not really ideological”, according
to a former secretary-general of the party.
Indeed, Ms Díaz’s support was decisive in
electing Mr Sánchez as the party leader in
2014, running as an economic liberal.

Rather, the battle is over power and
over the party’s future identity. In the man-
ner of Jeremy Corbyn, the hard-left leader
of Britain’s Labour Party, Mr Sánchez
promises to give power over all decisions
to the members, while MsDíazdefends the
PSOE’s traditional system of letting elected
leaders choose its policies. Mr Sánchez has
certainly been the more intransigent of the
two: after leading the Socialists to electoral
defeat in June 2016, he insisted on oppos-
ing Mr Rajoy’s investiture as prime minis-
ter. Since that would have triggered a third
election in a year, at which the Socialists
seemed certain to lose further ground, Ms
Díaz and other party barons ousted Mr
Sánchez and allowed Mr Rajoy to form a
minority government.

Mr Sánchez has campaigned by attack-
ing this decision, saying it makes the PSOE

complicit in the PP’s corruption scandals.
Ms Díaz replies that it was his leadership
that reduced the party to just 85 of the 350
seats in the Cortes (parliament). “Pedro,
your problem is you,” she said this week.

Spain’s Socialists are not the only Euro-
pean social-democratic party that is strug-
gling to put a shine back on a tarnished

brand. Their counterparts in France and
the Netherlands are doing even worse.
“The main taskfor the PSOE is to accept that
it’s in a very difficult situation and act with
patience,” says Mr Arias. “It needs a young
leader who can enthuse the rank-and-file
and create a [post-crisis] ideology.” Neither
of the main contenders in the primary fits
that bill. IfMr Sánchez wins, Mr Rajoy may
engineer a fresh election to press his ad-
vantage. Even if Ms Díaz triumphs, she
faces a battle to put the party back together
again. Either way, as elsewhere in Europe,
the clear winner from the left’s divisions
and introspection is the centre-right.7

Más dinero

Source: Eurostat
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THE view from the roof of Rome’s city
hall makes others seem inconsequen-

tial. Just a turn of the head is sufficient to
take in Trajan’s Column, the Forums, the
Colosseum, the Palatine Hill and the Cir-
cus Maximus—all set against a backdrop of
the blue-grey Apennine mountains. This
may be the world’s greatest, and most
beautiful, open-air museum. But in the
past few weeks it has become a battle-
ground too, involving two parties with dif-
ferent visions of how to cope with the bur-
geoning number of tourists clamouring to
see Italy’s cultural riches.

On one side, wielding a mighty sword,
is the centre-left Democratic Party (PD) and
its former leader, Dario Franceschini, the
arts and heritage minister in the coalition
government of Paolo Gentiloni. On the
other, waving a net and trident, is the
mayorofRome, Virginia Raggi of the popu-
list Five Star Movement (M5S). In January
Mr Franceschini set up an Archaeological
Park of the Colosseum, which comprises

the great arena itself and most of the near-
by ruins, including the Roman Forum. He
has advertised for a park director, and ap-
pointed experts to sift through the 84 appli-
cations and make a choice by June 30th.
Under the new arrangement, a second
body separate from the park will manage
the capital’s remaining state-owned mon-
uments, museumsand excavation sites (ex-
cept some of the more important ones,
whose managers will be given the chance
to run their own affairs—and the less wel-
come task of finding much of their own
revenue). Last month, however, this exten-
sive reorganisation was cast into doubt
when Ms Raggi appealed to the courts to
block it.

Partly, it is a row over cash. The Colosse-
um is easily Italy’s highest-earning monu-
ment. In 2016 it drew 6.4m visitors and
notched up ticket salesof€44.4m ($49.5m),
more than the Uffizi Gallery in Florence
and the ruins of Pompeii combined. Until
now, a fifth of the proceeds from the Colos-
seum have been distributed to less profit-
able heritage sites. The government
spends the rest on cultural sites in Rome.
Mr Franceschini insists that nothing will
change under the new system: 20% of the
revenue will still go to less popular sites,
but the new park will keep half of it, and
30% will be spent in the rest of the capital.
But Ms Raggi’s deputy, Luca Bergamo, who
is responsible for the council’s heritage
strategy, argues that the wording of the
government’s decree would allow it to
spend part of the 50% earmarked for the
new park elsewhere. Mr Franceschini calls
this a lie.

Politics plays a part: an election is due
by next May. After years of treading on the
PD’s heels, the M5S overtook it in the polls
earlier this yearand is still narrowly ahead.
Mr Bergamo’s counter-proposal is for a
joint body including both the government
and the city council to administer all of
Rome’s cultural patrimony. Though the
council already manages a substantial
part, including the Imperial Forums, his
idea would doubtless increase its powers.

We, who are about to sell tickets
But the M5S’s objections to Mr Frances-
chini’s designs go beyond powerand mon-
ey. The Archaeological Parkof the Colosse-
um is the final piece in a plan the minister
has been shaping since 2014: a decentral-
ised structure for the administration of Ita-
ly’s cultural heritage. The goal is to curb the
powers of the heritage ministry’s regional
satraps, known as soprintendenti, and
grant more freedom to the directors of big
museums and archaeological sites. Their
brief is to make them more modern and lu-
crative. The results have been spectacular:
receipts at sites managed by the state have
risen by almost a third since Mr Frances-
chini tookover in 2014.

Mr Bergamo, however, argues that ap-

Roman monuments

Gladiator fight

ROME

Two Italian parties battle overhow to
run the Colosseum
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2 plying this policy to Rome would mean
that resourcesand attention are focused on
a few already well-known sights. He says
this will place further burdens on the city’s
overcrowded centre. The unified manage-
ment body he proposes would be charged
with doing the opposite: spreading tou-
rism more evenly so that visitors are
drawn away to some ofRome’s less-visited
treasures, such as the Baths of Caracalla,
the city’s rich medieval architectural sites
or the magnificent yet sadly neglected Au-

relian Walls.
The battle for the Colosseum may be

mostly about money and politics, but Mr
Bergamo has a point. While the morning
view from city hall’s roof is magnificent,
the reality of the streets below can be gru-
elling. In the nearby Piazza di Venezia, par-
ties of Chinese tourists, selfie sticks in
hand, throng the pavements, ready for the
latest assault on the ruinsofthe old imperi-
al capital. The eternal city girds itself as
best it can.7

WERE he to return to Turkey in the near
future, Celal Kalkanoglu (not his real

name) would have to do so in handcuffs.
“They will arrest me as soon as I land at the
airport,” says the judge. On July16th of last
year, the day afteran army faction attempt-
ed a coup against Recep Tayyip Erdogan,
the president, Mr Kalkanoglu’s name ap-
peared on a long list of officials to be dis-
missed and arrested. With the judge hav-
ing left Turkey, the authorities went after
his family. Some of his relatives were
sacked from government jobs, he says, and
barred from leaving the country.

More than 4,000 Turkish judges and
prosecutors, a quarter of the total, have
been dismissed by decree since last sum-
mer, mostly because of alleged links to the
Gulenists, a secretive Islamic movement
accused of leading the coup. The vast ma-
jority, including two members of the con-
stitutional court, are in prison. Only a frac-
tion have heard formal charges. Mr
Kalkanoglu, who denies any affiliation
with the Gulenists, says the government
has used the coup as an excuse to step up a
purge of the judiciary that began in late
2013, after a corruption scandal implicated
cabinet ministers. “I have been blacklisted
since 2014,” he says. Mr Erdogan describes
the corruption claims as a Gulenist plot.

Don’t mention the purges
On May 16th Mr Erdogan had a friendly
meeting in Washington with Donald
Trump. As Turkish security guards beat Ar-
menian and Kurdish protesters elsewhere
in the city, Mr Erdogan asked Mr Trump to
extradite Fethullah Gulen, the elderly cler-
icwho runs the movementand has lived in
Pennsylvania since 1999. The two leaders
also discussed Syria, where Turkey is an-
gry about America’s move to arm Kurdish
militias fighting against Islamic State. No
agreement was reached on either subject,

but Mr Trump praised Turkey’s efforts in
the fight against terrorism. He said nothing
about Mr Erdogan’s increasingly autocratic
rule, or about the crackdown that is hol-
lowing out the rule of law in his country.

In the past, members of Mr Gulen’s
movement took over parts of the judiciary
and abused their power with the govern-
ment’s blessing. In the late 2000s the Gule-
nistsworkedwithMrErdogan’s Justice and
Development (AK) party to sideline secu-
lar opponents, staging show trials that
jailed hundreds of army officers, often on
the basis of forged evidence. Many of the
jurists now under arrest helped carry out
that earlier wave of purges, says Mehmet
Gun, head of Better Justice, a non-govern-
mental group.

Yet Mr Erdogan’s new purge is even
more extensive. A climate of paranoia has
taken hold of the courts. Judges and prose-
cutors are constantly looking over their
shoulders, says Metin Feyzioglu, head of

the Union of Turkish Bar Associations.
“Justice is now vested in a judge’s personal
bravery,” he says. Those who defyMrErdo-
gan pay a high price. When one court de-
cided to release 21 journalists accused of
Gulenist sympathies from pre-trial deten-
tion earlier this spring, three of its judges
were suspended. Their ruling was over-
turned within 24 hours. 

Things are not about to get better. Un-
der a new constitution, adopted by the
thinnest of margins in a referendum in
April marred by allegations offraud, mem-
bersoftop judicial panelswill no longer be
elected by their peers but appointed by Mr
Erdogan and parliament, which is con-
trolled by the AK party. The old system al-
lowed groups like the Gulenists to flourish.
The new one places the judiciary under Mr
Erdogan’s thumb. According to one opposi-
tion lawmaker, out of 900 recently ap-
pointed judges, 800 have AK links. “As
long as elections to top positions are not
tied to objective rules, depoliticising the ju-
diciary will be impossible,” says Hasim
Kilic, a chief justice at Turkey’s constitu-
tional court until 2015.

Meanwhile, cases related to the crack-
down, under which some 50,000 people
have been arrested and more than 110,000
fired, are flooding in. The constitutional
court has received 75,000 applications for
redress since the attempted coup last July,
but has declined to hear any case related to
the state ofemergency. Instead, the judicia-
ry seems to have other priorities. In late
April a Turkish court blocked access to Wi-
kipedia because some of its posts suggest-
ed that the government had supported ji-
hadists in Syria. Two weeks earlier a
prosecutor wildly accused several Ameri-
can officials, including a senator, a former
CIA chief and a former prosecutor, of in-
volvement in the coup. Perhaps Mr Erdo-
gan’s warm new relations with Mr Trump
will allow his magistrates to give that in-
vestigation a rest.7

Purging Turkey’s judiciary
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President Erdogan’s crackdown is crippling Turkey’s justice system
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IN THE first test of his promise to bridge
the party divide, Emmanuel Macron has

appointed a government marked by politi-
cal balance, novelty and competence. A
day after his inauguration on May 14th,
France’s president named as prime minis-
ter Edouard Philippe, the centre-right
mayor of Le Havre, to counterbalance his
own roots on the left. Two days later, he un-
veiled a post-partisan team of ministers
that mixes left and right, old and new.

The appointment of Mr Philippe was a
coup ofsorts. Ayearago, when the 39-year-
old Mr Macron launched his political
movement, En Marche! (“On the Move!”),
he vowed to “unblock” France by ending
the confrontational division between left
and right. Yet in reality, the bulk of his sup-
porters came from the left or the centre.
The Republicans, who want to form a solid
block in parliament after legislative elec-
tions on June 11th and 18th, proved largely
immune to Mr Macron’s charms.

Mr Philippe, however, succumbed. A
former right-hand man to Alain Juppé, a
centre-right ex-prime minister who came
second in the Republicans’ presidential
primary last year, Mr Philippe once said
that he nonetheless shares “90%” of Mr
Macron’s thinking. Like the new president,
he was educated at the high-flying Ecole
Nationale d’Administration. But, largely
unknown to the public, he comes across
less as a product of the elite than a fresh
face. Born in provincial Normandy and
with no ministerial experience, the 46-
year-old Mr Philippe in this sense fits Mr
Macron’s promise to renew political life.

Mr Philippe has already helped to un-
lock further defections from the Republi-
cans. Among them are Bruno Le Maire, a
former Europe minister, who will head the
finance ministry, and Gérald Darmanin,
the young Republican mayor ofTourcoing,
who becomes budget minister. All three
men were instantly evicted from their
party. Polls suggest that Mr Macron’s
movement, rebaptised La République en
Marche! (“The Republic on the Move!”),
could be the biggest party in June, but may
fall short of a majority. The centre-right fla-
vour to Mr Macron’s new team could help
to win him votes from that side. 

A former Socialist economy minister,
the new president has not neglected the
left. Jean-Yves Le Drian, the outgoing So-
cialist defence minister, becomes foreign
minister; Gérard Collomb, the Socialist
mayor of Lyon, goes to the interior. From

the centre, Sylvie Goulard, a German-
speaking centrist member of the European
Parliament, becomes defence minister,
and the government’s most senior wom-
an. François Bayrou, another centrist and
political veteran, goes to justice. The team
is pragmatic, pro-European, friendly to
Germany and financially conservative.

Mr Macron has also brought in political
outsiderswith expertise. These include Ag-
nès Buzyn, a haematologist, who becomes
health minister; Muriel Pénicaud, a former
executive at Danone, a food company, as
labour minister; Jean-Michel Blanquer,
head ofESSEC, a business school, who gets

education; and Nicolas Hulot, a green cam-
paigner, as environment minister. 

In the past, France has had mixed expe-
rience with ministers from outside politics.
The grubby compromises and political
manoeuvring that government involves
do not always suit the merely competent.
Nor is it obvious that all of the new team
will be able to put tribal instincts behind
them. They have less than a month before
parliamentary elections in which to per-
suade those not naturally drawn to Mr
Macron to support his cross-party vision in
the national interest, rather than obstruct it
for partisan gain. 7

France’s new government
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Emmanuel Macron picks ministers
from left and right

Extremism in the Bundeswehr

Asylum sneaker

IN JANUARYa maintenance worker at
Vienna Airport found a loaded 7.65

calibre pistol in the pipe ofa public toilet.
He told the Austrian police, who put the
toilet under surveillance. A month later
they arrested a man who appeared to be
searching for the gun. He turned out to be
a lieutenant in the Bundeswehr, the
German army, who claimed he had
drunkenly found the weapon in some
bushes and had hidden it in a panic. But
investigations suggested something
much darker.

“Franco A”, as he is known, had alleg-
edly been living a double life. He served
in the 291Light Infantry Battalion at a
base in eastern France. In his time off, he
lived at a refugee centre in Bavaria, mas-
querading as David Benjamin, a Syrian
asylum seeker driven from his home by
Islamic State. According to press reports
he was an extremist planning false-flag

terror attacks, including the assassina-
tions ofGermany’s ex-president and its
justice minister. The saga has exposed
failings at all levels of the German state.
The instructors at Franco A’s French
military academy had rejected his thesis
for its far-right content and advised his
German superiors to dismiss him. A
search ofhis barracks revealed posters
glorifying Hitler’s Wehrmacht, a swastika
etched onto a gun case and handbooks
on bomb-making and guerrilla warfare,
as well as a stash ofguns, rocket launch-
ers and halfa million rounds ofammuni-
tion. His Bavarian interviewers had not
checked whether “David Benjamin”
spoke more than a few phrases ofArabic. 

These were not isolated oversights.
“The far-right element in the Bundes-
wehr has strong roots among neo-Nazi
radicals and their ideology,” says Hajo
Funke, an expert on extremism in Ger-
many. Icons and songs from the Hitler
years live on in pockets of the army. A
study in 2007 put the proportion of far-
right soldiers at13%. On May17th, Ursula
von der Leyen, the defence minister, told
MPs that further barracksearches had
uncovered 41 items ofNazi memorabilia.
Asylum authorities have revisited hun-
dreds ofapplications like that of“David
Benjamin” and have reportedly found
serious mistakes in 10-15% of them.

Ms von der Leyen has paid the price.
Long considered a likely successor to
Angela Merkel, she has been attacked
from both political sides. This is unfair to
a defence minister who has fought to
modernise the Bundeswehr and has
moved fast to erase the last reminders of
the 1940s (for example, by removing the
names ofWehrmacht officers from over
20 barracks). It seems strange to respond
to problems in the army by castigating a
minister who is taking them on.

BERLIN

A German soldier is accused ofplotting terrorattacks, posing as a refugee

Putting the past behind them
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NASTEHO WEHELIYE sits on one side of a semi-segregated
cafeteria (men-only to the right of the counter; mixed to the

left) in Tensta, a migrant-heavy suburb of Stockholm. Like many
Somalis, she is an enterprising soul. So it is hardly surprising to
hear her lament the high taxes and hiring costs of the homeland
she adopted as a young asylum-seeker 27 years ago. As she
wrings herhenna-stained hands at the thought of the regulations
that have stymied her two attempts to open shops in the Swedish
capital, the café owner parks himself at a neighbouring table in
an ill-disguised effort to eavesdrop.

The biggest local problems are housing and unemployment,
says Ms Weheliye. These challenges have acquired fresh urgency
as Sweden confronts the massive task of integrating its latest
wave of refugees. In 2015, 163,000 asylum-seekers, mostly Syri-
ans, Afghans and Iraqis, reached the country. Relative to Swe-
den’s population of10m, this was the largest influx ever recorded
by the OECD, a club ofmostly rich countries. Not all will stay; last
year two-fifths of asylum claims were rejected. But the rest will
need homes, schools and jobs.

Tensta shows why that will be hard. In recent decades waves
of migrants and refugees have filled its high-rises after native
Swedes upped sticks for better areas. Today Tensta is one of 53
parts of Sweden that the police deem “vulnerable” (ie, crime-rid-
den). Unemployment is substantially higher than the national
rate of 6.6%. Development schemes have eased tensions, says
Ditte Westin, a local official and former policewoman who has
known the area for 20 years. But a quick tour of the neighbour-
hood, under the deafening sound of a police helicopter, reveals
some of its scars, from open drug-dealing to a basketball court
that, Ms Westin jokes, is used mainly by kids fooling around on
motorbikes. 

Just 6% of Swedes live in areas like Tensta, according to Tino
Sanandaji, an economist, but 26% of residents with a non-West-
ern immigrant background do. Their troubles are milder than
those ofsome American innercities orFrench banlieues, but hard
to swallow for a society that prides itselfon order. To avoid deep-
ening segregation, ministers know they must act now, as the asy-
lum system churns through the new claimants. A new law ob-
liges all 290 of Sweden’s municipalities to accept refugees, but as

they can go where they like once their claim is granted, clustering
is hard to avoid. A housing shortage, particularly in Stockholm,
aggravates the problem.

Finding work for refugees is another tough nut to crack. Fully
95% of new jobs in Sweden require at least a secondary educa-
tion; one-third ofrecent refugees, most of them women, have less
than nine years’ schooling. High wage settlements, agreed be-
tween unions and employers, make it hard for unproductive
workers to find jobs. The employment gap between low-skilled
migrants and natives, nearly 20 percentage points in 2012, is a per-
sistent feature of the labour market. And the concentration of ref-
ugees amongSweden’s immigrants presents a challenge that will
only have been sharpened by the recent influx. 

Immigration also shoulders some ofthe blame fora decline in
education standards (as measured by PISA scores) and a growth
in inequality—admittedly to levels that remain the envy of less
cohesive societies. Successful, high-trust countries like Sweden
are vulnerable to this sort ofdifficulty: they may be happy to wel-
come outsiders, but can be harder to penetrate than looser, more
informal places. It is hard to create an inclusive national identity
under such circumstances. All seven of Ms Weheliye’s children
were born in Sweden, she says, but few of them feel Swedish.

All this prompts a harsher criticism: that its wealth has al-
lowed Sweden to prop up an ethnic underclass sequestered in in-
visible suburbs. Alert to the concern, business groups and some
politicians argue for a disruption of Sweden’s wage-setting mod-
el to encourage a fresh wave of lower-paid service-sector jobs;
flexible America, they note, is good at putting unskilled migrants
to work. But sceptics fear this would entrench an ethnically strati-
fied labour market. Better to focus on teaching refugees skills and
Swedish, and hurry them into better-paid jobs, they say. The de-
bate is likely to dominate next year’s election campaign.

Sverige, vart ska du?
Beyond the policies lies a more nebulous question: what sort of
country does Sweden want to be? The old consensus has broken
down, perhaps forgood. Acountry that defined itself through the
welcome it extended to outsiders is now consumed by the taskof
managing those who came. Border controls imposed in 2015 re-
main in place, and there is no appetite to return to the open-door
policy of the past. “We want to help as many people as we can,”
says Morgan Johansson, the migration minister. “But there are
limits.” Such thoughts once approached heresy in Sweden. 

One casualty is the cordon sanitaire around the Sweden
Democrats, a rabble-rousing anti-immigrant party of the sort dis-
rupting politics across Europe. In January the centre-right Moder-
ate Party said it would work with the Sweden Democrats in cer-
tain circumstances. The move led to a sharp drop in the
Moderates’ popularity, but it will be hard for mainstream parties
to lockout the populists for ever. The Sweden Democrats nabbed
13% ofthe vote in 2014, forcing the Social Democrats to assemble a
minority government, and polls now give them around 20%.

The situation is hardly hopeless. Swedish firms are desperate
for workers, and the influx of young newcomers will help in a
greying society. Tightened borders have bought the government
precious time. And the troubles ofareas like Tensta have been ex-
aggerated by outsiders with an anti-immigrant agenda. The ques-
tion is whether Sweden can work out how to extend the benefits
of the successful society it has built to those it has invited to join.
The aim is laudable, but just now the odds look long. 7

Turning people Swedish

The greatest welcomers ofrefugees must now workout how to absorb them 

Charlemagne
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“THERE’S frankly no need for a special
prosecutor,” the White House

spokesman, Sean Spicer, told journalists
on May 15th. He was responding to con-
cernsabout the independence ofinvestiga-
tions into Russia’s efforts to influence the
election last November, with alleged assis-
tance from members of Donald Trump’s
campaign team. Yet on May17th the Justice
Department announced that it had exer-
cised its prerogative to appoint just such an
independent investigator. The main Russia
probe, run by the FBI, will be handed to a
respected former FBI director, Robert
Mueller, in the role of special counsel. He
will be empowered to run the investiga-
tion, and press charges, as he sees fit.

This isa terrible blowforMrTrump. The
president has said Russian spies did not
meddle in the election, though America’s
intelligence agencies say they did, and that
there was no collusion between his advis-
ers and the Russians. He has called the FBI

investigation a “taxpayer-funded cha-
rade”. He has also been accused of trying
to influence it. On May 16th the New York

Times reported that the president had ad-
vised his then FBI director, James Comey,
to lay offMichael Flynn, the formernation-
al security adviser, after sacking him for
having surreptitious conversations with
Russia’s ambassador and lying about
them. The investigation MrTrump has thus
sought to rubbish and perhaps divert will
now be formidable. Even if he has nothing

this go,” the president is reported to have
told him, in reference to Mr Flynn’s misde-
meanour—and then, on May 9th, sacking
him, Mr Trump may have blundered most
seriously of all, in sight of an assiduous
witness. Mr Comey is reported to have
kept a careful record of all his chats with
the president. 

As they contemplate the gravity of Mr
Trump’s troubles, even Republicans are
tempted to recall the last time a Republican
president was disgraced and chased from
office. The president’s scandals are of a
“Watergate size and scale”, said Senator
John McCain of Arizona. Yet there is a big
difference between Richard Nixon’s dis-
grace and fall in 1973-74 and now, which
makes it all but certain that Mr Trump is in
no danger of imminent impeachment.
Then, the Democrats controlled Congress,
wherein lies the power to impeach. Now,
the Republicans do—and no Congress has
ever moved to dislodge a president of the
same party as its majority tribe. Sure
enough, despite the more anxious com-
ments being made about Mr Trump by a
dozen or so Republicans, including Mr
McCain, most are silent. 

Electoral logic explains that. Though Mr
Trump has the worst ratings of any new
president on record—less than 40% of
Americans approve of him—most Republi-
can voters are still with him. With a ner-
vous eye to the mid-term elections due
next year, most Republicans therefore con-
sider attacking the president to be elector-
ally suicidal.

This may change. If Mr Mueller turns
up something seriously incriminating for
the president, even the most timorous Re-
publicans may abandon him. If the Demo-
crats capture the House of Representatives
next year, as they may, it is also likely that
they would vote to impeach Mr Trump;
though he would in that case probably be 

to hide from it, this is deeply humiliating.
Mr Mueller, who ran the FBI for12 years

until 2013, having been hired by George W.
Bush and retained by BarackObama, is ad-
mired by both parties. He will be free to re-
design and run the FBI probe, and will
have ample resources to do so. In theory,
he will be answerable to Jeff Sessions, the
attorney-general, yet the fact that Mr Ses-
sions has recused himself from playing
any role in the Russian investigation—after
he was also revealed to have kept weirdly
shtum about meetings with the same Rus-
sian diplomat, Sergey Kislyak—is an addi-
tional guarantee of Mr Mueller’s indepen-
dence. For the same reason, the decision to
appoint Mr Mueller was taken not by Mr
Sessions, a Trump loyalist, but by his depu-
ty, Rod Rosenstein. The White House was
not informed of this development until
just before it was made public.

Mr Rosenstein’s decision is a clear vic-
tory for America’s checks and balances.
But Mr Trump and his advisers should
blame themselves, not the system, for this.
By hiring Mr Flynn, despite multiple indi-
cations that he was unfit for a senior gov-
ernment position, Mr Trump ensured his
fledgling administration became instantly
embroiled in a new round of Russia-relat-
ed scandal. Because he failed to disclose
his meetings with Mr Kislyak, Mr Sessions
was forced to cede control of the FBI inves-
tigation to Mr Rosenstein. By allegedly
leaning on Mr Comey—“I hope you can let

Donald Trump and the law

Deep breath, America

WASHINGTON, DC 

Robert Muellerwill lead an independent probe into Russian hacking and the
Trump team’s alleged role in it
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2 saved by the Senate, as Bill Clinton was in
1999. In the meantime, however, a likelier
outcome of his rule-breaking is less dra-
matic, but nonetheless horrendous for
America.

With Congress descending into parti-
san rowing about Mr Trump, there is al-
ready little prospect of Democrats and Re-
publicans co-operating on legislation.
There is at best a vanishing prospect of Re-
publican congressmen, who no longer fear
the president as they once did even if they

will not condemn him, co-operating
among themselves to carry through his
agenda. Instead ofremaking America with
bold initiatives, Mr Trump faces a prospect
of doing little of anything. The S&P500 fell
by almost 2% on May 17th as investors
mulled that dismally familiar prospect.

The dismay Americans felt at their go-
verning system’s previous round of tribal-
ism and dysfunction fuelled the rise of Mr
Trump. There is no reason to suppose this
cycle will lead to anything better.7

DONALD TRUMP departs for his first
trip abroad as president on May 19th.

He may be happy to leave Washington, but
the cloud he is under will travel with him.
And while every preparation has been
made to ensure nothing will go awry, there
is every reason to fear it will. Mr Trump’s
boasting to Russian officials about the
“great intel” he had on a plot by Islamic
State (IS) underlines just how hazardous
this excursion is. His shocking indiscretion
seems to have sprung largely from a desire
to impress his visitors. 

There has been comforting talk of a for-
eign-policy “firewall”, thanks to the influ-
ence of the so-called “axis of adults”: the
defence secretary, Jim Mattis, the secretary
of state, Rex Tillerson and the national se-
curity adviser, H. R. McMaster. The result
has been a supposedly traditional Republi-
can foreign policy emerging, distant from
Mr Trump’s campaign rhetoric.

MrTrump hasdeclared thatNATO isnot
obsolete after all. East Asian allies have
been reassured that America still stands
with them. Mr Trump appears to be seek-
ing a co-operative relationship with China
after a schmooze-fest with Xi Jinping at
Mar-a-Lago. The special counsel’s investi-
gations into collusion between Moscow
and members of the Trump campaign
team have scotched notions of a deal with
Russia to end Ukraine-related sanctions. 

However, the president’s reluctance or
inability to absorb even single-page brief-
ing papers, combined with his impulsive
and narcissistic personality, mean that
nothing can be taken for granted. Aides,
cabinet officers and senior congressional
Republicans despair of him learning on
the job or abandoning ways that put the
administration on a continual rollercoas-
ter ofembarrassment and denial.

The first leg of a trip that will take in
Saudi Arabia, Israel, the Vatican, a NATO

summit in Brussels and a G7 meeting in
Sicily should be the easiest bit. After the
Obama years, when the Gulf Arabs felt in-
sulted by a president who cosied up to Iran
to get his nuclear deal and preached to
them on human rights, Mr Trump can ex-
pect from the Saudis all the love and admi-
ration he feels is his due.

Jon Alterman, a Middle East expert at
the Centre for Strategic and International
Studies, says the Saudis are “tremendously
relieved” about Mr Trump’s election. They
will allow him to revel in his ability as a
dealmaker. A huge arms deal, perhaps
worth $100bn, will be signed and the Sau-
dis will pledge to invest at least $40bn in
American infrastructure. MrTrump will of-
fer American technical know-how to help
the deputy crown prince, Mohammad bin
Salman (who has become a buddy of Mr
Trump’s son-in-law, Jared Kushner), to real-
ise his “Vision 2030” plan to transform the

Saudi economy. There will also be plenty
of tough talk on the need to work together
to destroy IS, constrain Iran and counter
violent extremism (ie, the Muslim Brother-
hood). More surprising is the possibility
that normalising relations with Israel
could be waved as a carrot to get Mr Trump
excited about brokering a peace deal with
the Palestinians. 

Two areas give scope for disagreement.
One is Yemen. On a recent visit to the king-
dom, MrMattispromised more support for
the Saudis’ campaign against Iranian-
backed Houthi rebels —but only if they de-
velop a coherent political strategy for end-
ing the war. Asecond issue may go unmen-
tioned. Saudi Arabia was left off the list of
Muslim countries targeted by Mr Trump’s
stalled travel ban. Yet many Saudis are an-
gry on behalfof their co-religionists, and at
least100,000 Saudis are studying in Amer-
ica. His hosts will try to prevent the local
press from asking awkward questions.

Despite reports that the intelligence Mr
Trump carelessly shared with his Russian
visitors came from Israel, he will be warm-
ly received there. Binyamin Netanyahu,
the prime minister, loathed Barack
Obama. His concern will be to keep Mr
Trump from saying anything that disturbs
the status quo he is so attached to (see our
special report). Mr Trump will reaffirm
America’s commitment to maintaining Is-
rael’smilitary edge and issue a strong state-
ment about keeping Iran in its box. But Mr
Netanyahu wants to restrict any talk of a
deal with the Palestinians, which Mr
Trump casts himself as being uniquely
able to deliver, to vague generalities.

Candidate Trump promised to move
the American embassy to Jerusalem and
showed no interest in limiting settlement-
building on the occupied West Bank. But
President Trump has adopted positions
less favourable to the Israeli right. He is un-
likely to deliver Obama-style lectures
about settlements, but there is nervous-
ness about what he might say and how he
might say it. Kenneth Pollack of the Brook-
ings Institution, a think-tank, advises
watching out for how Mr Trump, “with no
idea what the script is”, deals with the “un-
restrained” Israeli media probing for differ-
ences between him and Mr Netanyahu.

If diligent preparation guarantees suc-
cess, Mr Trump’s NATO visit should go
swimmingly. The alliance’s secretary-gen-
eral, Jens Stoltenberg, has decided that the
way to deal with a problem like Mr Trump
is flattery. Rather than correct the president
when he ignorantly scorned NATO for ig-
noring terrorism (14 years fighting in Af-
ghanistan suggests otherwise), Mr Stolten-
berg has emphasised new counter-terror
ism initiatives, suggesting that Mr Trump
has influenced the alliance’s thinking.

Similarly, although NATO members be-
gan to boost defence spending after the
Wales summit in 2014 in response to Rus-

President Trump’s travels

What could possibly go wrong?

Apprehensive hosts prepare to flatteran unpredictable guest



The Economist May 20th 2017 United States 41

1

2

ON A recent evening Rob Quist ambled
into a bar in Bozeman dressed in a

Stetson and black jeans. He cleared his
throat and recited a rhyme he had com-
posed. “Montana…She’s slow to grant her
favours to come-lately, newer faces./To
long-time suitors, she reveals her hidden,
secret places./She lives in big-time splen-
dour; she’s the heart of the golden West./
And all mannerofwondrouscreatures live
and suckle at her breast.” 

The occasion was not a beer-and-poet-
ry night but a congressional campaign ral-
ly. On May 25th Mr Quist, a country-and-
western singer and fourth-generation
Montanan, will compete as a Democrat in
a special election for Montana’s sole con-
gressional seat, vacated when Representa-
tive Ryan Zinke wasappointed secretary of
the interior. Republicanshave held the seat
since 1996. But the polls, few as they are,
suggest that Mr Quist is closing the gap
with his opponent, businessman Greg
Gianforte, a “newer face” originally from
New Jersey who lost the race to become
Montana’s governor last November. 

Neither man has much political experi-
ence. Mr Quist has spent the past decades
performing music and poetry—some-

times, as his opponent relishes pointing
out, at nudist resorts. Mr Gianforte is best
known for starting a successful technology
business and for his support of Bible-liter-
alist causes. He chaired the board of a
school in Bozeman that teaches evolution
as “one of several theories of existence”,
and has donated to a dinosaur museum in
Glendive which claims that the earth is
around 6,000 years old and that dinosaurs
stomped about on Noah’s ark.

A strong showing in April in another
special election, for a Republican-held seat
in Georgia, has excited Democrats. Mon-
tana’s contest is being similarly interpreted
as a litmus test of Mr Trump’s unpopulari-
ty. But this election may say more about
Montana’s curious brand of politics than
about national trends.

In November Montanans handed Mr
Trump a landslide victory over Hillary
Clinton while at the same time voting for
Steve Bullock, the incumbent Democratic
governor, over Mr Gianforte. Although the
state has backed Republicans for president
and for Congress since 1996, since 1911 at
least one of its senators has always been a
Democrat. In an office decorated with fam-
ily photos, football helmets and paintings
of Montana landscapes, Mr Bullock won-
ders whether Montana’s emptiness partly
explains the state’s erratic voting tenden-
cies. “We have 1m people spread out over a
huge territory. There’s a sense of individ-
ualism, but also a recognition that you
have to take care ofyour neighbour.” 

Dale Martin, a historian at Montana
State University, says Montanans, like
most states of the Rocky Mountain West,
have long had an ambivalent relationship
with the federal government: libertarian
by instinct, but reliant on federal subsidies
for highways, mining and agriculture. Ac-
cording to The Tax Foundation, a think-
tank, federal aid accounted for 39% of gen-
eral revenue in 2014, making it the fourth-
most-dependent state in the country. 

Both candidates are trying to walk a dif-
ficult line. At an event in Butte, a run-down
mining town, Mr Gianforte castigated fed-
eral overreach while cheering the idea that
“public landsremain inpublichands”. (His
campaign for governor failed partly be-
cause of stories that he had sued to block
publicaccess to a fishingriver in front ofhis
Bozeman estate.) At his bar-room rally, Mr
Quist championed liberal causes like re-
productive rights, universal health care
and economic equality. But to prove his
gun-friendliness, he also taped a campaign
advertisement in which he shoots at a TV

screen playing an attackad against him.7
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A political race that makes Washington
lookordinary

Settin’ the woods on fire

DION got his first paying job at 14—
which would be admirable, except

that he was selling crack cocaine. He spent
much of his early adulthood bouncing be-
tween prison and the streets of Yonkers, in
New York state. Then, a few months out of
one four-year spell behind bars, he discov-
ered Greyston bakery. Founded by a Jew-
ish engineer-turned-Buddhist monk,
Greyston practices “non-judgment”. To get
a job, people need only provide their
names and telephone numbers, and turn
up on time when a vacancy arises. 

Most companies are far more discern-
ing, particularly when it comes to people
like Dion. Perhaps half of America’s priv-
ate-sector employers ask job applicants to
declare their criminal records, and two-
thirds routinely run checks before taking
people on. They see it as necessary due di-

Prisoners and jobs

Going straight

NEW YORK

Banning employers from asking about
criminal records may not work

sian aggression, Mr Stoltenberg is happy to
let Mr Trump claim credit for cajoling
them. He hopes his reward will be an un-
equivocal statement of support for Article
5, which commits NATO members to re-
gard an attackon one as an attackon all.

Jonathan Eyal of RUSI, a London-based
think-tank, says the opening of NATO’s
new headquarters will be a useful symbol
of “NATO 2.0”. But nobody can predict
how Mr Trump will behave among 27 oth-
er heads of government. Presidents usual-
ly wear their first-among-equals status
lightly. “They are expected to be on top of
their brief, cool and empathetic—every-
thing Mr Trump is not,” says Mr Eyal.
“Things could go horribly wrong.” 

The same applies to the G7 meeting in
Taormina, although Mr Trump may deal
better with a smaller group of leaders. But
as Kori Schake, a former Republican na-
tional-security official who signed a “Nev-
er Trump” letter, has pointed out, the para-
dox of this president is that it is America’s
closest allies who most fear him—in part
because he rejects the normative Western
values that bind them together, and in part
because ofhis sheer unpredictability. 7



42 United States The Economist May 20th 2017

ligence. Unfortunately, checks that individ-
ual firms believe to be prudent are collec-
tively bad for the 7m Americans who have
spent time in prison and the 70m with a
criminal record—numbers that may in-
crease if Jeff Sessions, the hardline attor-
ney-general, pushes through tougher sen-
tencing rules. Keeping convicts away from
jobs may also be harming America.

Nearly half of all ex-prisoners re-offend
within their first year of release—a share
that might be lower if more found honest
work. The Centre for Employment Oppor-
tunities, a charity, places formerconvicts in
75-day work programmes. Participants are
paid daily and receive help to find perma-
nent jobs. A randomised controlled trial in
which 977 former prisoners who came
through the charity’s doors either received
the full complement of services or very
few suggested that the intervention cuts re-
offending by19 percentage points.

In an effort to force employers to
change, 26 state and 150 municipal legisla-
tures have adopted “ban the box” legisla-
tion that removes declarations of criminal
history from job-application forms. On
April 1st an executive order by Barack
Obama’s administration came into effect,
banning the box for all federal jobs,
amounting to 250,000 jobs a year.

Don’t point
Banning the box may, however, have un-
fortunate consequences. Two American
academics, Amanda Agan and Sonja Starr,
have studied the effect of bans in New Jer-
sey and New York. They created dummy
job applicants with typically black names
like Jermaine and Malcolm, and tracked
how employers responded to those beside
dummy applicants with typically white
names, such as Cody and Scott. They
found that whereas black men with in-
vented criminal histories received more re-
sponses from companies after the change
in the law, blackmen without criminal his-
tories received fewer. Presumably, some
employers began to interpret black-sound-
ing names as a signal ofcriminality.

Two things might, however, persuade
employers to change their minds. First,
negligent-hiring lawsuits—in which a firm
is sued for employing someone who com-
mits a crime at work—are terrifying but
rare. Second, it is just possible that former
convicts might be more productive than
the other candidates who apply for a par-
ticular job.

Devah Pager, a sociologist at Harvard
University, has tracked the performance of
8,000 former felons who entered the
American army after passing a screening
process in the years between 2002 and
2009. She finds that the ex-cons were
slightly more likely to be undisciplined but
were also promoted unusually quickly. Is
that just a quirk of military culture? It
would be worth finding out.7
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IN THE two and a half years since he was
elected governor of Illinois, Bruce

Rauner has met the media as little as possi-
ble. Recently, though, he has seemed more
eager to communicate. In February he
started to take questions from listeners
once a month on WBEZ, the local public-ra-
dio station. On May 9th he appeared on Fa-
cebook Live with his wife, and last month
he went on an impromptu tourof the state,
visiting businesses and restaurants.

Mr Rauner is one of the most vulner-
able Republican governors in the country.
A poll in March by the Paul Simon Public
Policy Institute ofSouthern Illinois Univer-
sity found that 58% of those surveyed dis-
approved of the job he is doing. The fiscal
mess he inherited is now so acute that, ac-
cording to chatteron the bond markets, Illi-
nois could go bust like Puerto Rico. The
state’s debt stands at $210.4bn; Moody’s,
Fitch and Standard & Poor’s all put its credit
rating just two notches away from junk.

The main reason for this state of affairs
is that the governor and the legislature,
which is controlled by Democrats, have
failed for two years to agree on a budget.
Mr Rauner wants the state House of Repre-
sentatives to pass his anti-union, pro-busi-
ness proposals before he agrees to the tax
increases and spending cuts needed to bal-
ance the books. Mike Madigan, the Speak-
er of the House and boss of the state’s
Democrats, insists his party cannot accept

such a radical agenda. On May 9th the Civ-
ic Federation, a right-leaning watchdog,
sharply criticised Mr Rauner for the lack of
detail in his budget proposals, for includ-
ing an operating deficit of at least $4.6bn
and for allowing unpaid bills to rise to
nearly $20bn.

While the governor struggles, an
unusually high number of Democrats
have already said they mean to run for his
job in November next year. J.B. Pritzker, a
hotel magnate, and Chris Kennedy, a busi-
nessman and son of Robert Kennedy, an
icon of liberal Democrats, have already
thrown their hats in the ring. So have
Ameya Pawar, a progressive Chicago alder-
man, Daniel Biss, a state senator, and Bob
Daiber, the onlycandidate from downstate
Illinois, who is superintendent of schools
for Madison County. Scott Drury, a state
representative, says he is thinking about it.

Mr Pritzker and Mr Kennedy both have
deep pockets. They can match Mr Rauner,
who was boss of a private-equity com-
pany before he ran for office, and who put
$50m in a campaign fund last December
even though he has not formally said that
he will seek re-election. Mr Pritzker is even
richer than the governor; Mr Kennedy’s
name alone gives him access to plenty of
funds. Neither man has ever held political
office, so neither could be accused of being
controlled by the deeply unpopular Mr
Madigan, widely considered the godfather
of Illinois politics, whose main focus is to
get his minions re-elected. 

Even so, says Christopher Mooney of
the Institute ofGovernment and Public Af-
fairs in Urbana, it is not inconceivable that
a less well funded candidate, such as Mr
Pawar or Mr Biss, might win the Democrat-
ic primary next March. Mr Pawar makes a
persuasive pitch to progressives, promis-
ing a “new deal” with more funding for
public schools, universal child care, legal-
ised pot, big investments in infrastructure
and reform of the criminal-justice system.
He points out that he is the only person of
colour in the race in a state where, by 2020,
most children will be either from a minor-
ity or mixed-race. And he promises to fix Il-
linois’s abysmal finances with a progres-
sive income tax and the elimination of tax
loopholes for companies. 

Mr Rauner is unlikely to have a rival on
the Republican side. His popularity could
recover in the next 18 months if he man-
ages to end the budget crisis. He is a capa-
ble campaigner with powerful backers,
notably Ken Griffin, a hedge-fund billion-
aire, and Richard Uihlein, a conservative
businessman from the Chicago suburbs. 

At their Facebook Live session, Mr
Rauner and his wife sat at a wooden table,
beer glasses in hand, and talked about fly
fishing, sunflowers and strawberry
milkshake. Not all viewers were im-
pressed. On screen one online comment
flashed repeatedly: “Pass a budget!”7
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IN “MASQUERADE”, Tivadar Soros’s
memoir of Nazi-occupied Budapest, he

describes how he procured false IDs for fel-
low Jews, including his 14-year-old son
George. The elder Soros’s approach to the
forgeries is enlightening. With wealthy cli-
ents, he “asked for whatever the market
would bear”. From the desperate he made
nothing: “I felt that I was just a little respon-
sible for everyone.” George posed as the
godson of an official who conducted in-
ventories of confiscated Jewish estates.
“Without risks,” his father says of a time
when each day was a life-or-death gamble,
“there’s no life.”

An appetite for risk made George Soros
a billionaire, but also made him enemies,
as has his congenital philanthropy. In re-
cent months these resentments have
reached a new, alarmingpitch. Two strands
of criticism, in America and abroad, seem
to have fused, a confluence epitomised by
a pair ofobscure letters sent by Republican
politicians. A group of senators wrote to
Rex Tillerson, the secretary of state, and a
clutch of congressmen to the comptroller-
general, taking aim at the same detail: the
role of USAID, America’s foreign-aid agen-
cy, in Macedonia, specifically its collabora-
tion with the local arm ofMr Soros’s Open
Society Foundations (OSF). 

Mr Soros has supported democratic re-
form in central and eastern Europe since he
distributed photocopiers among activists
in the 1980s. His programmes avowedly
promote free media, fair elections and
clean government, rather than opposition
parties, but local autocrats often miss the
distinction. The Kremlin, which blamed
Mr Soros for peaceful uprisings in Russia’s
ex-Soviet neighbours in the 2000s, kicked
his affiliate out in 2015. Belarus and Uzbeki-
stan have also given him the push. 

A name to conjure with
As Russia revives its influence in Europe,
antipathy to Mr Soros is redoubling: in Ro-
mania, Poland and especially Macedonia,
where, amid a political crisis and allega-
tions ofgraft and vote-rigging against a for-
mer prime minister, a “Stop Operation So-
ros” movement was launched. Meanwhile
Viktor Orban—prime minister of Mr So-
ros’s native Hungary and himself a recipi-
ent of a Soros-funded scholarship—reviles
his benefactor’s “transnational empire”.
Hungary’s parliament passed a law that
might close Central European University,
which was founded by Mr Soros in 1991.

Another pending law could be used
against his foundation. 

His political views and hefty donations
have led to vitriol in America as well. De-
nunciations of George W. Bush and the
Iraq war made him a bogeyman among
right-wing fulminators and conspiracy
theorists. His support for Hillary Clinton
and disparagement of Donald Trump—an
“impostor” and “would-be dictator”—have
reinvigorated his assailants. Recently he
has developed a controversial sideline in
local prosecutorial races, from Louisiana to
Illinois, betting that reformist prosecutors
can help change the criminal-justice sys-
tem. Sometimes the candidates he backs
seem as baffled by his interest as their ri-
vals, but12 out ofhis15 picks have won. 

Still, even if they disliked his influence
at home, mainstream American politi-
ciansofboth partieshave mostlyendorsed
his foreign goals. Now the distinction is
crumbling, as the Macedonian letter
shows. It is a bizarre intervention: Ameri-
can politicians are in effect aligning them-
selves with a far-away, scandal-plagued
party that is also backed by Russia, and
which has allies who have resorted to vio-
lence, while disparaging their own govern-
ment and, of course, Mr Soros. They have
got their facts wrong, too: USAID has never
funded Mr Soros’s outfit in neighbouring
Albania, as the senators alleged. In the
scheme of the agency’s budget and the

Foundations’, the sums involved are tiny. 
In any case, Mr Soros’s infamy from the

bayous to the Balkans is odd. He is certain-
ly no saint. Some ofhis wealth comes from
currency speculation, as when, short-sell-
ing the pound in 1992, he “broke the Bank
ofEngland”. He hasa French conviction for
insider trading in 1988. Yet he has given bil-
lions to worthy causes. Michael Vachon, a
longtime adviser, points out that Mr Soros
derives no personal benefit from his advo-
cacy of, say, the rights ofRoma or the aboli-
tion of the death penalty. In politics, Mr Va-
chon says, unlike many big-time donors he
“is always lobbying for a public purpose,
never for private gain”. Often he promotes
policies, as on tax, that could cost him.

Canary in the global mine
In part his predicament is an indicator of
authoritarianism’s advances. As Radek Si-
korski, a former Polish foreign minister,
puts it, Mr Soros “has been a consistent ad-
vocate of the liberal order, and the liberal
order is itself under attack”. European re-
gimes may see an opening in the ascen-
dancy of Mr Trump, who is sceptical of ex-
portingdemocratic ideals (and whose own
campaign demonised Mr Soros). For their
part, some in Congress may see him as a
tool as much as a target, their real aim be-
ing to discredit overseas aid.

Whatever the causes, as Soros-bashing
spreads—the idea of his global meddling
gaining a meretricious credibility with rep-
etition—so do other troublingviews. One is
the cynical claim that peaceful protesters,
whether against Mr Trump’s policies or
corruption in Romania, take to the streets
only if they are bribed: usually, run the cal-
umnies from Bucharest to Washington, by
Mr Soros. “If we’d paid all the protesters
they say we have,” jokes Laura Silber of
OSF, “we’d be bankrupt many times over.
It’s an insult to people standing up for their
beliefs.” Second, ever-more supposedly
democratic leaders are relying on external
adversaries to bolster their positions, con-
fecting them ifnecessary. 

Finally, there is the particular kind of
foe that Mr Soros is made to embody. Por-
trayalsofhim asan octopus, or, as in a Hun-
garian billboard, as a puppet-master, inev-
itably recall the last century’s anti-Semitic
propaganda. Some such echoes may be ac-
cidental, the conspiracists unconsciously
defaulting to ancient tropes, but they are
striking. In a tweet praising Mr Orban, for
example, Steve King, a Republican con-
gressman, called Mr Soros a “Marxist bil-
lionaire”. That chimes with the old slur
against Jews whereby, as Tivadar Soros
says in his book, “at one and the same time
they held in theirhands…the Western cap-
italist countries and Russian Bolshevism.”
“He survived the Nazis,” Mr Vachon says
of Mr Soros’s current situation, “and he
takes a long view.” No doubt, but in some
ways this must be depressingly familiar. 7
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MANY titles bestowed on Donald Trump—from president to
commander-in-chief—are hard for non-supporters to di-

gest. But the honorific that most puzzles the world, perhaps, is
that bestowed by American conservatives who praise the swag-
gering, thrice-married tycoon as a man ofGod.

Expect that gulf of perception to grow still wider as Mr Trump
embarks on his first presidential trip overseas on May 19th. Scep-
tics remember Candidate Trump stoking sectarian rage on the
campaign trail. They remember a man who proposed a complete
ban on Muslim arrivals and scorned Pope Francis as a Mexican
“pawn” for questioning his immigration plans. Yet now White
House aides call President Trump a leader bent on uniting the
great faiths, who will bring a “message of tolerance and of hope
to billions” during stops in Saudi Arabia, Israel and Rome.

Sceptics have long suspected that conservative Christians—
and above all white evangelical Protestants, who are among his
most loyal backers—are embracing the president for a mix of rea-
sons, including worldly politics and tribal loyalties. Opponents
assume that is why pious followers overlooksuch Trumpian sins
as pride, wrath and bearing false witness (or fibbing, to use a lay-
man’s term). They note that when Jerry Falwell junior, head of
Liberty University, a Christian college, called Mr Trump a “dream
president”, he listed achievements that straddle the realms of
God and man, from his appointment of a conservative Supreme
Court justice, Neil Gorsuch, to his vocal support for Israel.

Some political scientists sound more like anthropologists
than theologians when they dissect Mr Trump’s success with
whites who call themselves evangelical Protestants and attend
church regularly—fully 80% of whom told a recent survey by the
Pew Research Centre that they approve of his job performance.
Those scholars note that formany whites, notably in small towns
and rural areas, adhering to traditional Bible values and embrac-
ing a personal relationship with Jesus Christ—to use one com-
mon definition of evangelical faith—is another way of saying “I
am an upstanding citizen”. Seen that way, piety is hard to untan-
gle from other markers ofconservative identity, from gun owner-
ship to feeling the country is going to the dogs.

Still, it is a mistake to seek purely secular explanations for Mr
Trump’s bond with religious conservatives. For one thing, the

president’s rhetoric is steeped in time-worn stories about a Chris-
tian nation under siege. He is the latest in a long line ofpoliticians
to cast believers as a faithful remnant, under attack from the
sneering forces of modernity. More specifically, Mr Trump’s lan-
guage is filled with echoes of a much-mocked but potent Ameri-
can religious movement with millions of followers, known by
such labels as “positive thinking” or the “prosperity gospel”.

To historians of religion, like Kate Bowler of Duke University,
when Mr Trump speaks of spiritual matters his words fairly ring
with the cadences of prosperity preachers. In an address to grad-
uating students at Liberty University on May 13th, Mr Trump
promised his audience a “totally brilliant future”, and said that
his presidency is “going along very, very well”. He ascribed both
happy observations to “major help from God”. Lots of believers
credit God for success, but Mr Trump went further. He described
an America in which winners make theirown dreams come true.
He hailed a 98-year-old in the audience whose death by the age of
40 had been predicted by experts. He praised strivers who speak
hopes aloud, ignoring doubters, and growled: “Nothing is easier
or more pathetic than being a critic.”

That boosterism would sit happily in a sermon by preachers
like Joel Osteen, routinely watched by television audiences of
7m, or Creflo Dollar, the Rolls-Royce-owning pastor of an Atlanta
megachurch with 30,000 members. This is no accident. As Ms
Bowler explained this month at the Faith Angle Forum, a twice-
yearly conference about the interplay ofpolitics and religion, as a
young man Mr Trump attended a New York church led by Nor-
man Vincent Peale, a “positive thinker” who also officiated at his
first marriage. A prosperity preacher, Paula White, spoke at Mr
Trump’s inauguration, despite grumbles about herhard-sell tech-
niques, with worshippers prodded to make such “demon-slay-
ing, abundance-bringing” donations as $229, chosen to honour I
Chronicles22:9, with its talkofSolomon earningrespite from “en-
emies on every side”.

Favoured by the Almighty
Prosperity preachers are often dismissed by mainstream theolo-
gians as pompadoured hucksters (think Oral Roberts, a pioneer-
ing televangelist) or as near-heretics, for suggesting that believers
can achieve God-like powers over their own health and wealth.
But they reflect a Trumpian worldview. “Blessed”, a book about
the prosperity gospel by Ms Bowler, describes the fine line be-
tween telling boastful untruths and “positive confession”, by
which a bankrupt might thank God for an imaginary gusher of
money, or a deathly ill congregant might insist that she is already
cured, in the belief that naming a desire will bring it about. Like
the Trump family, megachurch pastors and their immaculately
groomed wives and children are held up as models of divine fa-
vour: winners who have found the rungs ofan invisible ladder to
success. Prosperity ministries revere celebrity—a Los Angeles
church gave Jesus his own star, evoking the ones on Hollywood’s
Walk of Fame. The movement has deep roots, stretching back to
19th-century touring mesmerists and Pentecostal healers, and to
the Depression-era pastorwhose version ofPsalm 23 began: “The
Lord is my Banker, My Credit is Good.” 

Not every prosperity worshipper is a Trump voter, not least
because many are black. But the movement’s influence on the re-
ligious right is hefty, and growing. It is a theology for self-made
men who scorn the idea of luck. God gives him “confidence”, the
president bragged last year. That is a very American creed.7

Donald Trump, man of God

To know why Christians can love a much-married braggart, study the prosperitygospel
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IN THE BEGINNING they destroyed Egypt’s air force on the ground and
knocked out the planes ofJordan, Iraq and Syria. That was Monday. Then
they broke Egypt’s massive defences in Sinai. That was Tuesday. Next,
they took the old city of Jerusalem and prayed. That was Wednesday.
Then they reached the Suez Canal. That was Thursday. They ascended
the Golan Heights. That was Friday. Then they took the peaks overlook-
ing the plain of Damascus. In the evening the world declared a ceasefire.
That was Saturday. And on the seventh day the soldiers of Israel rested.

In just six days of fighting in June 1967, Israel created a new Middle
East. So swift and sudden was its victory over the encircling Arab armies
that some saw the hand ofGod. Many had feared another Holocaust. In-
stead Israel became the greatest power in the region. Naomi Shemer’s an-
them, “Jerusalem ofGold”, acquired newlinesafter the war: “We have re-
turned to the cisterns/To the market and to the market-place/A shofar
[ram’s horn] calls out on the Temple Mount in the Old City.”

This is a year of big anniversaries in Israel: 120 years since the First
Zionist Congress in Basel; 100 years since the Balfour Declaration prom-
ised the Jewsa national home; and 70 yearssince the UNproposed to par-
tition Palestine into a Jewish and an Arab state. But the commemoration
of the half-century since the six-day war will be the most intense. 

This special report will examine the legacy ofthat conflict. The terri-
tories that Israel captured are the defining issue of its politics and its rela-
tions with the world; they are also at the heart of Palestinian dreams of
independence. The six-day war was the last unalloyed military victory
for Israel, and the start of a transition from existential wars against Arab
states, which it always won, to enervating campaigns against non-state
militias which it could never wipe out. The threat of invasion across its
borders has vanished, but the violence within them is unceasing.

In 1967 Western arms decisively beat Soviet ones. As America allied 

Six days of war, 50 years of
occupation

Israel has become powerful and rich, but has not found peace with
the Palestinians—nor with itself, says Anton La Guardia
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itself firmly with Israel, cold-war divisions overlaid the Arab-Is-
raeli conflict. And when Charles de Gaulle switched sides to
align France with the Arabs in 1968, in effect banning weapons
sales to Israel (notably of Mirage jets), he unwittingly laid the
foundation for Israel’s flourishing high-tech industry. These days
it is France that buys drones from Israel.

The embattled refuge for the Jews became a mini-empire,
ruling over millions of Palestinians. It was, in many ways, an im-
provised conquest, “The Accidental Empire” (the title of a book
by Gershom Gorenberg), but one which has endured. The war
awakened Palestinian irredentism and Israeli zealotry, and add-
ed the intractable power of religion to the forces of nationalism.
The wall that divided Jerusalem has gone, but Israel has erected
many more barriers that atomise Palestinian society. Israelis
have grown rich, which makes the misery of Palestinians all the
more disturbing. In uniting the ancient land of Israel, the victory
has divided Israel’s people and coarsened its democracy. 

Shotgun wedding

That heady June day in 1967 when Levi Eshkol, then Israel’s
prime minister, heard news of the capture of Jerusalem, he told
party colleagues: “We’ve been given a good dowry, but it comes
with a bride we don’t like.” His words proved more prescient
than he imagined.

Old Israeli soldiers still tell their stories of the war day by
day, hill by hill. Reuven Gal was a platoon commander in the Je-
rusalem Brigade, a unit of reservists from the city who fought
within earshot of their homes. After a battle to control the UN

headquarters the previousday, MrGal recallsadvancing atdawn
on June 7th towards Jordanian trenches on the hill of Jebel Abu
Ghneim. To his relief the position had been abandoned. As his
men rested, he heard the radio signal from Motta Gur, command-
er of the paratroopers who had entered the walled city: “Har ha-
bayit beyadeinu” (the Temple Mount is in our hands). All around
him, hardened soldiers wept at the news. 

After the war, Israelis loved to hike in the ancient hills, redis-
covering Hebron, Eli, Shiloh and more; for Mr Gal, Jews “became
drunk” with euphoria at taking the lands of their biblical ances-

try. And he thought that after such a defeat the Arabs would have
to sue for peace. He breaks into a song from the time: “Tomorrow,
when the army take off their uniforms/All this will come tomor-
row, ifnot today/And ifnot tomorrow, then the next day.”

But peace did not come. Every generation of Israelis must
still put on the uniform and prepare to fight. Mr Gal became the
army’s chiefpsychologist and later a senior national-security of-
ficial. “Little did we know what this military victory would
bring,” he reflects. “The celebrations were the beginning of the
tragedyofthe occupation. Ithashad a tremendous impact on our
morality, democracy, the souls of our children and the purity of
arms [the morality of the use of force].”

Palestinians, for their part, talk of their dismay at how Jor-
danian troops gave up Jerusalem’s Old City with barely a fight,
and of their surprise at discovering that the armoured vehicles
rumbling into the city were not Iraqi reinforcements but Israeli.
On the edge of the Jewish Quarter of the walled city, Abu Munir
al-Mughrabi lives in a small one-bedroom flat that is a makeshift
museum to the loss ofArab Jerusalem. On his wall ofpictures of
the city, one shows him as a 25-year-old in a suit, standing amid
the rubble of his neighbourhood, the Mughrabi Quarter. It was
demolished by Israel immediately after the capture of the Old
City, turning the alleyway in front of the Western Wall, the most
important place of Jewish prayer, into the wide plaza it is today.
He holds up his hand-drawn map of the vanished buildings and
a list of the 138 families that were cleared out. 

Abu Munir had been in Amman when the war broke out.
He slipped back across the border to reach Jerusalem just as his
home was being torn down. For a time he smuggled people to
and from Jordan. He also smuggled weaponsforFatah, then a ris-
ing militant movement, and spent time in jail.

His story illustrates a change of mindset by Palestinians. In
the war of1947-48, when Israel was established, Palestinians fled
or were pushed out en masse. Hundreds of villages were de-
stroyed. By contrast, in 1967 most stayed on. “We were lucky that
we were defeated so fast and so massively,” says Ali Jarbawi,
now a professor of political science at Birzeit, a Palestinian uni-
versity in the West Bank. “Israel did not have time to kickus out.” 
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There were also some unexpected benefits: Palestinians
from the West Bank, which had been annexed by Jordan, re-
newed ties with Palestinians from Haifa and Jaffa, which had
been part of Israel after1948; and from Gaza, which had been oc-
cupied by Egypt. “The Palestinian national feeling re-emerged
because of the occupation,” says Mr Jarbawi.

That sentiment burst forth with the first Palestinian inti-
fada, or “shaking off”, in 1987. Until then the Palestinians under
Israeli rule had remained mostly placid, while the Palestine Lib-
eration Organisation (PLO), dedicated to the removal of Israel by
force, conducted cross-border attacks from abroad. The armed
struggle was, for the most part, a failure. The PLO lost a civil war
against King Hussein of Jordan in 1970; embarked
on a campaign of international terrorism, includ-
ing the massacre of Israeli athletes at the Munich
Olympics of 1972; helped to precipitate the civil
war in Lebanon in 1975; and was evicted to Tunis
after Israel’s invasion of1982.

By contrast, the intifada was marked mainly
by stone-throwingclashes. It dashed the illusion that Israel could
hold on to the occupied territories at little cost. The Oslo accords
of1993 established an autonomous Palestinian Authority under
Yasser Arafat, the PLO leader, who returned triumphantly in July
1994. Extremists on both sides set out to destroy the deal with un-
precedented violence. A Jewish settler killed 29 Palestinians at
prayer in Hebron in1994. Hamas and Islamic Jihad, both Islamist
factions, embarked on a campaign ofsuicide-bombings. In1995 a
right-wing Jew murdered the prime minister, YitzhakRabin.

The second intifada, precipitated by the failure of peace
talks at Camp David in 2000, involved guns and bombs. Mr Ara-
fat often seemed to tolerate, or even encourage, the militants.
Unilateral Israeli withdrawals from Lebanon in 2000, and from

Gaza in 2005 (after Arafat’s death), did not bring peace either: Is-
rael fought repeated wars against Hamas and Hizbullah (a Leba-
nese Shia militia), both ofwhich fired numerous rockets at Israel.

The decades of the “peace process” brought much process
and little peace. For Israelis, land for peace became land for sui-
cide-bombs and rockets. “Most people feel that the occupation is
no longer our fault,” says Yossi Klein Halevi of the Shalom Hart-
man Institute, a think-tank. “I came out ofthe first intifada as a La-
bour voter. But the second intifada moved me to the right.”

For most Palestinians, the Oslo deal brought a worse occu-
pation: more bloodshed, internal division, loss of land to settlers
and territorial fragmentation. Palestinians these days live as refu-

gees in the Arab world; in an open prison in the Gaza Strip run by
Hamas; in a patchwork of isolated autonomous enclaves in the
WestBankrun by the nationalist Fatah faction; asneglected “resi-
dents” of Israel in Jerusalem; and as second-class citizens strug-
gling for equality in Israel’s pre-1967 borders.

The chaos in the Middle East since the Arab uprisings of
2011has hardened Israel’s conviction that it is too risky to give up
more land: what if Hamas or Islamic State (IS) took over the hills
of the West Bankoverlooking Israel’s most populated areas? Isra-
el came close to returning the Golan Heights in peace talks with
Syria. Now that militias such as Hizbullah, al-Qaeda and IS have
implanted themselves on the frontier, many Israelis are grateful
that the negotiations failed. For their part, the Palestinian feel

The decades of the “peace process” brought much
process and little peace. For Israelis, land for peace
became land for suicide-bombs and rockets

THE SIX-DAY WAR increased Israel’s territory
threefold. The “borders of Auschwitz” were
gone; the vulnerable nine-mile narrow waist
acquired a thick cuirass with the mountains
of the West Bank. Israel soon annexed East
Jerusalem with some surrounding land; it did
the same with the Golan Heights in 1981.
Elsewhere, it left the status of the occupied
territories undefined, waiting for a peace
that never came even as Jews settled there.

After the Yom Kippur war of 1973, when
Israel was caught off-guard by Egypt and
Syria, America mediated a limited “dis-
engagement” in Sinai and the Golan. In 1979
Israel agreed to give back all of Sinai under a
peace treaty with Egypt. 

The Oslo accord of 1993 set out a five-
year period of Palestinian autonomy in the
West Bank and the Gaza Strip. It left the
hardest issues—borders, settlements, Jeru-
salem and Palestinian refugees—to be sorted
out later. The interim arrangements created a
crazy quilt of territories: in Area A, the main
Palestinian cities, the Palestinian Authority

was given full civil and security control; in
Area B, mostly taking in Palestinian villages,
it had civil-affairs and some law-and-order
powers, but Israel retained ultimate security
control; in Area C, the biggest zone, encom-
passing settlements, access roads, nature
reserves and so on, Israel kept full control
(see map, opposite page). 

With the second intifada, Israel in
effect turned Area A into Area B. It frequently
conducts raids to arrest suspected militants.
It entirely withdrew its troops and settlers
from the Gaza Strip in 2005, maintaining a
fence and buffer zone on the border and
controlling the skies and the seas. 

Israel’s separation barrier in the West
Bank, a series of walls and fences, often runs
close to the pre-1967 border. But it cuts deep
salients into the West Bank to take in blocks
of settlements and a swathe of territory
around Jerusalem. This encircles the majority
of settlers, who live mostly in towns close to
Israel’s main cities. But it has severed Arab
areas of East Jerusalem from their natural

Peace, or in pieces?

A guide to the ABC of the conflict 

hinterland in the West Bank, and has greatly
hampered movement between the northern
and southern parts of the West Bank. It has
also created several isolated Palestinian
pockets: parts of the West Bank are enclosed
within the barriers, and some Palestinian
neighbourhoods of Jerusalem are cut off.

Nearly 2m Palestinians live in the Gaza
Strip and almost 3m in the patchwork of
autonomous zones in the West Bank, where
they are mixed with around 385,000 Jewish
settlers. East Jerusalem has about 320,000
Palestinians and about 210,000 Jews. Within
the old pre-1967 border, the “Green Line”,
there are more than 6m Jews and 1.5m Pales-
tinians with Israeli citizenship.

Between the Jordan river and the
Mediterranean, the overall number of Pales-
tinians has more or less caught up with the
number of Jews: about 6.5m for each. Pales-
tinian statisticians say Arabs will equal Jews
by the end of the year; Israeli demographers
reckon the high birth rate among the ultra-
Orthodox will keep Jews just ahead.
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their cause has been forsaken by Arabs that once held it dear.
Pollsters say that opposition to the idea of peace based on

the creation of a Palestinian state alongside Israel is strongest
among the young of both sides, those aged 18-24. Their parents
may have known a time with no internal barriers and cordial if
unequal relations between Arabs and Jews. These days most
young Israelis and Palestinians have little contact.

Life in Israel, safe behind the security wall and the mental
one that says “there is no partner for peace”, is more comfortable
than it has been for most of the country’s short life. Security has
improved, for now. The economy is booming. And even as its
politics turnsmore chauvinistic, its society isopening up in other
ways. Arab citizens of Israel, who lived under martial law until
1966, are becoming more integrated economically. In Jerusalem,
some Jews and Arabs challenge each other at backgammon and
dance the Palestinian dabke. Israeli music is rediscovering the
rhythms and tones of the Orient. The army welcomes women
and gays, despite objections by some rabbis. The old conflicts
over sabbath observance are, for the most part, a thing of the
past. Even in Jerusalem, islands ofsecularism have emerged.

Visit the beaches or the pulsating bars of Tel Aviv, eating
non-kosher Thai prawns, discussing the latest algorithm and
watching the handsome youth drift by, and you might imagine
yourself in California. Fifty years after 1967, it has become too
easy for Israel to forget that, just a short drive away, the grinding
occupation ofPalestinians has become all but permanent. 7

THE SIGN AT the entrance is clear: “According to Torah Law
entering the Temple Mount area is strictly forbidden due to

the holiness of the site.” Rabbinical tradition holds that Jews
may not set foot on any part of the esplanade atop Jerusalem’s
holiest site. Once the location of the Jewish temple, which was
destroyed by the Romans in 70AD, the area has for centuries
been a Muslim compound comprising the al-Aqsa Mosque and
the golden Dome ofthe Rock. Because the location ofthe Holy of
Holies (the innersanctum ofthe former temple) is unknown, say
the rabbis, ritually impure Jews might accidentally enter and de-
file it. These days Jews mostly pray outside, at the base of the re-
taining wall, known as the Western Wall, or Kotel.

Nonetheless, Jewish zealots venture into the al-Aqsa com-
pound almost every day, ostensibly as tourists. The police let
them jump the queue offoreigners and form a protective cordon
as they perambulate the Dome of the Rock, amid curses from
Muslim worshippers. Sometimes they stand silently, gazing at it
longingly. They are filmed by the police, who are supposed to en-
sure that they do not attempt to pray. One trick is to address God
while pretending to speakon a mobile phone.

The activists maintain that their holiest place is not down
below and outside, at the Western Wall, but above and within
the great enclosure (see picture). They demand the right to pray
there after centuries of exclusion. “The Western Wall is a refugee
camp for Jews,” declares one campaigner. Besides, he says, the
Holy of Holies is under the golden dome, which covers a rock
where tradition says Abraham prepared to sacrifice Isaac (or Ish-

mael, according to Muslim lore). Rabbi Yehudah Glick, a Likud
member of the Knesset (parliament), who was wounded by a
Palestinian gunman in 2014, dismisses the prohibition on Jews
entering the Temple Mount. As the campaign gathers support, he
predicts, traditionalist rabbis will be forced to bow before the
popular will. Had they not once opposed Zionism itself?

Rabbi Glick casts the campaign for prayer rights as a matter
of religious freedom. But it has been spurred by politics, as a re-
sponse to the Camp David talks in 2000, when the status of Jeru-
salem’s holy places was negotiated over for the first time; estab-
lishing the right of Jews to pray on the Temple Mount would
reinforce Israel’s claim to sovereignty over the site. 

ForPalestinians, the intrusion ofJewish activists into the al-
Aqsa compound is all of a piece with the creeping “Judaisation”
ofJerusalem. All around al-Aqsa, they lament, right-wing Jews fi-
nanced by foreign donors are buying up Arab houses above
while conducting archaeological digs below.

Holy sites are the powder kegs of the conflict, imbuing the
nationalistdispute with religious fervour. Arowover the Kotel in
1929 led to deadly anti-Jewish riots across British-ruled Palestine.
A visit to the Temple Mount in 2000 by Ariel Sharon, then the Li-
kud party leader, lit the fuse of the second Palestinian intifada.
And the increasingly frequent prayer visits helped launch the
current wave ofstabbings and car-rammings by Palestinians. 

Weaponising prayer

To understand the danger of politicised piety, consider He-
bron, Jerusalem’s “older sister” and site of the Cave of the Patri-
archs (which Muslims call the Ibrahimi Mosque), where the Bi-
ble says Abraham bought a burial-place for his family. Both the
Kotel and the Hebron site feature massive stone blocks from the
time of Herod the Great. After the war of 1967 Jews gained the
right to pray in the cave complex for the first time in 700 years.
They also moved into buildings nearby to restore a Jewish com-
munity thathad been massacred and evicted in 1929. Where Jew-
ish settlers go, the Israeli state usually follows. The friction in He-
bron has caused much bloodshed on all sides. After a massacre
of Muslim worshippers in the Cave of the Patriarchs by a settler
in 1994, Israeli authorities partitioned the site, and later the city. 

It was in Hebron in March 2016 that an army medic, Ser-
geant Elor Azaria, killed a Palestinian lying on the ground, even
though he had already been wounded and incapacitated after
trying to stab Israeli soldiers. Mr Azaria shot the man not in the
heat of the moment but 11 minutes after the stabbing—and was
caught on video. The army’s high command demanded exem-

Politics

Right v far right

Israel’s politicians promote religion and intolerance 

Layers of complexity
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plary punishment, but populist politicians agitated for an acquit-
tal or, once the soldier was convicted of manslaughter, a pardon.
Strikingly, the prime minister, Binyamin Netanyahu, took the
side of the pardon-seekers.

The Azaria affair says much about the chauvinism that suf-
fuses Israeli public life. Politics is no longer a contest of right
against left but of right against far right. Israel has become more
ethno-nationalist and less universalist; more Jewish and less Is-
raeli. Mr Netanyahu, once regarded as a demagogue, often looks
like a moderate next to many ofhis cabinet members.

Right-wingers have sought to marginalise Arab parties in
the Knesset and hamper leftists and liberals. The Knesset is push-
ing laws on everything from reducing the volume of Muslim
calls to prayer to forcing the disclosure ofmoney given by foreign
governments to NGOs (which often support human rights and
other liberal causes) and giving immigration authorities greater
power to ban BDS (boycott, divestment and sanctions against Is-
rael) activists from entering Israel. The government has in-
veighed against what it calls the “activist” Supreme Court (which
it deems too liberal) and against the media.

Outsideparliament, thingscan turn uglierstill. The ultrasof
the Beitar Jerusalem football club, La Familia, sing racist chants
and are frequently involved in violence, not least when they
pour out of matches to look for Arabs to beat up. The team has
never had an Arab player. “I am a racist,” says one member.
“That’s what La Familia means: the Jewish family.” A related

group, Lehava, campaigns rowdily against miscegenation. All
this might be dismissed as fringe activity, except that Beitar Jeru-
salem is much beloved of Likud ministers, and the government
gives money to groups close to Lehava that seek to “save” Jewish
women from Muslims. It has also objected to a book featuring
love between Arabs and Jews.

Ehud Barak, a former Labour prime minister, talks of “bud-
ding fascism”. Older Likud members, from Moshe Arens, a for-
merdefence minister, to President Reuven Rivlin, and even some
of the settlers’ father figures, find the crass racism disturbing, but
these days they are sidelined. “Likud was hawkish, but was liber-
al and democratic. It has been transformed,” says Moshe Halber-
tal, a professorof Jewish philosophy at the Hebrew University in
Jerusalem. “For ultranationalists, the enemy is within—NGOs,
the minorities, the courts.”

Labour’s love lost

The drift to illiberalism is also a symptom of the weakness
of the Labour party, damaged by decades of post-Oslo violence.
The party is in perpetual turmoil: it has gone through 11 leaders
since1994, whereasLikud hashad just two. In Israel’s strange par-
liamentary arithmetic, Labour cannot form a coalition with
Arab parties, which hold13 seats, lest it be accused of treachery.

Counter-intuitively, perhaps, there is a fear on the right that
the settlement project is failing. Settlers account for a minority of
the West Bank’s population, and have not managed to convince

ARMY INDUCTION DAY feels like a graduation
party. Family and friends gather. The kids
leave home to become the defenders of the
Jewish state. The gun is passed from father to
son. On the day the paratroopers are being
signed up at Bakum, the main recruitment
centre of the Israel Defence Forces (IDF),
young men dance in a circle to the beat of a
drum, singing “Don’t be afraid, Israel.” All in
the cheerful band wear the knitted skullcaps
of the national-religious movement, having
studied at a religious military academy in the
settlement of Eli. 

Religious Zionists have largely taken
over the ideological fire of the secular kibbutz
movement, which built socialist collective
farms in the early years of the state. Now it is
the boys from the yeshivas (Jewish seminar-
ies) who seek to settle the land and become
army officers. If the army is a microcosm of
Israeli society, then its top units may be the
harbingers of Israel’s future elite. The para-
troopers form a sort of military aristocracy.
Eight of the 15 IDF chiefs of staff since 1967
have worn the red beret and boots, and
several became prominent politicians. 

National-religious Jews, who account
for about 10% of the population, make up
about 40% of junior and mid-level infantry
officers. Many secular Israelis worry that,

through this group, religious settlers will
take over the army. “They are very devoted.
They are great soldiers, ready to sacrifice. But
they bring a certain ambiguity about who is
the final source of authority,” says Ehud
Barak, a former chief of staff and one-time
prime minister. 

The evidence so far is ambiguous. The
army’s removal of settlers from Gaza, and
latterly from outposts in the West Bank, has
passed off with few instances of insubordina-
tion. Moreover, the network of hesder yeshi-
vas (which mix religious studies with military
service) and religious pre-service military
academies is often intended less to create a
new national-religious elite than to keep
youngsters from leaving religious life.

The IDFwants to expand the number of
full-timers, both to maximise front-line
combat troops and to reduce the burden on
reservists. The influx of women is rising by
the year, increasingly to guard the borders.
So is the recruitment of the ultra-Orthodox,
usually allocated to sex-segregated units. As
it happens, the IDF is also one of the world’s
most gay-friendly armies. 

Rabbis who object to the recruitment of
religious women, or of ultra-Orthodox men,
are fighting a losing battle. Besides, rabbini-
cal authority is breaking down as Israelis’

The army’s new elite 

Religious soldiers are replacing kibbutzniks. Does it matter?

religious beliefs become more variegated
and personalised, says Tomer Persico of the
Shalom Hartman Institute. “The army
changes religious soldiers as much as reli-
gious soldiers change the army.” 

Is the IDF the most moral army in the
world, as many claim? There must be doubts.
Breaking the Silence, a group of reservists
who bear witness to what they have seen and
had to do while in uniform, tell many dis-
turbing stories, from the petty humiliation of
Palestinians to actions that might count as
war crimes. Despite accusations of treason
aimed at the group, its mere existence at-
tests to the strength of Israeli democracy.

In an age of asymmetric warfare
against militias rather than states, the IDF
produces few obvious military heroes. Gener-
als have become less prominent in politics
these days even as other elites, such as
startup entrepreneurs, are on the rise. The
IDF remains a great melting pot, turning Jews
from the four corners of the world into Israe-
lis. But there are fears that army service may
yet become a force for social division. Those
hand-picked to join the tech-savvy units,
such as the signals-intelligence Unit 8200,
are likely to find highly paid jobs in the high-
tech world. The infantry manning the check-
points could find themselves left behind.



8 The Economist May 20th 2017

SPECIAL REPOR T
ISRAEL

2

1

IN A PATCH of desert until recently frequented only by
passing camels, workers in a computer lab examine new

“smart” appliances: a slow cooker on one bench, a security cam-
era on another, a smoke detector on a third. Millions of devices
that incorporate mini-computers are being connected to the in-
ternet. But as well as convenience, the “internet of things” offers
cyber-criminals many new vulnerabilities to exploit. “If I were
an attacker, I would never hide in your PC,” says Oleg Brodt, di-
rector of research and development at Cyber@BGU, the cyber-
security research centre run by Ben Gurion University in Beer-
sheva. “I would try to hide in yoursmoke detectorordoor alarm,
because nobody bothers to protect them.” 

The centre hasshown howwearable devicescan be used to
eavesdrop on corporate networks. It has also demonstrated the
multitude of ways in which even supposedly ultra-secure com-
putersystemsnotconnected to the internet can be hacked. These
include exploiting FM radio waves emitted by video cards, the
blinking ofLED lights or even the pattern ofheat signatures.

The Israeli government wants to turn Beersheva, a compar-
atively poor southern city, into one of the world’s prime cyber-
security centres, attracting multinationals to work with startups
in an incubator (established by JVP, an Israeli venture-capital
fund) and with the university’s computer-science department.
More important, the army’s signals-intelligence Unit 8200 and
other tech-savvybranchesare due to relocate to Beersheva in the
coming years, providing a flow ofyoung and capable veterans to
boost the industry. Alumni of Unit 8200 have already seeded
much of Israel’s high-tech industry.

Israel attracts about 15% of the world’s venture-capital in-
vestment in cyber-security. It is part of Israel’s booming “startup-
nation” economy, the most dynamic innovation ecosystem out-
side America. Direct flights now connect San Francisco to Tel
Aviv. Other high-tech areas lookpromising, too, among them ag-
ricultural and water technology (building on Israel’s expertise in
desert farming), digital health services and financial technology. 

The biggest buzz is over driverless cars. Boosters think that
Israel can help produce their brains—computer vision, lidar (la-

ser scanning), artificial intelligence and cyber-security—leaving
the engines and the metal-bashing to others. Intel, a giant maker
of computer chips, has recently bought Mobileye, which makes
driver-assistance systems, for $15.3bn.

All thismarksa remarkable change from the 1980s, when Is-
rael was on the brink of financial collapse. Its near-defeat in the
Yom Kippurwarhad caused it to push defence spending to an ex-
traordinary 30% of GDP in 1975. By 1984 public debt had reached
nearly 300% ofGDP and hyperinflation peaked at 450% a year.

In the past decade the economy has grown at about 4% a
year. The unemployment rate is 4.3%, a record low. The labour-
force participation rate has risen. A country with few natural re-
sources plans to export gas to Europe from its offshore fields, and
is sellingwater to Jordan aswaterdesalination gathers pace. Pub-
lic debt has come down to 62% of GDP, the current account is in
surplus and foreign-currency reserves are high. All significant
transactions were once reckoned in dollars; the worry now is the
strength of the shekel, which has appreciated by 13% against a
basket of currencies in two years. The central bank periodically
intervenes in foreign-exchange markets to hammer it down. 

Israel has not had a recession (defined as two consecutive
quarters of falling output) since the height of the second intifada.
The Israeli economy“is inoculated to a large extent” from wars in
Gaza and Lebanon, says Eugene Kandel, a former economic ad-
viser to the government and director ofStartup Nation Central, a
non-profit group that links global firms with local startups.

It is easy to be dazzled by Israel’s high-tech firms. In fact, the
country has two separate economies. The dynamic, globalised
startup nation accounts for only about a tenth of employment,
whereas nine in ten Israelis work in something more akin to a
left-behind nation that is inefficient and protected from competi-
tion. Poverty rates in Israel are among the highest in the rich
world, for two main reasons: the ultra-Orthodox often live on
public subsidies to pursue a life of Talmudic studies; and Arab
citizens struggle to achieve equality. 

Float like a Zeppelin

Mr Kandel talks of the high-tech industry as a Zeppelin
floatingabove the rest of the economy and only loosely connect-
ed to it. This raises two fears. One is that the Zeppelin will drift
away if the regulatory, political or security environment deterio-
rates. The other is that it will fail to lift the rest of the economy.
The answer, Mr Kandel thinks, is for startups to grow into big
firms in their own right, instead of selling up to companies like
Google. Even if the buyers leave their R&D centres in Israel, only
so many people can become high-end developers. Larger com-
panies would hire more lawyers, accountants and the like. 

The economy

Startup nation or
left-behind nation?
Dazzling high-tech firms divert attention from a
serious productivity problem
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most Israelis of their case for permanently annexing the West
Bank. By casting their movement largely in religious terms, they
have lost much of secular Israel. Mr Netanyahu has confined the
building of settlements to the main blocks on the borders of the
West Bank. And people remember that Ariel Sharon, a previous
Likud prime minister, pulled out the settlers from Gaza, proving
that settlement is reversible.

“We are bigger, but we are not as influential as we used to
be,” says Israel Harel, a veteran of the settler movement. He re-
grets that settlers did notpush immediately for the annexation of
the West Bank. These days he would make do with the absorp-
tion of just Area C, handing areas A and B to Jordan (a deal that
would not be accepted by either Jordan or the Palestinians). “I
am not so concerned about security and more concerned about
what happens in Israel. This issue divides us. It creates hate and
chauvinism. I don’t want Israel to become hell.” 7
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For a country with many highly educated people, Israel
scores poorly in the Programme for International Student As-
sessment (PISA), a test of the science, maths and reading skills of
15-year-olds from across the world run by the OECD, a rich-world
think-tank. Even after stripping out the dire results of Israeli Ar-
abs, the results of Hebrew-speakers were still mediocre—and
would look even worse except that ultra-Orthodox Jews do not
take the test. “PISA does not matter to the startup economy,” ex-
plains Mr Kandel. “It matters to the rest of the economy. We need
solid PISA results to be able to adopt innovation, not necessarily
to create innovation.” 

Naftali Bennett, the education minister, is trying to nudge
students into taking more demanding maths courses. He also
wants to improve the standard of teacher-training colleges, al-
though strong unions make it hard to align pay with perfor-
mance, let alone sack bad teachers. He argues that the real secret
of Israel’s startup economy is not the educational system but
rather the culture of entrepreneurialism, rooted in self-reliance
inculcated in young Israelis in the army and youth groups.

Dan Ben-David, of Tel Aviv University and the Shoresh In-
stitute, a think-tank, sees things differently: “The IDF is an army,
not a school.” He reckons that Israel’s real existential threat is
poor productivity, not terrorism or external dangers: “We can’t
stay like this for another 30 or 40 years. Sooner or later there will
be a crisis.” 

He divides Israel’seconomicdevelopment into two distinct
periods. One was the era of catch-up growth leading to the Yom
Kippur war in 1973, when Israel’s productivity converged with
that of the G7 countries; thereafter it diverged again. Israel’s
strong growth of recent years, he says, is due mainly to a rise in
the number ofworkers, not in productivity. Israel’s population is
growingfast, and cuts to welfare benefits have pushed more peo-
ple, particularly ultra-Orthodox women, into work.

According to Mr Ben-David, Israel has chronically underin-
vested in education and infrastructure because resources have
been spent on subsidies for ultra-Orthodox yeshivas and Jewish
settlements. And the split-economy problem is likely to worsen.
Ultra-Orthodox Jews (about 7% of the Israeli population) and Ar-
abs (approximately 21%) have higher fertility rates than other
groups; together they are projected to make up half of the Israeli
population within about 40 years, Without big changes, average
participation rates and productivity will drop.

By throttling back public spending, Binyamin Netanyahu
may have left Israel with too little fiscal leeway to invest in public
goods and alleviate poverty. As the country has shed its socialist
heritage, government spending has fallen from a hefty 80% of
GDP in 1980 to below 40%, low by rich-world standards. 

Israel also scores poorly on the OECD’s measures of restric-

tiveness in product markets and services. Oligopolies and mo-
nopolies abound, and over the past decade the country’s posi-
tion in the World Bank’s ease-of-doing-business index has slid
from 26th to 52nd. This has meant low wages and high prices.
The costofliving isabout20% higher than in Spain and 30% high-
er than in South Korea. Kosher certification makes food more ex-
pensive, and the panoply of quotas, tariffs, regulatory barriers
and guaranteed agricultural prices has piled on extra costs. Strik-
ingly, a country that has produced globally popular taxi and
navigation apps does not allow Uber to offer its cheap car-for-
hire services because of resistance from the taxi lobby. Bottle-
necks in construction and land allocation have driven up the
price ofhousing, especially in Tel Aviv.

Occupation economics

Try to use a mobile-phone app in the West Bank or Gaza
and it soon becomes apparent that the Palestinian territories,
with 5m people, are in economic oblivion. Palestinian operators
have not yet been able to set up 3G services, despite repeated
promises; Palestinians with Israeli phones have to get close to
settlements to use their services. Navigation apps like Google
Maps and Waze offer skimpy information: they cannot find a
route between big Palestinian cities—say, Ramallah and Nablus—
but offerdirections between small Jewish settlements near both. 

The economic disparities are striking. With GDP per person
at $35,700 a year in 2015, Israel’s standard of living is much the
same as France’s. For the West Bank the figure stands at $3,700,
akin to Egypt’s; for Gaza it is about $1,700, similar to Congo-Braz-
zaville’s. In real terms, Gazans are about 25% poorer today than
they were at the time of the Oslo accords.

Israel’s security barrier is, to a large extent, also a one-way
protectionist barrier. The Palestinian market is fully exposed to
Israeli goods, but Palestinian products struggle to get out. Straw-
berry farmers in Gaza, working less than a kilometre from the
border fence, say they cannot export to Israel and only rarely to
the West Bank. In the main, Palestinians are treated as a source of
cheap, and disposable, labour. 

“We have no economic policy. Everything is tied to the po-
litical situation,” says Mohammad Shtayyeh, president of the
Palestinian Economic Council for Development & Reconstruc-
tion, which co-ordinates aid from donors. The Palestinian econ-
omy depends on the earnings of workers in Israel and the settle-
ments, customs remittances from Israel and donations from the
West and the Arab world. All these are subject to sharp fluctua-
tions over which Palestinians have little control. Palestinian ar-
eas, Mr Shtayyeh notes, operate with three foreign currencies:
the Israeli shekel, the Jordanian dinar and the American dollar. 

There is no lack of entrepreneurship among Palestinians.
The new city of Rawabi, rising on a hill north of Ramallah, is as
ambitious as any government-built Jewish settlement, yet is a
private project part-funded with investments from Qatar. It will
count 6,000 units, ranging from homes for middle-class Palestin-
ians to holiday flats for Israeli Arabs; and have amenities from
classy global clothing chains to an amphitheatre and the Middle
East’s longest zipwire. The project has encountered countless im-
pediments, but families have started to move in.

Rawabi will include space for Palestinian startups seeking
to workwith Israeli and global firms. “We don’thave to do a lot to
attract them. They are already next door to us,” says Bashar al-
Masri, the businessman who conceived the city. Gazing west
from Rawabi, the Tel Aviv skyline appears starkly against the
gleaming Mediterranean. Few Palestinians can hope to visit it.
But there are no checkpoints on fibre-optic cables; against the
odds, a startup industry may yet appear in the failing startup
state that is Palestine. 7

On trend in Tel Aviv
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ISRAEL, THE PALESTINIAN AUTHORITY and Hamas may
be bitter rivals, but they all agree on one thing: the Erez bor-

der crossing between Gaza and Israel, for the lucky few allowed
to use it, is a prime opportunity to recruit spies. At the Israeli ter-
minal a poster showing a handshake offers the “Chance of Your
Lifetime” to Palestinians willing to provide information on mil-
itants. Beyond a buffer zone, at the PA and Hamas posts, murals
warn Palestinians against betraying the homeland.

Erez marks one ofthe world’s strangest frontiers, separating
the lush fields of Israeli kibbutzim from the free-fire zones, rubble
and chaos of Gaza—a territory that is neither a state, nor an au-
tonomous domain of the PA, nor even a fully occupied territory
after Israel pulled out in 2005. Instead it isa largedetention camp,
guarded from without by Israeli forces (and by Egyptian troops),
and from within by Hamas, the strongest of the armed gangs,
which pushed out the PA in 2007. The PA’sborderpostprovides a
convenient buffer between Israel and Hamas.

The façade of the Israeli terminal masks a surreal automat-
ed facility. No Israeli is in sight as Palestinians emerging from
Gaza make their way through remote-controlled gates and scan-
ners. Commands are barked through distorted tannoys, or made
with obscure hand signals from behind the blast-proof window
ofa control room high above.

Since the Israelis left, Israel and Hamas have engaged in
fourmajor rounds offightingand endless smaller clashes. Every-
body expects another war, though few seem to want it. The Shu-
jaiya neighbourhood, pounded to rubble in 2014, is being rebuilt
with scarce materials from charitable donations or, for those
who can afford it, the black market. The liveliest bit of Gaza’s
economy is the recycling of war rubble. Electricity is intermit-

tent, and clean water is in short supply. 
Majed al-Heisso, a father of six, makes a living from occa-

sional but dangerous work tilling fields nearby. In the game of
Gazan roulette, those recognised by Israeli spotters as regular
farmers are allowed to work land close to Israel’s buffer zone;
others riskbeing shot. Hamas is keeping a ceasefire, but struggles
to stop smaller Salafist factions from using places like Shujaiya to
launch rocketsat Israel. Residentsflee to escape Israeli retaliatory
fire. “There is firing every day. I want it to end. We don’t want any
more wars. The children have nightmares every day,” says Mr
Heisso. “The militants fire rockets, get paid and have happy lives.
We are the victims.”

There is growing talk in Israel of relieving the economic
siege of Gaza, including proposals to build a port on an offshore
island (controlled by Israel). One reason is to avoid a return to
war. Another is ideological: by treating Gaza as if it were a Pales-
tinian state, Israeli right-wingers think they might more easily
fend offpressure for territorial concessions in the West Bank.

This all feeds Hamas’s conviction that violence is the only
language that Israel understands. “Gaza was liberated by resis-
tance,” says Mahmoud Zahhar, a senior Hamas political figure
who has lost two sons in the fighting and whose house has been
bombed four times. By contrast, he says, the Palestinian Author-
ity’s security co-operation with Israel in the West Bank has led
only to the expansion ofsettlements. 

Movement but no progress

Yet Hamas, too, is under pressure. On May 1st it issued a
newpolicypaper thatupdates, butdoesnotabolish, its founding
charter of1988. It drops the crudest anti-Semitic passages and ac-
cepts the creation of a Palestinian state in just the West Bank and
Gaza as a “formula of national consensus”. Yet Hamas is no con-
vert to a two-state solution; it remains committed to the “full and
complete liberation ofPalestine”, ifnecessary by “resistance and
jihad”. Its vision of a Palestinian state is maximalist and, like
Gaza, in permanent conflict with Israel. For Mr Zahhar, “Israel is
a foreign body,” although Hamas could talk to it about humani-
tarian issues: bird flu, say, or the exchange ofprisoners. 

For Israel, the document is a non-starter. By distancing Ha-
mas from the Muslim Brotherhood, it signals accommodation

with Egypt, which has eased the closure
of the Rafah crossing. And it seeks to ap-
peal to militant factions of Fatah as the
Palestinian Authority squeezes Gaza, cut-
ting salaries to Palestinian civil servants
and throttling subsidies for fuel and elec-
tricity. The timing matters: it came as the
Hamas politburo named a new leader, Is-
mail Haniyah, the former head of Hamas
in Gaza; and as Mahmoud Abbas, presi-
dent of the Palestinian Authority, pre-
pares for a possible resumption of peace
talks with Israel (see next article).

In his capital of Ramallah in the
West Bank, Mr Abbas, who is 82, is treated
with indifference by Israel and contempt
by many Palestinians. Life in Ramallah
may be easier than in Gaza, but corrup-
tion in the PA rankles, as does the erosion
of democracy. Mr Abbas is in the 13th year
of his four-year term. Potential rivals are
circling. Mr Abbas’s lieutenants think a
two-state deal is still feasible. “We are in
the last15 minutes,” declares Jibril Rajoub,
a former head of internal security in the 

Palestine

A sorry state

There is no end in sight to the occupation

Cars can
take more
than an
hour to get
through
Kalandia
into
Jerusalem.
The passage
for those on
foot looks
like a cattle
pen
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IN A COUNTRY of larger-than-life leaders—founding fa-
thers, warriors and peacemakers—it is easy to forget how

long Binyamin Netanyahu has been around for. Having served
as prime minister for 11 years—three years in the 1990s and eight
years in his current stint—he is Israel’s second-longest holder of
that office after David Ben-Gurion. He is on first-name terms
with the world’s leaders. But what has he achieved?

On the big questions of war and peace, not much. He has
won no bigbattles and secured no bigpeace agreements. Instead
he has managed the conflict and avoided big disasters, which is
no small feat. He has waged two wars against Hamas in Gaza,
fending off calls for a full reinvasion. In the West Bank, the Pales-
tinian Authority co-operates on security. Hizbullah, the Leba-
nese Shia militia, is too busy in Syria to risk a second front with
Israel, and its paymaster, Iran, is some years away from being
able to make a nuclear bomb.

Above all, Mr Netanyahu stayed out of the war in Syria, re-
stricting himself to bombing suspected Hizbullah arms convoys,
retaliating against any fire from Syria and offering medical treat-
ment to wounded civilians and fighters. Not for Mr Netanyahu
the misadventures of Israel’s invasion ofLebanon in 1982.

On the peace side of the ledger, Mr Netanyahu was the first
Likud prime minister to give up land to the Palestinians, pulling
out of most of Hebron in 1997. He accepted the principle of a Pal-
estinian state in 2009, albeit a demilitarised one (a “state minus”,
he now calls it). In practice he has made no progress on peace,

even under a moderate Palestinian leader, Mahmoud Abbas.
The international campaign for boycott, divestment and sanc-
tions (BDS) against Israel, modelled on the boycott movements
against apartheid, is noisier but remains small for now.

There is more to Mr Netanyahu’s immobility than mere
caution or, as his critics contend, cowardice. As a Revisionist Zi-
onist, Mr Netanyahu is a believer in the “iron wall” doctrine of
the movement’s founder, Vladimir Jabotinsky, who wrote in 1923
that Zionists could never reach a voluntary agreement with Ar-
abs on sharing the land; the Arabs would yield to Jews only
“when there is no longer any hope of getting rid of us, because
they can make no breach in the iron wall”.

For Mr Netanyahu, the iron wall starts with a strong econ-
omy, forwhich he can claim credit. He tells visitors that the Pales-
tinians are a non-issue; they should instead focus on the exciting
new industries that Israel is building. A strong economy, in turn,
allows Israel to maintain a powerful army, thanks to which
many Arab states have either made peace, like Egypt and Jordan,
or forged a de facto alliance with Israel against Iran, like the Gulf
states. With top-rate intelligence services, Israel gathers valuable
information that helps to build relationships far and wide.

The election of Donald Trump, Mr Netanyahu thinks, gives
Israel the American ally he has always wanted. Hitherto he has
had to contend with Democratic presidents, Bill Clinton and Ba-
rack Obama, who pushed him to make concessions to Palestin-
ians. Israeli officials revile Mr Obama, in particular, for pursuing
an all-or-nothing deal with the Palestinians that produced noth-
ing; and, in the meltdown of the Middle East, for recklessly treat-
ing the now-fallen Egyptian dictator, Hosni Mubarak, as the bad
guy, and the Iranian president, Hassan Rouhani, as the good guy.
Mr Netanyahu tried, and failed, to use Congress to stop Mr
Obama’s nuclear deal with Iran.

In his last days in office MrObama repaid MrNetanyahu by
declining to block a UN Security Council resolution declaring
that settlement-building in all the occupied territories of1967, in-
cluding East Jerusalem, “has no legal validity and constitutes a
flagrant violation under international law”. 

Though few American Jews voted forMrTrump, and many
worry about the anti-Semitism of some of his devotees, Mr Net-
anyahu embraced him: “We do not have a greater friend than
President Trump.” Yet having set himselfagainst Mr Obama, and
now cleaving to Mr Trump, Mr Netanyahu risks turning support
for Israel into a partisan issue in American politics.

A proto-Trump

In his hatred of the media and his antipathy to the courts
and the liberal establishment, Mr Netanyahu looks like a more
intellectual version ofMr Trump before his time.

Many settlers thought Mr Trump would allow Israel to
build freely in the West Bank, burying the prospect of a Palestin-
ian state for good. His ambassador to Israel, David Friedman, is a
donor to the settlement ofBeit El. Right-wingers pushed a “Regu-
larisation Bill” through the Knesset thatwould retrospectively le-
galise (under Israeli law) scores ofsettlements and outposts built
on private Palestinian land. The government announced plans
for the first new settlement in more than two decades.

But settlers’ disappointment in Mr Trump is growing. He
told Mr Netanyahu to “hold back on settlements for a little bit”,
and has not so far followed through on his promise to move the
American embassy to Jerusalem. Increasingly, Mr Trump seems
to be serious about pursuing what he calls the “ultimate deal” of
Israeli-Palestinian peace. He will visit Jerusalem on his maiden
foreign trip. Granted, he has been vague about Palestinian state-
hood. He did not mention it when he hosted Mr Abbas at the
White House earlier this month, but he had the Palestinian flag

One state or two?

The ultimate deal

Israel’s dangerous drift to chauvinism may make a
solution ever harder to find

West Bank (now head of the Palestinian Olympic Committee)
and a potential a successor. The world is “fed up” with Israel’s oc-
cupation, he says, and Donald Trump may provide an unexpect-
ed breakthrough. “He said America first, not Israel first.”

Such claims are met with guffaws on the streets. “APalestin-
ian state? That’s just a movie. Things were much betterbefore the
Palestinian Authority came here,” says Khalil Abu Ibrahim, a
fruit-and-vegetable seller who has set up in a prime spot: next to
the captive clientele of the gridlocked roundabout at Kalandia
checkpoint, in the shadow ofa smoke-charred Israeli watchtow-
er. Those allowed to cross Kalandia by car can take more than an
hour. The passage for those on foot looks like a cattle pen. Israel
could do much more to make the crossing lessawful—more lanes
for cars, more staff to process travellers, more effort to clean up
the place—without endangering its security. Here Israel’s talk
about the eternal unityofJerusalem is exposed ashypocrisy. The
wall cuts off areas that are formally part of the city, forming twi-
light zones for East Jerusalem’s Palestinians where housing is
cheaper but public services are neglected.

Arij, a student, picks her way past the fetid rubbish by the
wall as she returns to East Jerusalem from Birzeit University, a
commute of two-and-a-half hours each way. She does not speak
Hebrew, so could not go to an Israeli university. “I don’t know
any Jews. I am not ready to make friends with them,” she says.
Most Israelis are not interested either. The Arabic that they are
usually taught is a pidgin designed for places like Kalandia, with
phrases in the imperative: “Jib al-hawiya”(give me your ID). 7



dependence. Oddly, Mr Netan-
yahu claims to be more left-
wing than Mr Rabin, who never
talked ofa Palestinian state.

In his way Mr Netanyahu,
too, has reshaped Israeli politics.
He has dragged those who
would like to replace him as
prime minister into the limbo of
no peace and no war, no Pales-
tinian state and no full annex-
ation. The Labour leader, Yitz-
hak Herzog, has set out a plan to
begin talks on a final agreement
only after a ten-year period
without violence or incitement.
Yair Lapid, leader of the centrist
Yesh Atid party, proposes a gra-
dual process of “separation”,
lasting 15-20 years. Naftali Ben-
nett, leader of Jewish Home, the
main settler party, does not seek
the annexation of the whole
WestBank; he wants to take over
only Area C, which has lots of
settlements and few Palestin-
ians. Clearly none of them
thinks peace is at hand; yet none
wants to rule directly over mil-
lions of restive Palestinians.

Some wonder whether the
world, having tried and failed
for so long to achieve peace, is pushing a fundamentally flawed
idea in its pursuit of the two-state model. Given the extensive
Jewish settlement in the West Bank, it may impossible anyway.
Yet the idea of peace based on a Palestinian state on most of the
land that Israel captured in 1967, in exchange for recognition of,
and peace with, the Jewish state established in Palestine after
1948, is likely to persist. One reason is history. The partition of
British-ruled Palestine into two states, proposed in various forms
since1937, produced a Jewish state but left the promise of a Pales-
tinian Arab state unredeemed. Another reason is demography.
In the “battle of the womb”, as some Palestinians call it, the Arab
population has drawn roughly level with the Jewish one. 

Israel cannot at the same time have all of the “Land of Isra-
el”, a predominantly Jewish state and full democracy. Most Israe-
lis (and many Palestinians) cannot conceive ofa one-state model
with equal rights for all Arabs and Jews. In reality, a one-state
model means that some orall ofthe Palestinianswould be disen-
franchised. So, in the end, two states still looks like the least bad
option to most Israelisand Palestinians. The trouble is, both sides
intensely distrust each other. That plays to Mr Netanyahu’s in-
stinct to do little and play for time. He thinks that his iron-wall
strategy will strengthen Israel. 

Yet prolonging the limbo brings dangers, too. One is that it
will provoke a future Palestinian uprising—which Israel can no
doubt suppress, at a cost. Another is that, when Mahmoud Ab-
bas dies, it will be hard to find a Palestinian leader able to sign a
historic compromise with Zionism. The endless occupation of
the Palestinians, and the relentless encroachment on the land of
their future state, corrodes Israel’s standing abroad and its de-
mocracy within. Ultimately, if it does not give Palestinians inde-
pendence, Israel risks being cast as a racist or apartheid state. Fif-
ty years after the six-day war, forget about land for peace: the
issue is land for democracy.7
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2 placed alongside the Stars and Stripes. “Now, Mr President, with
you we have hope,” Mr Abbas told him in English.

To a degree, Mr Netanyahu needs America’s restraining
hand, and the process of talks, to head off pressure from foreign
governments, human-rights groups, BDS campaigners and his
own right-wing ministers. Citing the need to keep Mr Trump on
side, Mr Netanyahu resisted calls for the annexation of the settle-
ment of Maaleh Adumim. For Mr Abbas, meanwhile, America’s
interest helps restore his centrality to the Palestinian cause.

Can Mr Trump, as he suggests, prove the pessimists wrong?
Both sides seem to fearhis unpredictability. His air strikes against
Syria lastmonth, aftera chemical attackbygovernment forceson
a rebel-held town, give America a bit of purchase. They were
welcomed by Israel and Saudi Arabia, which had both been
alarmed by the weakening ofAmerica’s presence in the region.

Suspended animation

That said, there are good reasons to think that neither Mr
Abbas nor Mr Netanyahu will be able or willing to reach a final
agreement. The compromises may prove too painful for either
man to riskfacingdown his respective hardliners. MrAbbas does
not even control the Gaza Strip. MrNetanyahu thinks Arab coun-
tries, now friendlier to Israel, will exert pressure on Mr Abbas to
moderate hisdemands. The region can help a deal along, certain-
ly, but there isno hope that itwill imposepeace on Palestinians in
the absence of an Israeli commitment to real statehood. So both
men are likely to play a long game, searching for the opportunity
to blame the other for eventual failure.

In any case, Mr Netanyahu may have more immediate con-
cerns at home, where he is under formal investigation by police
in several cases of suspected corruption. These include allega-
tions that Mr Netanyahu received cigars, champagne and other
gifts from wealthy supporters; connived with a media baron to
obtain favourable coverage; and that his personal lawyer was in-
volved in a dodgy defence contract with a German firm. Mr Net-
anyahu denies any wrongdoing. If the police recommend char-
ges, he may be forced to call early elections or step down. But as
Israel’s canniest politician, he should not be written off yet.

One gauge of a leader’s influence is the extent to which he
has forced others to change their position. The late Yitzhak Rabin
forced Likud successors to accept the principle of Palestinian in-

Trump’s America July 1st 
Ageing and finance July 8th
India and Pakistan July 22nd

A friend in need
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THE Tierra Grata encampment in the
foothills of the Perijá mountains over-

looks vast cattle ranches around the city of
Valledupar. If the FARC guerrillas were still
waging war on the government of Colom-
bia, it would be the perfect spot from
which to dominate this north-eastern area.
But the 160 members of the FARC’s 41st and
19th fronts who occupy the hillside camp
spent a recent Sunday preparing not for
battle but for a football tournament with
teams from nearby towns. They are among
nearly 7,000 guerrillas in 26 camps across
the country who are waiting to disarm and
become civilians under a peace deal, rati-
fied last December, that ends the group’s
52-year-long war against the state.

But even as the FARC footballers
warmed up, there were signs that not
everything was going to plan. The camp is
still under construction, which should
have finished last year. The FARC’s ammu-
nition and 7,000 firearms should have
been deposited in shipping containers se-
cured by the UN by the end ofApril. But by
May 5th the UN had collected just 1,000
weapons. It has asked for extra time to take
control of 900 caches of arms and explo-
sives hidden in jungles and mountains.
The original deadline for explosives was
the end of January. Colombia’s president,
Juan Manuel Santos, is considering the re-
quest. “One more month, or six more
months—after a war of 52 years, is it really

for the future. Although the peace accord
requires the government to provide protec-
tion, in April two FARC guerrillas and five
relativesofFARC memberswere murdered
in four separate incidents, according to
CERAC, a group that monitors conflict. It is
not clear who is responsible. The govern-
ment acknowledges that during this year
14 social leaders who backed the peace
deal or defied organised-crime groups
have been killed. Human-rights groups say
the number is far higher. This has revived
memories of an abortive attempt to
achieve peace in the 1980s, during which
thousands of leftists were killed.

Armed and anxious
Congress has passed a law granting am-
nesty to FARC fighters, who have commit-
ted crimes ranging from drug-trafficking to
murder. But courts have delayed releasing
from prisons some 2,000 FARC members.
Surveys to identify the skills and aspira-
tions of guerrillas in the camps, a first step
towards integrating them into civilian life,
have been delayed, in part by disputes be-
tween the FARC and the government over
what questions to ask.

The FARC’s biggest worry, though, is
that the next government will be less com-
mitted to the peace agreement than the
current one is. MrUribe and his supporters
say the accord does not punish the FARC

sufficiently, and object to the political role
it concedes to the ex-insurgents. Fernando
Londoño Hoyos, a leader of Mr Uribe’s
Democratic Centre Party, says his party
will rip the agreement “to shreds” if it takes
control of Congress and the presidency.
Seeing that danger, Mr Santos pushed
through the legislature a constitutional re-
form that would make that impossible. It
obliges the next three presidents to uphold
the letter and spirit of the accords. But the 

important?” he asked in a radio interview. 
The biggest deadline is the end of May,

which Colombians call “D plus 180” be-
cause that many days have passed since
the accord took effect. By then the FARC

should cease to exist as an armed group,
and its adherents should be certified as ci-
viliansand thus free to leave the camps. All
that is unlikely to happen on time.

The missed deadlinesare a warning sig-
nal for a peace agreement that still faces
formidable critics. The opposition, led by
Álvaro Uribe, a former president, remains
implacable in its hostility. Voters elect a
new congress next March and a new presi-
dent in May. The FARC are supposed to take
part: they have been guaranteed five seats
in the Senate and the same number in the
lower house. Mr Santos, who cannot run
again, must prove to voters by then that the
peace process is working. 

So far, the FARCand the governmentare
not allowing delays to endanger the peace.
The bilateral ceasefire agreed last August
has held, with minor violations. An esti-
mated 3-5% of FARC fighters have refused
to move into the camps. The FARC have
handed over 86 child soldiers to the Red
Cross, though it is unclear how many there
are in total. More than 80,000 growers of
coca, the raw material of cocaine, have
joined a crop-substitution programme; the
FARC had controlled much of that trade.

Nonetheless, the group’s leaders fear

Colombia

Winning the peace

LA PAZ, CESAR DEPARTMENT

The FARC and the government are missing deadlines they set themselves. That is
worrying, but not fatal
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2 constitutional court has two months to de-
cide whether the language passes muster.

These uncertainties have made the
FARC slow to surrender their weapons.
They want to disarm, says Jesús Emilio
Carvajalino, a member of the ruling secre-
tariat, better known by his nom de guerre,
Andrés París. The group, which has sched-
uled a convention in August, cannot be-
come a normal political party until that
happens. “The weapons are an inconve-
nience,” says Mr París. But the FARC have
delayed disarming as a way to tell the gov-
ernment, “Keep to your side of the deal.”

That feeds unease among Colombians,
who already detest the FARC, which be-
came increasingly brutal and avaricious as
the war went on. Many fear that the peace
deal is encouraging new forms of lawless-
ness. Coca-growing has surged; farmers
are planting the shrub in order to pocket
payments for ripping it up again. The gov-
ernment has sent 68,000 troops to take
control of territory vacated by the FARC.
Even so, a variety of outlaw forces, includ-
ing the ELN, a smaller leftist group, and or-
ganised-crime gangs, are moving in. De-
spite Mr Santos’s assurances, some worry
that the FARC’s weapons caches will fall
into their hands. Just 38% of Colombians
think implementation of the peace accord
is going well, compared with 51% in De-
cember, according to a Gallup poll. 

Disarmamentdelaysand the coca surge
are also causing consternation in the Un-
ited States. Its Congress has approved
$450m requested by BarackObama to sup-
port implementation of the peace accord
this year. But aid beyond that will depend
on convincing Donald Trump that the
peace deal is not a licence to produce nar-
cotics or leave insurgents in possession of
their weapons. Mr Santos was due to meet
Mr Trump in Washington on May18th.

Despite the suspicions on both sides,
Colombian officials say it is still possible
that the FARC will hand over their firearms
by the D-plus-180 deadline. If that hap-
pens, the government can claim that the
FARC at long last have ceased to be a threat,
even ifotherdeadlinesare missed. And the
FARC can then turn their attention to win-
ning with ballots the power they failed to
seize with bullets.

In San José de Oriente, a farming town
with a population of 11,000 close to the
Tierra Grata transition camp, people say
they are already enjoying the benefits of
peace. Jorge Eliécer Pérez, a local leader,
says that at the height of the conflict in the
early 2000s the FARC killed 100 people in
the town, including his stepdaughter.
“Even with the pain and resentment I feel,
it’s better to have them there, demobilis-
ing, than up there, in the mountains, ready
to attack and feeling our knees shaking ev-
ery time we knew they were close,” he
says. The peace process may be messy, but
it is already bringing blessings.7

At least four Mexican journalists have
been killed this year for their reporting,
according to the Committee to Protect
Journalists (CPJ). Since 2007 66 have died
violently. On May 15th unknown assassins
murdered one of the finest, Javier Valdez,
in the state of Sinaloa. Mr Valdez was a
co-founder of Ríodoce, a weekly
publication that covers corruption and the
bloody wars between drug-trafficking
gangs. The CPJ says he “combined the grit
of the most battle-hardened reporter with
the elegiac soul of a 19th-century
Romantic poet”. The death toll is so high
that earlier this month the
attorney-general’s office replaced the
chief of its division for “crimes against
freedom of expression”.

Reporter, poet, RIP

UNTIL now, Brazil’s president, Michel
Temer, has personally avoided the

scandals that have engulfed his adminis-
tration. The supreme court has authorised
investigations into eight members of his
cabinet, as well as 24 senators and 39 low-
er-house deputies for allegations related to
the vast scandal centred on Petrobras, the
state-controlled oil company. However, the
president was not a target of the inquiries.
And no one had suggested that he had
committed any crimes during his term of
office, which could lead to impeachment. 

That changed with sickening sudden-
ness on May 17th, when O Globo, a news-
paper, reported that Mr Temer had been
caught on tape endorsing the payment of
hush money to a politician convicted of
taking bribes. According to the newspaper,
in March the president met Joesley Batista,
a businessman whose family controls JBS,
the world’s biggest beef exporter. The firm
is being investigated over accusations of
paying kickbacks to Eduardo Cunha, a for-
mer speaker of the lower house of Con-
gress who is serving a 15-year sentence for
his role in the Petrobras scandal. Mr Batista
reportedly told Mr Temer that he had been
paying Mr Cunha to stay quiet. Mr Temer
allegedly responded, “You need to keep
thatup, OK?” The tapesare nowpartof evi-
dence collected in a plea-bargain deal that
Mr Batista has struckwith prosecutors.

The tapes also reportedly record Mr
Temer advising Mr Batista to contact a con-
gressman from his Party of the Brazilian
Democratic Movement to resolve a pro-
blem for the company that owns JBS. The

congressman then received 500,000 reais
($159,000) sent by Mr Batista, an event that
was caught on film. The tapes were part of
an elaborate investigation by police in co-
operation with Mr Batista and his brother,
Wesley, which involved placing tracking
chips into bags ofcash. 

Mr Temer fiercely denies the reports.
His office issued a statement saying that he
had indeed met Mr Batista, but had “never
solicited payments to obtain the silence”
of Mr Cunha. It said there was “no discus-
sion that would compromise the conduct
of the president”. 

But the reports have thrown Brazil into
turmoil. Immediately after they were pub-
lished the opposition filed a motion for im-
peachment in congress. “The govern-
ment’s backbone has been broken,”
declared Alessandro Molon, a leftist con-
gressman who is its author. Hundreds of
protesters took to the streets in several cit-
iesafter the newsbroke, demandinga fresh
election. The real slumped after O Globo’s
report, as did an index that tracks Brazil’s
stockmarket. 

The markets’ worry is that the scandal
will derail the vital economic reforms that
Mr Temer introduced after he took over as
president from Dilma Rousseff, who was 

Brazilian politics

A very meaty
scandal

SÃO PAULO

Leaked tape recordings are a threat to
the president, and to the economy

When will it end?
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IN A burst of hyperbole and historical
confusion, Rafael Correa compared the

run-off election in Ecuador last month to
“the battle ofStalingrad” in which his left-
wing government was “fighting against
the global right wing”. Yet the outcome
was far from the rout achieved on the Rus-
sian steppes: rather, Mr Correa’s candi-
date, Lenín Moreno, achieved a narrow
victory, by 51% to 49% over Guillermo Las-
so, a conservative banker. Even so, the re-
sult interrupted the recent ebbing of the
“pink tide” in South America that has
seen several electoral victories for the
centre-right. 

The prospects for Mr Moreno’s presi-
dency, which begins on May 24th, are
unusually uncertain. His first task is to es-
tablish his legitimacy in practice. Some in
the opposition question his victory. The
electoral authority’s computers briefly
shut down with Mr Lasso in an early lead.
The police raided Cedatos, Ecuador’s
most reliable polling firm, confiscating its
computers, after it published an exit poll
giving Mr Lasso victory. The government-
controlled electoral authority refused Mr
Lasso’s demand for a full recount. Never-
theless, the region’s governments were
swift to congratulate MrMoreno. Preoccu-
pied by Venezuela, the last thing they
want is another conflict. 

Mr Moreno owed his victory mainly
to Mr Correa’s achievements over more
than a decade in power. Helped by the
high price of oil for much of his tenure, he
brought stability to a country that had
seen eight presidents, three coups and a
currency collapse in the previous11years.
He invested in new roads, hospitals and
social assistance, while also boosting
public employment. The poverty rate fell
from 40% in 2006 to 23% last year. He used
his popularity to create an elected auto-
cracy. Under his notorious communica-

tions law, the media have faced stiff fines
when they have published articles the
president considers defamatory and—even
more outrageously—when they have not
published articles he thinks they should.

In the end Mr Correa overreached. He
failed to save any of his petro-windfall. As
oil revenue fell, and public spending with
it, the economy has been contracting for al-
most two years. The president lost the ur-
ban middle classes when he tried to raise
taxes. A more united opposition might eas-
ily have won the presidential election. Mr
Correa’s Alianza PAIS (Country Alliance)
party received only 39% of the vote in Feb-
ruary’s legislative election, though it won
74 of the 137 seats in the National Assembly
thanks to gerrymandering.

All thismeans thatMrMoreno has a dif-
ficult inheritance. The most important
question forEcuador, so farunanswered, is
whether he is his own man, or merely Mr
Correa’s stooge. And if he is independent,
what kind of politician is he? In a wheel-
chair since he was mugged in 1998, Mr Mo-
reno was Mr Correa’s vice-president from
2007 to 2013. He is more conciliatory than
his combustible predecessor. He has

friends in the private sector, but also
among left-wingers who fell out with Mr
Correa. Which of these two groups he fa-
vours will become clearer once he an-
nounces his cabinet.

Whatever his preferences, his actions
are likely to be constrained by Ecuador’s
difficult circumstances. The fiscal deficit
has averaged 5% of GDP since 2013. Be-
cause the country uses the dollar as its
currency, it cannot print money. It has
plugged the gap partly through issuing in-
ternational bonds, but investors are now
demandingan interest rate ofaround 10%. 

Last month Mr Moreno received Yanis
Varoufakis, a leftist former Greek finance
minister and now a well-paid star of the
speaker circuit, who urged on him the vir-
tues of paying suppliers and public work-
ers with electronic money. Mr Correa en-
acted laws to allow this. But any attempt
to use them to finance the deficit risks trig-
gering a run on banks and capital flight, as
savers might fear that their money would
not be returned in dollars. Dollarisation is
popular, though. Mr Moreno’s choices
may thus come down to cutting spending
with an IMF agreement or without one.
Neither is politically palatable.

Ecuador is not Venezuela, thanks
partly to its dollarisation and to the inde-
pendence of the armed forces. But neither
does it enjoy vigorous checks and bal-
ances. Mr Moreno does not criticise Mr
Correa’s “21st-century socialism”, a term
copied from Hugo Chávez, but he says its
time has passed. “Now a new time is com-
ing,” he promises, marked by dialogue
and tolerance. He has made a vague pro-
mise to reform the communications law.

Mr Correa plans to move to Belgium,
his wife’s home country. Left to his own
devices, Mr Moreno might engineer a soft
landing for Ecuador, both economically
and politically. Will he be allowed to?

Ecuador waits for LenínBello

And wonders whetherhe will be less revolutionary

impeached last August. He has already
pushed through a constitutional amend-
ment to freeze government spending in
real terms for 20 years. He is now pushing
for an overhaul of the country’s unafford-
able pension system, without which the
spending freeze will be meaningless, and
of its rigid labour laws.

Neither reform is popular. But, by hold-
ing out the prospect that Brazil will at last
control its unsustainable public debt and
improve its labour market, they have
helped to restore confidence to an econ-
omy that remains mired in its worst-ever
recession. Inflation has fallen from double-

digit rates to belowthe central bank’s target
of 4.5%, allowing interest rates to fall. Un-
employment may at last have stopped ris-
ing. Real wages may no longer be falling.
The Globo revelations will delay the re-
forms, if they do not stop them altogether. 

It is far too soon to expect Mr Temer to
be forced out of office. A motion to im-
peach him must be accepted by the speak-
er of the lower house, Rodrigo Maia, a
staunch presidential ally. It would then
have to pass with two-thirds majorities
through both houses of Congress, where
Mr Temer still has strong backing. The con-
stitution rules out a fresh election. When a

president leaves office with less than two
years left in a term and has no vice-presi-
dent to succeed him, Congress, not the vot-
ers, chooses the next president. Mr Temer
has19 months left to serve. 

All this is scant comfort to Brazilians
who hoped that Mr Temer would succeed
in reforming the economy before handing
over to an elected successor. His approval
rating, already a dismal 20%, is sure to sink.
Unless he can clear his name quickly, the
political atmosphere will become more
toxic. The consequences of O Globo’s reve-
lations are incalculable, but they are cer-
tainly not good. 7
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IN THE twilight of his unpopular presi-
dency, Jacob Zuma has to vet his crowds

carefully. Almost wherever he speaks, he
risks a clamour of boos and jeers, many
from members of his own party, the Afri-
can National Congress (ANC). A rally or-
ganised by the country’s main trade union
federation, which is formally allied with
the ANC, should have been a perfect op-
portunity for him to drone on about the
party’s achievements since ending white-
minority rule in 1994. But he never got the
chance to speak; union members shouted
him down. Two of his closest supporters
were also heckled at May Day rallies in dif-
ferent cities on the same day. Unionised
workers, who in past elections made up
most of the activists going door-to-door to
canvas for the ANC, are turning against a
tainted president, and against a party that
excuses his many scandals.

Mr Zuma’s second and final term of of-
fice still has two years to run. Yet the race to
succeed him is already on. A lot rests on
this transition. It could determine whether
the country’s democratic institutions are
revived, or whether South Africa descends
further into a swamp of corruption and
stagnation. “They are demanding bribes to
get anything done,” laments one business-
man, adding that it was not nearly as bad
under previous ANC presidents.

Many people assume that the ANC will
win a majority of the national vote in 2019

next leader of the ANC.
However, it is not only ANC grandees

who will vote. So, in the general election,
will ordinary South Africans. Some party
members fear that in 2019, for the first time,
Africa’s oldest liberation movement will
fail to win a majority. The party, which
won 62% of the vote in 2014, has lost its lus-
tre under Mr Zuma. 

Last year it lost power in several of
South Africa’s biggest cities. Municipal IQ,
a research firm that has analysed the re-
sults of local elections in 2011 and 2016,
when support for the ANC slumped from
62% to 54%, reckons it could fall below 50%
nationally in 2019. RMB’s survey found a
“meaningful probability” that the ANC

would lose power.
Many in the ANC are nervous. Discus-

sion documents released ahead of a party
policy conference that will be held from
late June fret about “internal squabbles,
money politics, corruption and poor per-
formance in government”, and even “the
hollowing out of the capacity of the demo-
cratic state”. Zweli Mkhize, the ANC’s trea-
surer, accepts that the ANC “needs to put its
house in order”. However Mr Mkhize, like
manyotherseniorfigures in the ANC, isun-
willing to criticise Mr Zuma openly.

He’s still the boss
This deference is partly due to tradition—
during the ANC’s many years in exile, in-
ternal dissentwasstifled—butalso because
potential rebelsare afraid. MrZuma wields
immense formal powers. As president, he
can sack cabinet ministers. And Mr Zuma
remains the boss of the ANC, which can
kick MPs out of parliament by expelling
them from the party if they break ranks on
a big vote. 

However, a case before the Constitu-
tional Court may weaken Mr Zuma’s hold. 

and that the party leader will therefore be
the next president. That party leader will
be picked at a congress in December. Mr
Zuma hopes to anoint a successor who
will shield him from the 783 charges of
fraud, corruption and racketeering he
faces, which predate his presidency. He is
backing his ex-wife, Nkosazana Dlamini-
Zuma, a former head of the African Union. 

Her main opponent is Cyril Rama-
phosa, Mr Zuma’s deputy and a former
trade-union boss turned tycoon (the two
are pictured either side of Mr Zuma). Mr
Ramaphosa is capable and rails against
corruption. He has backed a call by Thuli
Madonsela, a former public protector, for a
judicial inquiry into allegations that Mr
Zuma’s rich friends have unduly influ-
enced cabinet appointments and state con-
tracts. Pravin Gordhan, a popular finance
minister fired by Mr Zuma, has spoken in
favour ofMr Ramaphosa. So too have both
ofthe ANC’s allies, the South African Com-
munistPartyand the CongressofSouth Af-
rican Trade Unions.

That said, Mr Ramaphosa may not win
over enough delegates at the party con-
gress. Many have benefited from the loot-
ing of state resources that has proliferated
during Mr Zuma’s presidency. Mr Rama-
phosa has complained about car boots full
of cash being used to buy support. A sur-
vey by Rand Merchant Bank (RMB) pre-
dicts that Ms Dlamini-Zuma will be the

South Africa

Boo-er war

JOHANNESBURG

As the ANC wonders who will replace Jacob Zuma, the countrywonders what will
replace the ANC
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2 Opposition parties have asked the court to
allow MPs to cast secret votes in a motion
of no-confidence. Mr Zuma has already
survived four no-confidence votes and
two motions for impeachment because of
his iron grip on the party. But secrecy might
make ANC MPs braver. And only a quarter
of them would have to side with the oppo-
sition to kickMr Zuma out.

However, even if Mr Zuma and his cro-
nies are on their way out, they can still do
enormous harm. Take the case of Brian
Molefe, who just a few months ago was
forced to resign as head ofEskom, the state-
owned electricitymonopoly, after the pub-
lic protector found he had a “cosy relation-
ship” with pals of the president who had
won big contracts from the utility. This
week he was reappointed to the post to
push through Mr Zuma’s plan to spend as
much as 1trn rand ($76bn) on Russian nuc-
lear power plants that will not help at all
with South Africa’s immediate energy
needs. “The ANC is simply incapable of re-
forming itself,” says Mzukisi Qobo of the
University ofJohannesburg, a co-author of
“The Fall of the ANC: What Next?” “We are
in for a rough ride.”7

IN KLIPTOWN, an old neighbourhood of
Soweto, a group ofperhaps30 men stand

in a huddle shouting at cars. One drags a
large plastic barrier into the road, while a
couple of others pour fuel into old tyres to
make burning barricades. It is the sort of
protest that disrupts life in or around Jo-
hannesburgevery few days. What the men
want is simple, explains Bongani Godfrey
Ndaba, a 37-year-old with a thick mat of
hair: a better standard of living.

Most live across a railway line from the
road they are blocking, in a warren of
crumbling old brick “matchbox” houses
and newer tin shacks. MrNdaba points out
the rubbish that litters the entrance to the
neighbourhood, and the mucky water that
pours down the muddy streets. “The rich
get richer; the poor get nothing,” he says.
“There are just empty promises.” As he
speaks, the boom of tear-gas grenades
comes from the road, indicating that the
police have arrived.

Witness such a scene, a few minutes’
drive away from where the Soweto upris-
ing of1976 started, and it would be easy to
believe that not much has changed in
South Africa since the end of apartheid.
Among 154 countries surveyed by the

World Bank, the country has the highest
(meaning worst) Gini coefficient, a mea-
sure of inequality. That is probably not
quite right: it is hard to believe that Angola,
a kleptocratic petro-state, is really more
egalitarian. But it cannot be far off. Nor, at
0.63, has the figure changed much over the
years. Most black South Africans are still
poor, and most income still flows to a small
elite. Yet despite appearances, things are
not the same as in 1994. The biggest differ-
ence is that now a rather large part of the
economic elite is black.

In absolute terms, the poorest have not
in fact done too badly. As the economy
grew from 1994 to around 2009, GDP per
person increased considerably, as did em-
ployment. As a result, living standards
jumped. From 2001to 2015, the share of the
population living in LSM 1-3 (the three bot-
tom tiers of a ten-point scale of living stan-
dards) shrank from almost 40% to 10%.
Since 1996 the number of people living in
proper houses has more than doubled; the
numbers with access to lavatories and
electricity have grown by even more. 

Racial disparities in living standards
have also narrowed. In 2004 whites, who
are 8% of the population, made up 86% of
those in the top bracket of living standards.
By 2015 that share had fallen to 49%. Blacks
made up 30%. That is partly because more
blacks have been able to move into gov-
ernment jobs, which often pay well. But
business and education have opened up,
too. One survey offirms found that where-
as in 1996 blacks made up just 8% of com-
pany executives, by 2015 they made up 41%.
Before the end of apartheid, South African
universities produced 44 white engineer-
ing graduates for every black one; by 2014,
there were two blacks for every white.

Even so, overall inequality has not fall-
en. Imraan Valodia of the University of the
Witwatersrand says one reason is that eco-
nomic growth has generally benefited the
best-educated. “Those with skills–the up-
per middle classes–did very well.” As big
South African firms re-entered the global
economy after the end of apartheid, and
global firms moved to South Africa, room
at the top became available for the black

middle class. But it did not create as much
opportunity for less-educated people or in
areas far from big cities, which were kept
going with redistributive spending. Be-
tween 2001 and 2015, the number of social
grants given to the poor increased from 4m
to almost 17m. Some 10.6m people receive
such grants—more than the number who
have formal jobs. 

The fortunes of both rich and poor can
improve together only when the economy
is growing quickly, says Frans Cronje of the
Institute of Race Relations, a think-tank.
Sadly, growth has stagnated since the be-
ginning of the economic crisis in 2009, and
seems unlikely to pick up soon. Jacob
Zuma, the president, has taken to speaking
about the need for land redistribution. Ma-
lusi Gigaba, his new finance minister, is a
loud proponent of “radical economic
transformation” to make the country more
equal, much to the consternation of inves-
tors. Yet many South Africans suspect that
the real agenda is to direct more resources
not to the poor but to the political elite.
That policy has only one egalitarian con-
clusion: a country in which the whole
country is poorer. 7

Race and class

Blurring the
rainbow

SOWETO

South Africa’s inequality is growing less
racialised; that will make it harder to fix 

AS STRIKES go, this one was resolved re-
markably quickly and with an unusu-

ally one-sided result. The reason, quite
simply, is that these strikers had guns. Just
days after some 8,400 mutinous soldiers
marched out of their barracks in Ivory
Coast, shooting in the air and blockading
roads, the government had caved in, pay-
ing each of them 5m CFA francs ($8,400)
and promising to give them another2m be-
fore the end ofJune. Butnotbefore one per-
son had been killed by stray gunfire.

This was the second mutiny by soldiers
in the country this year. In January dis-
gruntled troops, many of them former re-
bels who had fought in a civil war in 2011,
took to the streets claiming they had been
underpaid ever since the end of that con-
flict. The president, Alassane Ouattara,
who was helped into power by the rebels
in 2011 after his predecessor, Laurent
Gbagbo, tried to steal an election, quickly
acceded to their demands. The first mutiny
ended with an immediate payment of 5m
CFA francs and a promise of 7m more. “If
[the government] respects us, they won’t
hear from us,” one mutineer, a lean, mus-
cular 34-year-old, told your correspondent
in Bouaké between the two uprisings. “We 

Ivory Coast

Moneygrubbing
mutineers

BOUAKÉ

Rebel. Cash in. Repeat

So much earned by so few

Source: “Inequality in South Africa”,
by Neva Makgetla, December 2016
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2 are victims.”
Yet it was a dispute over the promised

bounty that sparked the latest mutiny. On
May 11th a spokesman for the mutineers
said on state television that they were no
longer demanding the rest of the money.
Yet he did not speak for his fellows, who
quickly took up arms again and blocked
roads including one to Bouaké, the coun-
try’s second-largestcity. This time Mr Ouat-
tara, a former economist at the IMF, dis-
patched loyal armyunits to end the mutiny
by force. But after a brief stand-off he de-
cided once again to pay the rebels instead.

Yet the government can ill-afford the to-
tal bill of 101bn CFA. On May 10th it an-
nounced a 54bn CFA budget cut in re-
sponse to a fall in the price of cocoa, which
accounts for more than 40% of exports.
And the first uprising has already sparked
demands from others. Ivory Coast’s
200,000 civil servantswalked out for three
weeks in January, claiming they were
owed 196bn CFA in unpaid wages, an issue
which has yet to be resolved. Several thou-
sand former rebels who were demobilised
in 2011 have said they want their share too;
many still have weapons. 

The mutiny takes the shine off Ivory
Coast’s recent successes. After years ofeco-
nomic stagnation and two civil wars (the
first started in 2002), the economy had
been rebounding, with growth of about
8% a year. Inflation has been subdued,
helped by the stability of the CFA, which is
pegged to the euro and backed by the
French treasury. Foreign investors have
flocked to the country. Heineken recently
built a €150m ($167m) brewery in what its
enthusiastic local boss, Alexander Koch,
says was a record 13 months. “The middle
class isa reality,” saysLaureen Kouassi-Ols-
son ofAmethis, a private equity firm. “Five
years ago consumption relied on expats.”

The economic boom has been driven
by infrastructure investment thathas large-
ly been concentrated in the commercial

capital, Abidjan. Little wealth has trickled
down. Between 2008 and 2015 the propor-
tion of the population who are poor fell by
just 2.6 percentage points, to 46.3%.

Mr Ouattara, who is due to stand down
in 2020, had promised to cut poverty in
half before then. His failure to make such
rapid progress is already raising questions
over his succession. The opposition party
of the deposed president is divided. A
moderate faction wants to contest the elec-
tions; hardliners want to boycott them un-
til Mr Gbagbo is released by the Interna-
tional Criminal Court, where he is
standing trial on charges relating to vio-
lence after the elections in 2010. Amongthe
contenders from the ruling coalition are
the current prime minister, Amadou Couli-
baly, a Ouattara ally, and the president of
the National Assembly, Guillaume Soro,
who led the rebels during the civil war.

If Ivory Coast has a peaceful succession
it could regain the status it had in the 1970s
asan economicpowerhouse. But to do so it
will have to strengthen state institutions
and bring former rebels under control. It
will not cut poverty orcement its democra-
cy if it keeps getting held hostage by men
with guns.7

Would you say no to him?

ONLY a few hours after Azza Soliman,
an Egyptian feminist, was arrested in

December her colleagues received an e-
mail supposedlycontainingherarrest war-
rant. It was a sham—slickly designed bait to
lure them into handing over their pass-
words. The messages, sent while Ms Soli-
man was still being interrogated by police,
were probably the workof the state securi-
ty services. Researchers have documented
nearly100 similar hacking attempts to gain
information from some of the country’s
most prominent NGOs and journalists.

The subterfuge in Egypt is indicative of
a wider trend. Governments across the
Middle East are turning to hackers to target
bothersome activists and intercept or
block their encrypted communications.

A text message sent last year to Ahmed
Mansoor, a human-rights advocate in the
United Arab Emirates (UAE), shows the ex-
tent of the effort. It promised “new secrets”
about tortured prisoners, if he clicked on
the link. Instead, Mr Mansoor forwarded
the message to cyber-security researchers
at Citizen Lab, a Canadian research insti-
tute. They recognised the link as one asso-
ciated with the NSO Group, an Israeli com-

pany that sells spyware to governments.
Behind it lay three “zero-day” vulnerabili-
ties—previously unknown software
flaws—that allowed hackers to take control
ofan iPhone to turn it into the ultimate spy
tool. Nothing like it had ever been seen be-
fore. Citizen Lab reckons the cyberweapon
may have cost as much as $1m.

Many states in the region don’t know
how to spy on their citizens’ computers or
phones, so a lucrative industry has
emerged to satisfy their needs. Hacking
Team, a company in Milan that sells spying
software, was itself hacked in 2015. Leaked
documents showed that it had contracts
with Morocco, the UAE and Egypt. Fin-
Fisher, a spyware program sold by a Ger-
man company, has been detected in many
countries with poor human-rights records
such as Egypt, Saudi Arabia and Turkey.
And last year Bahrain posted a tender for a
“national website filtering solution”. It was
won byNetsweeper, a Canadian company,
for $1.2m. Although national security is the
professed motive for these purchases, the
spyware is often used to snoop on dissi-
dents. Mr Mansoor, the UAE activist, has
had the triple misfortune of being targeted
by spyware from Hacking Team, FinFisher
and NSO Group.

In turn activists in the region are using
encrypted services for browsing and mes-
saging. Messages from these services are
hard to crack, so governments are looking
for ways to circumvent or block them. Tele-
gram, an encrypted messaging applica-
tion, has nearly 20m users in Iran. The au-
thorities there have asked the company to
move its servers inside the country, where
they may be monitored more easily. And
access to Tor, an anonymous browser, was
systematically disrupted in Egypt last year.
In December, Signal, a secure messaging
application used by activists, was cut off in
Egypt and the UAE. Since President Abdel-
Fattah al-Sisi declared a state ofemergency
in Egypt in April, technology experts have
noted disruptions to other popular, and 
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2 encrypted, communication tools such as
FaceTime, WhatsApp and Skype.

Yet some companiesalso make life hard
for government snoops. The developers of
Signal, for example, quickly pushed out a
fix that made its internet traffic indistin-
guishable from requests to Google servers.
To shut down Signal the government
would also have to blockaccess to Google.

Not all the spooks are adept at using
their new spyware. Some have admitted
privately to losing control of their systems,
says one Egyptian cyber-security expert.
“There are no skilled cooks in the kitchen,”
he says. “Cowboy users” sometimes inad-
vertently leave clues about the spyware
they are using.

Still, the proliferation of spying tools

means that even half-competent spooks
can have a chilling effect. Some activists
discuss sensitive matters only in person,
with phones turned off and placed in an-
other room. “The space available for ex-
pressing opinions is slowly narrowing,”
warns Gamal Eid, the director of a human-
rights organisation whose e-mail account
was among those attacked. When one
Egyptian freelance journalist awoke one
morning to an alarming message from
Google that “government-backed attackers
may be trying to steal your password”, she
panicked and cleared her laptop of every-
thing that could be considered “inappro-
priate opposition”. Among the files she de-
leted were articles she had written,
including her drafts.7

SHOUTING “no to forgiveness” may
sound awfully cruel. But on May 13th

thousands of Tunisians marched through
Tunis, the capital, waving banners with
that slogan. They were protesting an “eco-
nomic reconciliation” bill that would give
amnesty to businessmen and officials ac-
cused ofgraftduring the rule ofZine el-Abi-
dine Ben Ali, the former president. The
staggering corruption of his regime was
one of the sparks of a revolution that
forced Mr Ben Ali from office six years ago
and ignited the Arab spring.

The new protesters say they are defend-
ing the spirit of the revolution. But Tuni-
sia’s leaders say the bill is needed to spur
investment in an ailing economy. It would
let businessmen and bribe-trousering offi-
cials secretly declare their ill-gotten gains
and repay them to the state. It is hoped that
businessmen who do not feararrestwould
start investing. Officials, meanwhile, are
stalling approvals to apply pressure on the
government to grant the amnesty.

The government hopes that it will re-
cover billions of dollars under the law. It
could certainly use the money to plug a
budget deficit of5.9% ofGDP this year. And
even after borrowing billions of dollars
from the IMF, the state is struggling to pay
its employees each month. Youssef
Chahed, the prime minister, has proposed
sweeping austerity measures, such as fir-
ing civil servants, raising taxes and sus-
pending investment in infrastructure.

The thrift has not gone down well with
Tunisians, who are already suffering from
an unemployment rate ofabout15%. In the
country’s neglected interior protesters de-

manding jobs and a share of their region’s
oil revenues have blocked roads, halting
oil and phosphate production. In re-
sponse, Beji Caid Essebsi, the president,
has deployed soldiers to guard industrial
sites, warning that Tunisia’s “democratic
path has become threatened”.

Most MPs think that some form of am-
nesty will help the economy, but—as with
much of his agenda—Mr Chahed has not
yetmustered the votes to pass the draft law.
It remains stuckin parliament, where it has
been for two years. To pass it the govern-
ment needs the backing of Ennahda, the
biggest party in parliament and a coalition
partner of Mr Chahed’s Nidaa Tounes

party. Ennahda wants amendments to en-
sure that the law does not undermine the
work of the Truth and Dignity Commis-
sion, which is examining the sins of the old
regime. The current bill would “sabotage”
that effort, says Human Rights Watch, a
pressure group based in New York.

Critics fear that forgiving corruption
will encourage more of it. Whereas Mr Ben
Ali and his family benefited from the lion’s
share of pre-revolutionary graft, the filch-
ing has become “democratised”, says Lotfi
Zitoun of Ennahda. The old elite from Tu-
nis and the coast still do well out of their
government connections. But a new class
of crooked businessmen, with ties to cur-
rent leaders, has emerged since the revolu-
tion. In the interior merchants have pros-
pered from smuggling and trading in
contraband. They have money to invest
but cannot get credit and government per-
mits, which are guarded by the old elite.

The bill does little to address the pro-
blems that make corruption so prevalent,
says Issandr El Amrani of the International
Crisis Group. In a new report, the think-
tank recommends several reforms. First,
the government should boost funding for
the anti-corruption authority. Simplifying
administrative procedures would reduce
opportunities for backhanders. Influence-
peddling could be curtailed by a legal
framework for lobbying and transparency
over party finances. 

But that may not be enough. Members
of the old elite are reluctant to give up their
advantage. Businessmen from the interior,
relegated to the informal economy, see the
state as a predatory hindrance. Corruption
and regionalism have left the public bitter
and distrustful of the state. Fixing all this
may require something like a national eco-
nomic dialogue, similar to the political one
that kept Tunisia’s democracy on track in
2013, says Mr Amrani. More reconciliation
is needed, not less. 7
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THERE is something odd about MARA

Digital, a clusterofstalls selling laptops,
mobiles and other gizmos on the second
floorofa shoppingcentre in Kuala Lumpur,
Malaysia’s multicultural capital. No eth-
nic-Chinese or -Indian entrepreneurs are
allowed to do business here. Spots in the
market are reserved for Malays, the coun-
try’s majority race. The year-old venue
was set up with subsidies from the govern-
ment, which insists that its experiment in
segregated shop-holding has been a big
success. It has already launched an off-
shoot in Shah Alam, a nearby city, and
talks ofopeningat least five more branches
this year.

This project is just one recent outcome
of racially discriminatory policies which
have shaped Malaysian society for more
than 50 years. Schemes favouring Malays
were once deemed essential to improve
the lot of Malaysia’s least wealthy racial
group; these days they are widely thought
to help mostly the well-off within that
group, while failing the poor and aggravat-
ing ethnic tensions. Yet affirmative action
persists because it is a reliable vote-winner
for the United Malays National Organisa-
tion (UMNO), the Malay party that has
dominated government since indepen-
dence. Malays are more than half of the
population, so their views carry weight. 

Last month UMNO launched a fresh
batch of race-based giveaways. Harried by
claims that it allowed billions to be looted

chases and access to a reserved slice of
public share offerings.

Since the NEP’s inception Malaysia’s
economy has grown enormously. Its peo-
ple are now the third-richest in South-East
Asia, behind only Singapore and oil-
soaked Brunei. Affirmative action has
helped to narrow the difference between
the incomes ofMalays and other races. But
pro-bumiputera schemes are almost never
means-tested, so their benefits have ac-
crued disproportionately to already
wealthy urbanites, allowing poverty
among the neediest Malays to persist.

Meanwhile the lure of the public sec-
tor—which was expanded to create more
posts for bumiputeras, and in which Ma-
lays are now vastly over-represented—has
sapped entrepreneurial vigour among Ma-
lays, as has a welterofgrants and soft loans
for bumiputera firms. Race-based entry cri-
teria have lowered standards at Malaysia’s
public universities; so has the flight ofnon-
bumiputera academics who sense that pro-
motions are no longer linked to merit.
These days Chinese and Indians largely
end up studying in private institutions or
abroad, in effect segregating tertiary educa-
tion. Many of those who leave the country
do not return.

None of this is lost on the ruling party.
For some years UMNO was split between
hardline supporters of affirmative action
(like the demonstrators pictured above)
and moderates dismayed by the distor-
tions it has brought. In an unusually can-
did paper published in 2010, the new gov-
ernment of Najib Razak, the prime
minister, admitted that affirmative action
had created an “entitlement culture and
rentier behaviour”. It mooted swapping
race-based policies for action intended to
lift the incomes of Malaysia’s poorest 40%,
regardless of ethnicity. Yet within months
that suggestion was quietly abandoned. 

from 1MDB, a state investment firm, and
preparing for an election that may be
called this year, the party looks disinclined
to consider reform.

Affirmative action in Malaysia began
shortly after the departure in the 1950s of
British colonial administrators, who had
opened the cities to immigrant merchants
and labourers from India and China but
largely preferred to keep Malays toiling in
the fields. The practice accelerated after
1969, when a race riot in the capital killed
scores. (Most of the victims were Chinese.)
The NewEconomicPolicy (NEP) of1971had
two goals: to reduce absolute poverty
across all races, and to boost in particular
the prospects ofMalays, whose average in-
come at the time was roughly half that of
their Chinese compatriots.

A temporary eternity
Although the NEP’s authors believed affir-
mative action would be needed foronly 20
years, the practice has continued ever
since, as such “temporary” policies typi-
cally have in other countries. Malaysia’s
bumiputeras, which means “sons of the
soil” and which refers both to Malays and
to a number of indigenous groups deemed
deserving of a leg-up, have accumulated a
panoply of privileges. Some of these are
enshrined in legislation; others are left un-
written. These include quotas for places at
public universities; preferment for govern-
ment jobs; discounts on property pur-
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2 Since then the party’s thinkers have
grown more risk-averse. UMNO almost fell
from power at a general election in 2013,
when minority voters abandoned its co-
alition partners. Since early2015 ithasbeen
trying to distract attention from the theft of
billions of dollars from 1MDB (American
investigators allege that $681m of the state
firm’s money was paid to the prime minis-
ter, a charge Mr Najib denies). Neither of
these near-death experiences appears to
have prompted much soul-searching. In-
stead the party is trying to preserve sup-
port among Malay voters by reinforcing
pro-Malaypoliciesand bybuildingbridges
with PAS, an Islamist opposition party that
is growing more extreme.

Optimists argue that the government
has not completely abandoned reform. An
efficiency drive has called attention to the
public sector’s bloated state, even if the
material gains from the effort are unclear.

And whereas UMNO’s leaders once boast-
ed of their desire to create Malay million-
aires, recent schemes are more likely to aid
small and medium-sized firms. But this is
all rather modest—particularly when ugly
racial rhetoric is on the rise.

Malaysia’s failing system of race-based
preferences will probably not attract the
criticism it deserves in the run-up to the
next general election, which Mr Najib may
call later this year and which he is likely to
win. Opposition parties are keen to show
poor rural Malays that UMNO’s policies
have shortchanged them, but tend not to
openly bash the notion of race-based affir-
mative action. Egged on by bigots, some
Malays have come to see their economic
privileges as a right earned by their ances-
tors when they first settled the territory,
not as a temporary leg-up. Meritocracy
and the distribution of benefits based on
need remain distant prospects.7

THE stake-out lasted a week, but it paid
off in the end. The tireless police of Ka-

goshima, a sleepy city in the far south of
the country, watched the unlocked car day
and night. It was parked outside a super-
market, and contained a case of malt beer.
Finally, a passing middle-aged man decid-
ed to help himself. Five policemen instant-
ly pounced, nabbing one of the city’s few
remaining law-breakers.

Japan’s cluttered streets are not always
pretty but they are remarkably safe. Crime
rates have been falling for 13 years. The
murder rate of 0.3 per 100,000 people is
among the lowest in the world; in America
it is almost 4 (see chart). A single gun slay-
ing was recorded for the whole of 2015.
Even yakuza gangsters, once a potent crim-
inal force, have been weakened by tougher
laws and old age. 

Yet, far from being pensioned off, the
police are growing in numbers: beat cops,
known colloquially as omawari-san (Mr
Walk-around), are a fixture in most neigh-
bourhoods. Japan has over 259,000 uni-
formed officers—15,000 more than a de-
cade ago, when crime rates were farhigher.
The ratio of officers to population is very
high, especially in Tokyo, home to the
world’s biggest metropolitan police
force—a quarter bigger than the one pro-
tecting New York.

This means plenty of attention for
crimes that would be considered too petty
to investigate elsewhere, such as the theft

of a bicycle or the possession of a tiny
amount of drugs. One woman describes
how five officers crowded into her
cramped apartment after she reported her
knickers being swiped from a clothesline.
A small army of detectives was assigned
last year to apprehend a group of22 people
who had been growingmarijuana for their
personal use only and smoking it in desert-
ed rural spots. 

In fact, as the police run out of things to
do, they are becoming more inventive
about what constitutes a crime, says Ka-
nako Takayama ofKyoto University. In one
recent case, she says, they arrested a group
of people who had shared the cost of rent-

ing a car, deeming the arrangement an ille-
gal taxi. Some prefectures have begun
prosecuting people who ride their bicycles
through red lights.

In 2015 a man was arrested for scrib-
blingAdolfHitlermoustachesonto posters
of Shinzo Abe, the prime minister. Ms
Takayama says detectives have started ap-
pearing without permission on university
campuses, to monitor “troublesome” stu-
dents. One reason why police are going
after cyclists may be to make up for the
steady fall in driving offences. (Both driv-
ers and cyclists can avoid fines by signing
up for remedial training at certified driving
schools, which are often staffed by retired
officers, notes Colin Jones of Doshisha
University.) Fifteen years ago police in
Hokkaido, in Japan’s sparsely populated
north, conspired with yakuza gangsters to
smuggle guns into the country so they
could meet quotas for finding them. 

The hunt for things to do may some-
times be beneficial. The number of report-
ed cases of children being abused at home
has almost doubled since 2010, despite the
declining birth rate. That suggests the po-
lice are increasingly intervening in the do-
mestic sphere, which they used to avoid. 

Even critics of Japan’s justice system ac-
cept that it gets a lot right. Rates of recidi-
vism are low and a great deal of effort is
made to keep young offenders out of the
prison system; police work with parents to
keep young people on the straight and nar-
row. Adults are incarcerated at a far lower
rate than in most rich countries: 45 per
100,000, compared with 146 in Britain and
666 in the United States.

Yet the police are oddly inefficient. Even
though there are so many officers and so
few crimes, they solve less than 30% of
them. Confessions, often made under du-
ress, form the basis ofmost criminal prose-
cutions. The courts dismissed the case of
the beer thief in Kagoshima, despite all the
work that went into it. Japan is almost
crime-free not thanks to the police, says
Yoshihiro Yasuda, a campaigning lawyer,
but because people police themselves. 7
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THE only historical record of Queen
Chammathewi, the legendary founder

of the Thai city of Lamphun, comes from a
fanciful 15th-century chronicle written on
palm leaves in an ancient liturgical lan-
guage. It describes how, some time in the
seventh century, she came to a spot that the
Buddha had supposedly visited centuries
before. With the help ofa Buddhist ascetic,
she conjured a city out of the jungle, subju-
gated the natives and begat not one, but
two royal dynasties.

There is no proof that the queen (pic-
tured) ever really existed, and she defi-
nitely falls outside the scope of Thailand’s
law on lèse-majesté, which bars criticism
only of the reigning king, queen, heir ap-
parent and regent. But Thais should not
feel they can say whatever they want
about her. So, at least, a provincial court
implied last month when it convicted a lo-
cal of disseminating false or illegal materi-
al online for posting a lascivious comment
about her on Facebook.

Thailand has always treated its royals
with exaggerated respect, periodically
clapping people deemed to have insulted
the kingbehind bars. But some thought the
death of the long-reigning King Bhumibol
in October and the accession of the less re-
vered Vajiralongkorn might curb the mon-
archists’ excesses. Instead, it seems to have
spurred them on. The military junta that
runs the country is enforcing the draco-

nian and anachronistic lèse-majesté law
with greater relish than its predecessors.

At least 105 people have been detained
or are serving prison sentences for lèse-
majesté, compared with just five under the
elected government the junta overthrew in
2014. Many of them posted critical com-
ments about the royal family on social me-
dia; some simply shared or “liked” such
comments. Other arrests have been on
even pettier grounds. Jatupat Boonpattara-
raksa, a student activist, is on trial for shar-
ing a profile of King Vajiralongkorn pub-
lished by the BBC’s Thai service. Police
have warned that those agitating for his re-
lease could themselves face charges. A
well-known academic, SulakSivaraksa, re-
mains under investigation for several in-
stances of lèse-majesté, including question-
ing whether a 16th-century battle
involving a Thai king really tookplace.

This month security forces arrested Pra-
wet Prapanukul, a human-rights lawyer
best known for defending lèse-majesté sus-
pects. He risks a record 150 years in jail if
convicted of all ten counts of lèse-majesté
he faces. Several recent sentences for in-
sulting royals have exceeded 50 years; the
standard for murder is15-20 years.

The government is also pushing You-
Tube and Facebook, as well as local inter-
net firms, to remove content deemed criti-
cal of the monarchy. The junta demanded
that Facebook block 131 “illicit” pages by
May 16th or be blocked itself in Thailand.
In the end it let the deadline slide, but it is
still passing on court orders to oblige Face-
book to take down the offending posts. It
says Facebook is co-operating. One
blocked post shows the king, who spends
most of his time in Germany, strolling
through a mall in a yellow “crop top” that
reveals elaborate tattoos.

Exiled critics of the monarchy and their
foreign defenders are also in the junta’s
sights. In April it issued an order prohibit-
ing Thais from interacting on social media
with a trio ofprominent dissidents abroad,
including the one who posted the video of
the king. It fiercely protested the decision
of South Korea’s 18 May Foundation,
named in honour of an uprising that was
crushed by the army, to award its annual
human-rights prize to Mr Jatupat.

Thai kings have a long history of foster-
ing democratic reform, but the army does
not seem so protective of that. Last month
a brass plaque in Bangkok that commemo-
rated the king’s acceptance ofconstitution-
al government in 1932 mysteriously disap-
peared. Prayuth Chan-ocha, the leader of
the junta, has scolded Netiwit Chotiphat-
phaisal, a student activist, for campaigning
against a tradition whereby students at
Thailand’s grandest university prostrate
themselves in front ofa statue of its epony-
mous founder, King Chulalongkorn. Never
mind that King Chulalongkorn himself
abolished prostration in1873.7
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MANY Australians dislike their coun-
try’s reputation as a hotbed ofdeadly

creatures, but it is a brave surfer who has
never felt a prickle ofanxiety at what lurks
beneath the surf. Laeticia Brouwer, a teen-
ager who was recently killed by a shark in
Western Australia, was the state’s third
such fatality in under a year, and the 14th
nationwide since 2012. Her death has re-
ignited a debate over how to deter attacks
in a country that may have lost a prime
minister to one (though it is more likely
that Harold Holt, who vanished while
swimming in1967, simply drowned).

Certain endangered species of shark,
including the great white, have been pro-
tected in Australia since the 1990s. Swim-
mers and surfers worry that their numbers
are rising: the rate of unprovoked attacks
doubled between that decade and the 10
years to 2015. Responsibility probably lies
with a growing human population, but
“any fisherman will tell you that they see
more sharks than before,” says Neddy Van
Dyck, a surferand spear-fisherman former-
ly based in Esperance, where Ms Brouwer
waskilled. “It’sa riskI considerevery time I
go into the ocean.”

States can seek exemptions to the law
protecting sharks, and sometimes grow
vengeful after heavily publicised attacks.
In 2014 Western Australia caughtand killed
68 sharks measuring more than three me-
tres using baited hooks known as “drum-
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2 lines”. But this time the state government,
now in the hands of the Labor Party, plans
instead to subsidise purchases of personal
deterrent devices which emit electromag-
netic waves thought to ward off sharks.
Their efficacy is debatable, but so is that of
more lethal methods. Because fatalities are
relatively uncommon, it is hard to prove
the usefulness of drum-lines or nets
around beaches (see picture on previous
page). Conservationistshate these because
they snag other, sometimes endangered,
sea-life far more often than sharks.

Australians, who spend ever longer in
the water, seem to take a similar view. In a
recent survey of shark-afflicted parts of
Western Australia, Christopher Neff of the
University ofSydney was surprised to find
that 75% of the population preferred cud-
dly tactics such as aerial patrols. A national
research agency has tagged over 200 white
sharks in an effort to monitor and predict
their movements. New South Wales is try-
ing out “smart” drum-lines which notify
officials when they catch an animal, allow-
ing it to be towed and released before it
perishes on the line. “In the end, we all
need to take personal responsibility for go-

ing in the water,” Mr Van Dycksays.
The “harsh reality” is that locals will al-

ways face a “very small” risk of being at-
tacked, said Western Australia’s premier,
MarkMcGowan, afterMsBrouwer’sdeath.
In fact, the risk is infinitesimal. The same
number of people died in attacks last year
as in1950, when the population was a third
of its current size. Better emergency ser-
vices mean that the vast majority of to-
day’s victims survive. Sharks may cause
politicians to thrash about, but Australians
run about the same riskofbeingkilled by a
bee or wasp (see chart).7
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THE protests outside parliament got so
ferocious that the 2,000 policemen de-

fending the building barricaded it with
barbed wire. That was soon festooned
with angry placards. Inside, opposition
politicians sought to disrupt parliamenta-
ry business: they seized the podium, and
brawls broke out. In Taiwan, as every-
where else, reining in expensive pensions
is not easy. But Tsai Ing-wen, the president,
seems determined to press on. The current
system, she said last month, is on “the
brinkofbankruptcy”.

The government’s liabilities have
swelled to almost NT$18trn ($597bn), nine
times its total annual expenditures. That is
divided among funds for different profes-
sions, in which contributions from current
workers help to finance payments to pen-
sioners. The fund for civil servants is pro-
jected to go bust by 2031; the one for teach-
ers by 2030; the one for private-sector
workers in 2027; and the one for the armed
forces in 2020.

The root of the crisis lies in Taiwan’s
rapidly declining birth rate and growing
longevity, which means that there are few-
er workers to support the swelling ranks of
the old. In 2015 Taiwanese women were

projected to have just 1.2 children on aver-
age over the course of their lives, even as
life expectancy passed 80 for the first time.
A government study found that in 1996
there were nine working people for each
pensioner. The ratio fell to six to one in 2015
and will be less than three to one by 2031.
Sluggish economic growth and stagnant
government revenues provide no way out.

Politics has made matters worse. When
the Kuomintang party (KMT) fled to Tai-
wan in1949, having lost China’s civil war, it
filled the army and public service with
mainlanders and provided them with gen-
erous pensions. Native Taiwanese worked
mainly in the private sector. Taiwan began
to democratise in 1987, but the KMT contin-
ued to dominate parliament until last year,
thanks in part to strong support from the
public sector, whose expensive pensions it
continued to defend. Over 450,000 retired
teachers, soldiers and bureaucrats receive
an annual paymentof18% ofthe lump sum
they built up in their pension account be-
fore 1995—a commitment that cost the gov-
ernment NT$78bn last year, or 4% of its
spending. Benefits are not quite so gener-
ous for those who have retired more re-
cently, but civil servants can still stop work

with lavish benefits at 55.
Ms Tsai and herDemocratic Progressive

Party want to reduce the 18% payout to 6%
over six years, subject to a minimum pay-
ment to protect poorer pensioners from
poverty. They also want to cut monthly
pension payments for other civil servants
and teachers while raising the retirement
age to 65. In addition, the president has
pledged to inject an extra NT$20bn a year
into the private-sector fund, which is much
less generous. All this, the government
reckons, will extend the life of Taiwan’s
pension funds by just10 to15 years or so.

Lin Wan-i, the minister in charge of
these reforms, says young people want
even more sweeping changes. They worry
that there will not be a pension for them by
the time they retire. Moreover, they consid-
er the huge payouts to the old unfair. Tai-
wanese workers earn about NT$39,500 a
month on average. A typical monthly sala-
ry for a new university graduate is just
NT$22,000. But retired high-school teach-
ers receive a whopping average pension of
NT$68,340 a month.

But pensioners see Ms Tsai’s plans as a
breach of trust. More than 100,000 people
demonstrated against the reforms last year.
The most dogged protesters have set up a
camp outside parliament. And there is the
delicate matter of reforming military pen-
sions at a time ofheightened tensions with
China. Ms Tsai has not yet announced her
plans for that, but Mr Lin says any changes
will be less drastic.

A poll by TVBS, a local broadcaster,
found that 61% of Taiwanese supported
pension reform in principle, though 46%
were unhappy with the government’s
handling of it. Ms Tsai can console herself
with two thoughts. First, the fact that
young and old alike are angry suggests she
may be striking a fair compromise. Better
still, the KMT is in too much disarray to take
advantage ofall the indignation. 7
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FOR years Wuhu, a city (pictured) in the
poor central province of Anhui, was on

the front line ofa national effort to reduce a
glutofunsold homes. Newpropertydevel-
opments stretched into the haze along the
Yangzi river on the town’s western edge.
But buyers were scarce: although Anhui
has a population about the size of Italy’s,
many of its people have long preferred to
work in richer parts of the country. Offi-
cials in Wuhu tried to entice locals to buy
homes, offering tax breaks. At one point
they even promised to subsidise the cost,
an act of desperation that made Wuhu an
emblem ofChina’s real-estate woes.

Since early 2016, however, the city’s
property prices have soared by more than
30%. Earlier this month the city sharply
changed tack, introducing measures to
curb speculation. For example, it required
that buyers ofnew homes wait at least two
years before selling. Developers were or-
dered to set prices within predetermined
ranges. The city also vowed to expand the
land available for development. The glut
of unsold homes is, in other words, no
more. A shortage is the new concern.

The striking improvement in Wuhu’s
property market has echoes around the
country. It is one of the 60 or so cities
deemed to be “third tier”. The designation
refers not just to their political ranking and
size (medium by China’s standards, with
populations of roughly 1m-3m); until re-
cently it also summed up prevailing senti-
ment about their prospects. Analysts and
investors have generally been positive

off. This has helped to reduce the stock of
unsold homes. The amount of housing for
sale has fallen almost continuously for the
past 14 months, the longest sustained de-
cline since records began in 2001. 

That would seem to be unambiguously
good news. But a closer look at third-tier
cities suggests caution is in order. Specula-
tion has played a large role in their new-
found prominence. Capital controls, pro-
gressively tightened over the past two
years, have trapped cash in the country.
After a stockmarket collapse in 2015, hous-
ing became the most appealing asset—all
the more so when, to boost the economy,
the government began encouraging state-
run banks to increase their mortgage lend-
ing to homebuyers. After a run-up in prices
in big cities, investors looked to smaller
markets for bargains.

Recent government efforts to douse the
fervour in big cities had a similar effect.
When Hefei, Anhui’s capital, started re-
stricting purchases last year, buyers rushed
elsewhere, including to Wuhu. Li Guo-
chang, head of a property-research insti-
tute in Anhui, estimates that people from
outside Wuhu account for more than a
quarter of purchases this year, up from the
normal level of about a tenth. There are
now roughly 20% more homes owned in
Wuhu than there are households in the
city, he says. As he puts it: “This doesn’t
seem very healthy.”

Nevertheless, it is too easy to treat the
rally in third-tier cities as froth. Owner-oc-
cupiers make up a majority of the market. 

about China’s first-tier megacities (Beijing,
Shanghai, Shenzhen and Guangzhou) and
its second-tier giants, especially those in
good locations such as Hangzhou in the
east and Foshan in the south. But there was
less enthusiasm for cities ranked in the
third tierand below. They were seen as suf-
fering from weak industrial bases, flimsy
social services and a steady brain-drain as
their most educated residents left for more
exciting places. 

Yet a rally in China’s property market,
which began in its big cities in 2015, is filter-
ing down to these also-rans. Housing
prices in third-tier cities are up by 7% over
the past year on average, and by much
more in the best performers (see chart).
Their markets have remained hot this year,
even while their bigger peers have cooled

Third-tier cities

The glitter of bronze
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A propertyrally in mid-sized cities is speculative but not crazy
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2 Many are locals who have the means to
move to nicer homes, tired of the shabby
six-floor walk-ups that still dominate
many old city-centres. As for speculators,
they might just know a thing or two. It has
been striking that the price surge in third-
tier cities has not been evenly spread
around China, but rather concentrated in
markets that have better locations. Places
that fall within the gravitational pull of the
most prosperous cities, particularly in the
east and south, have fared the best. But
thanks to better infrastructure links, there
are many more locations that can be de-
fined as good. Wuhu used to be a backwa-
ter. Today it is less than three hours from
Shanghai by high-speed rail. In the north
and west of China, well away from its glit-
tering coast, housing prices are about the
same as they were five years ago.

Homeward bound
A cascade of development has also
changed the economies ofmid-sized cities.
As land prices and wages have risen along
the coast, companies have moved inland.
Wuhu, for example, now boasts numerous
robotics firms. Population flows are chang-
ing, too. Anhui is one of the main sources
of the migrants who staff factories and
work on construction sites around the
country. But its permanent population has
risen by 1.7m since 2014, buoyed by the re-
turn ofsome of its migrant workers.

Similar reversals are also occurring in
two other big out-migration provinces: Si-
chuan in the south-west and Hunan, An-
hui’s neighbour. Some migrants are return-
ing because of old age—the government
restricts their access to health care and oth-
er benefits in places other than where they
were born (to control prices, some cities
have recently limited their ability to buy
homes, too). Others are lured by an im-
provement in job opportunities. A teacher
at a vocational college in Wuhu says most
ofhis students now stay put.

The central government wants to pro-
mote this trend: it believes it will help it
achieve its goal of curbing the growth of
the biggest cities. Shanghai’s population
has nearly doubled since 1990, to 24m. Be-
tween now and 2040, the city is aiming for
a maximum of1m more residents. Smaller
cities, meanwhile, are being encouraged to
attract outsiders. Some, such as Wuhu, of-
fer special grants to university graduates
who choose to live in them.

China’s campaign to control city sizes
may end up causing economic harm, plac-
ing artificial limits on the most productive
urban centres. It is also deeply unfair to mi-
grants from the countryside who have
toiled for years in big cities but who have
little hope of settling down permanently
in them (see next story). But Wuhu and its
third-tierbrethren are not complaining: the
restrictions, loathed by so many, are help-
ing to give them life.7

SALARY ALLEY runs from the National
Art Gallery to Dongsi North Street in

downtown Beijing. It is one of the city’s
surviving hutong (alleyways) from the pre-
Communist period—a lane of single-story
houses, grey brick walls and upturned
eaves. It is also a microcosm ofchanges rip-
ping through China’s cities.

Salary Alley is poor. Large houses have
been subdivided into warrens. Few have
kitchens or bathrooms, so the lane is lined
with public bathrooms and restaurants
which are cheaper than eating at home.
The hutong boasts ten eateries, four public
bathrooms, nine grocery or hardware
shops, a pet hospital, brothel, barbershop,
four-star hotel, pool hall and a communi-
ty-police headquarters. Jane Jacobs, an
American urban theorist who extolled the
varied life of mixed-use streets, would
have loved it.

About five years ago, Salary Alley start-
ed to gentrify. It already had one of the best
Vietnamese restaurants in Beijing. Now it
acquired a luxury sushi house, a couple of
bars, and—sure harbinger of middle-class
demand—a dainty coffee-shop. But recent-
ly it has suffered something more like de-
gentrification. Gentrification means pro-
tecting old buildings and attracting new
businesses, often at the expense ofold resi-
dents who can no longer afford to live
there. Salary Alley is seeing new business-
es shut down, buildings torn up and new
arrivals, not old residents, forced out.

The process began last summer when

government-hired builders tore off shop
fronts (windows, signs, even roofs), plas-
tered over the gaps and went home, leav-
ing the lane looking as if it was being de-
molished, rather than renewed. Since
then, in the name of returning the hutong
to its pre-Communist appearance, win-
dows have been bricked up, glass doors re-
placed, commercial signs removed and
houses refaced with old-style “bricks”—ac-
tually tiles made to look like them. Fake
bricks are commonly used in Chinese ren-
ovations (see picture of a painted-on kind
in a recent makeover in Shanghai). A flea
market close to Salary Alley was shut and
the stallholders—mostly migrants from the
central province ofHunan—sent home.

Three of the alley’s restaurants have
also been closed. All of the shopkeepers
say business has suffered. The street en-
trance to one corner store has been bricked
up; customers must climb three steps to
place their order at a high window. If you
want a cold drink, the owner gives you a
photograph of the inside of the fridge so
you can see what he has. 

The government says it wants to correct
architectural violations, brickup entrances
that do not comply with building codes
and buy back land so it can be renovated
and sold. Those motivations sound rea-
sonable. But they are not the real ones. 

One of the government’s motives is to
squeeze out migrants, a brutal tactic in its
campaign to control the capital’s size. On
Salary Alley, most shopkeepers are from
the coastal province of Shandong. Like the
market traders from Hunan, they are vul-
nerable. “If the government lets us do busi-
ness, we will do business,” says one fatalis-
tically. “Ifnot, we will return home.”

The government says it needs to repair
the alleyways, many of which are indeed
dilapidated. Yet on Salary Alley, most of
the buildings being “protected” were re-
built after1980, while the few ancient ones
are mouldering away. Building fake brick
walls hardly counts as beautification. “I
like variety,” says a shop owner. “For the
government uniformity is beautiful.”

This year the city’s government says it
will wall up or tear down 16,000 unli-
censed shops and extensions. Not only are
these illegal but also dangerous, it argues.
Yet a microbrewery near Salary Alley was
shut despite beingup to date with all its pa-
perwork—because it was in the way of an-
other piece of city-mandated reconstruc-
tion. A local bar owner complains that his
establishment passed inspections for
years—until one day everything was mys-
teriously declared to be illegal. He is shut-
tering it. 

China’s capital says it wants to be a glo-
bal city. That will require allowing its street
life to flourish as it does in New York or
London. The government seems to have
decided that greater control is needed. Sal-
ary Alley is suffering the chill. 7
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IN A set piece of imperial pomp, power and benevolence for
which the Chinese capital seems designed, the leaders of more

than two dozen countries, plus envoys from fourscore more,
gathered in Beijing last weekend—in awe of Xi Jinping. At his
much ballyhooed “Belt and Road Forum”, the Chinese leader laid
out what was intended to look like a new global economic order:
Chinese-led investment in railways, roads, bridges, ports and
other infrastructure that would transform 60-odd countries to
China’s south, west (along the old Silk Road) and as far away as
Africa. No immodesty was spared as Mr Xi promised Chinese
guidance and more than $100bn of Chinese money to create
what he called a “big family ofharmonious coexistence”.

Strength, poise, harmony: China’s leaders set great store by
the display of such virtues. If Mr Xi were a bird, he would be a
swan. But though the waters of Chinese politics on which Mr Xi
glides looksmooth, in reality they are darkand troubled.

Swan’s tale
Every now and then come hints of furious paddling beneath the
surface. The belt-and-road initiative is a case in point. It was de-
vised by Mr Xi partly as a desperate attempt to find a solution to
the crippling overcapacity that exists at home among state-
owned infrastructure and other firms. But he appears uncertain
what exactly the vast and amorphous scheme should involve, or
how to persuade foreigners to sign up to it (thin attendance by
European leaders was noted at the gathering). Many of its pro-
jects lookfinancially dubious. 

For the rest ofthe yearMrXi is likely to be distracted by his big-
gestpriority: puttinghis stamp on a five-yearlyparty congress, the
19th since the Communist Party’s founding in 1921, which is ex-
pected to be held late in the year. MrXi came to power in 2012, yet
the current Central Committee, comprising about 350 members
of the country’s political elite, is not of his own making. It was
chosen (as convention dictates) by his predecessors.

Foreigners who have spent time with the Chinese leader sug-
gest he has an almost messianic desire to save his party. Mr Xi,
whose late father was a comrade of Mao Zedong’s, nourishes a
nostalgic sense of the 1950s being a golden era, when the party
was supposedly driven by zeal, purity and purpose (never mind

the murderous violence that killed millions). Today he sees its
pervasive cynicism, self-interest and corruption as threats not
only to the country’s economic transformation, but to the surviv-
al of the party itself. Hence his unprecedented campaign to tight-
en discipline, which has felled over100 senior leaders and tens of
thousands oflesserones. Since MrXi cannot conceive of any oth-
er body running the country, to save the party is to save China.

Mr Xi’s chance, in the coming months of fierce if (to outsiders)
invisible horse-trading, is to stuff the Central Committee with al-
lies. At the congress, five of the seven members of the Politburo’s
Standing Committee—the elite’s inner sanctum—are expected to
retire. This will give Mr Xi an opportunity to install his own suc-
cessors. And the event will allow him to burnish his image—there
is speculation that delegates might honour him by calling his
musings “Xi Jinping Thought” (making him the first named
leader since Mao to have thought with a capital T). The congress
may also offer hints about whether Mr Xi intends to break the un-
written rule that Politburo members retire at 68 (he is currently
63) and stay on beyond 2022, when he would be expected to re-
tire as general secretary were he to stick to the usual ten-year
term. As it is, conventional wisdom holds that within a suppos-
edly “collective” leadership Mr Xi’s power greatly surpasses that
of his two immediate predecessors, Hu Jintao and Jiang Zemin,
and approaches that ofDeng Xiaoping or even ofMao.

Yet the way Mr Xi is wielding his power suggests that he still
sees huge challenges to it. Take his swingeing crackdown on law-
yers who defend dissidents and the like. They argue for little
more than that China should live up to international civil-rights
agreements it has signed and to the protections promised in its
own constitution. But the trials ofsome have ended in verdicts of
subverting state power and heavy sentences. This month one
prominent lawyer, Xie Yang, was released on bail in the central
city of Changsha, but only after retracting accusations of being
tortured by police. The retraction looks odd, and Mr Xie remains
under heavy surveillance. Mr Xi is taking no chances.

Elsewhere are clues that the anti-corruption campaign is get-
ting fiercer, and perhaps even more personal. In January Xiao
Jianhua, a billionaire businessman with links to the political
elite, including, it is thought, to Mr Xi’s family, was kidnapped
from his hotel in Hong Kong—presumably by mainland agents.
He was spirited out of the territory to an unknown fate.

The Chinese authorities are also waging a bitter campaign
againstanotherbillionaire, Guo Wengui, who, from self-imposed
exile, has been making lurid accusations of corruption at the top
of the party. Mr Guo may be no angel—one former state-security
chief has confessed to making wire taps, freezing assets and in-
timidating journalists on Mr Guo’s behalf, to help bring down ri-
vals. But whatever the facts of this murky saga, the implication is
of collusion between dodgy businessmen and venal officials—
state powerput to the service, perhaps on a massive scale, ofpriv-
ate gain. A lot is at stake for many potential targets of Mr Xi’s anti-
corruption drive. Some may be pushing back by encouraging Mr
Guo to point fingers at people close to Mr Xi.

It all contributes to a febrile mood—as do rumours of Jiang Ze-
min’spoorhealth (retired leaderscasta longshadow; their deaths
can shift political balances). Mr Xi is likely to succeed in promot-
ing his protégés. But he may not feel secure enough to do what
many observers believe he would like: to rip up the party’s un-
written rules and keep himself in power indefinitely. Breaking
the norms ofcollective leadership may be beyond him. 7
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IN 2013 thousands ofschool pupils in Eng-
land received a letter from a student

named Ben at the University ofBristol. The
recipients had just gained good marks in
their GCSEs, exams normally taken at age
16. But they attended schools where few
pupils progressed to university at age 18,
and those that did were likely to go to their
nearest one. That suggested the schools
were poor at nurturing aspiration. In his
letter Ben explained that employers cared
about the reputation ofthe university a job
applicant has attended. He pointed out
that top universities can be a cheaper op-
tion for poorer pupils, because they give
more financial aid. He added that he had
notknown these factsat the recipient’sage. 

The letters had the effect that was
hoped for. A study published in March
found that after leaving school, the stu-
dents who received both Ben’s letter and
another, similar one some months later
were more likely to be at a prestigious uni-
versity than those who received just one of
the letters, and more likely again than
those who received none. For each extra
student in a better university, the initiative
cost just £45 ($58), much less than universi-
ties’ own attempts to broaden their intake.
And the approach was less heavy-handed
than imposing quotas for poorer pupils, an
option previous governments had consid-

tan nudged, and Eve did too,” writes Cass
Sunstein of Harvard University. From the
middle of the 20th century psychologists
such as Stanley Milgram and Philip Zim-
bardo showed how sensitive humans are
to social pressure. Daniel Kahneman and
Amos Tversky described the mental short-
cuts and biases that influence decision-
making. Dale Carnegie and Robert Cial-
dini wrote popular books on persuasion.
Firms, especially in technology, retail and
advertising, used behavioural science to
shape brand perception and customer be-
haviour—and, ultimately, to sell more stuff.

But governments’ use of psychological
insights to achieve policy goals was occa-
sional and unsystematic. According to Da-
vid Halpern, the boss of BIT, as far as
policymakers were concerned, psycholo-
gy was “the sickly sibling to economics”.
That began to change after Mr Sunstein
and Richard Thaler, an economist, pub-
lished “Nudge”, in 2008. The bookattacked
the assumption of rational decision-mak-
ing inherent in most economic models and
showed how “choice architecture”, or con-
text, could be changed to “nudge” people
to make better choices. 

In 2009 Barack Obama appointed Mr
Sunstein as head of the White House’s Of-
fice of Information and Regulatory Affairs.
The following year Mr Thaler advised Brit-
ain’s government when it established BIT,
which quickly became known as the
“nudge unit”. If BIT did not save the gov-
ernment at least ten times its running cost
(£500,000 a year), it was to be shut down
after two years. 

Not only did BIT stay open, saving
about 20 times its running cost, but it
marked the start of a global trend. Now
many governments are turning to nudges 

ered. The education department is consid-
ering rolling out the scheme.

The trial was run by the Behavioural In-
sights Team (BIT), a company spun out of
the British government in 2014 and which
remains in part publicly owned. BIT has
pioneered the use of psychology to help
policymakers change behaviour through
“nudges” rather than taxes or laws. That
approach is spreading, as governments
from Australia to Qatar, and bodies such as
the UN and World Bank, follow.

Mind over matter
When BIT was set up, in 2010, the very idea
provoked objections. Some critics feared
that nudges would do little good, and that
their effects would fade over time. Others
warned that governments were straying
perilously close to mass manipulation.
More recently, some of the findings on
which the behavioural sciences rest have
been questioned, as researchers in many
fields have sought to replicate famous re-
sults, and failed. 

By and large those doubts have been al-
layed. Even if specific results turn out to be
mistaken, an experimental, iterative, data-
driven approach to policymaking is gain-
ingground in many places, not just in dedi-
cated units, but throughout government.

Nudging is hardly new. “In Genesis, Sa-

Making government work

When nudge comes to shove

Policymakers around the world are embracing behavioural science 
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2 to save money and do better. In 2014 the
White House opened the Social and Be-
havioural Sciences Team. A report that
year by Mark Whitehead of Aberystwyth
University counted 51 countries in which
“centrally directed policy initiatives” were
influenced by behavioural sciences. Non-
profit organisations such as Ideas42, set up
in 2008 at Harvard University, help run
dozens of nudge-style trials and pro-
grammes around the world. In 2015 the
World Bank set up a group that is now ap-
plying behavioural sciences in 52 poor
countries. The UN is turning to nudging to
help hit the “sustainable development
goals”, a list of targets it has set for 2030.

Notall these schemes involve a dedicat-
ed nudge unit. Many draw on initiatives
that predate BIT. But all use similar insights
from behavioural psychology to design
and test policy tweaks. These are summed
up in EAST, a mnemonic devised by BIT: in
order to change behaviour, make good
choices easy, attractive, social and timely. 

Heading EAST
One of the best-known nudges is to set the
desired outcome as the default. For exam-
ple, enrolling all workers in a company
pension scheme, and requiring them to opt
out if they do not wish to be members,
greatly increases savings rates compared
with when non-membership is the de-
fault. The power of making things easy
was also demonstrated by a trial in 2012, in
which the forms used by poor Americans
to apply to university were pre-filled with
data from tax returns. That raised the likeli-
hood that they would go to university by a
quarter. Nudges that involve making the
desired choice more attractive, or at least
more obvious, range from making the
wording on letters about late payment of
taxes more emphatic to placing healthy
food at eye level in canteens.

Among the most effective nudges are
“social” ones: those that communicate
norms or draw on people’s networks. A
scheme tested in Guatemala with help
from the World Bank and BIT tweaked the
wording of letters sent to people and firms
who had failed to submit tax returns the
previous year. The letters that framed non-
payment as an active choice, or noted that
paying up is more common than evasion,
cut the number of non-payers in the fol-
lowing year and increased the average
sum paid. And a trial involving diabetes
shows that it matters to nudge at the right
moment. In 2014 Hamad Medical Corpora-
tion, a health-care provider in Qatar, raised
take-up rates for diabetes screening by of-
fering it duringRamadan. That meant most
Qataris were fasting, so the need to do so
before the test imposed no extra burden. 

Owain Service, BIT’s managing direc-
tor, says it was initially accused of “tinker-
ing at the margins”. But nudging is now be-
ing brought to bear on bigger, harder,

problems. One is making public bodies
more representative of those they serve.
American police forces have long strug-
gled to recruit from ethnic minorities;
many worry that their failure to do so
harms community relations and makes it
tougher forofficers to do their job. Many at-
tempts have been made to improve mat-
ters, withoutmuch success. ButBIT’sNorth
America team helped the police force in
Chattanooga, Tennessee, to test various
versions ofjob ads. Those emphasising the
challenge of the job or the career benefits
attracted many more black and Hispanic
applicants than those emphasising the im-
pact of the work on the community or the
opportunity to serve. 

Of particular interest in aid and devel-
opment are recent efforts to use nudges to
tackle corruption. The World Bank has
been involved in several trials, forexample
one in Nigeria to improve record-keeping
in health clinics, therebymaking it less like-
ly that money will be stolen. It has found
that giving health workers who keep good
records certificates that they can display in
their clinics makes a worthwhile differ-
ence. Another promising area involves
motivating people to refuse bribes. Anti-
corruption policies generally rely on pun-
ishment. But behavioural insights suggest
harnessing social norms, for example by
publicly celebrating those who stay clean. 

Far from being fleeting, as had been
feared, at least some nudges have been
shown to form lasting habits. Todd Rogers
of Harvard University found that asking
prospective voters just once to note down
exactly when they were going to vote not
only increased turnout in an imminent
election, but also in subsequent ones. The
Guatemalans who received the letters that
worked best to encourage taxpaying the

following year turned out to be more likely
to pay up the year after, too.

Technology is increasing the impact of
behavioural techniques. Several British
departments employ data scientists who
can run speedy trials of letters and leaflets,
much as media companies learn what
works online by “A/B testing” content,
serving one version to half their audience
and another to the rest to see which one is
more viewed, liked and shared.

Brain gain
Many of the early critics of nudge tech-
niques regarded them as infantilising, or
even a type of government mind control.
“Nanny is alive and well in Westminster”
ran the headline of a newspaper article
about the nudge unit in 2011; the author
went on to deride the unit’s “Orwellian
overtones”. Many worried about the idea
of bureaucrats being given free rein to
shape behaviour by imperceptibly tweak-
ing government communications and en-
vironmental cues. 

Even the proponents acknowledge the
risks. “Hitler nudged, so did Stalin,” writes
Mr Sunstein. Laws in some American
states that have suppressed black people’s
votes, such as those passed by North Caro-
lina in 2013, look remarkably like nefarious
nudges, from limiting the types of IDs that
can be used for registration to banning out-
of-precinct voting. All made voting less
easy, attractive, social and timely—and dis-
proportionately cut the number of black
people voting. 

North Carolina’s laws were struck
down on appeal last year, in a nice demon-
stration of the need for checks and bal-
anceswhen it comes to nudging, aswith all
other policy action. And all governments
nudge whether they have a dedicated unit
for doing it, Mr Sunstein points out, and
whether or not they mean to. There is no
purely neutral way of presenting choices,
so why not try to choose the one that re-
sults in the best outcomes? As long as that
choice is made in a transparent manner,
and is subject to democratically elected
politicians, nudging offers policymakers
an alternative to both the nanny state and
the unintelligent one; a middle way that he
describes as “libertarian paternalism”.

A “replication crisis”, in which scien-
tists in many fields have repeated pub-
lished experiments and failed to find the
same results, has hit particularly hard in
the behavioural sciences, with some
much-cited findings now open to ques-
tion. But the approach taken by nudge un-
its and their kind already incorporates the
remedy. It has nudged policymakers to-
wards a new way of thinking about policy
that involves trial and error, and step-by-
step improvement. The theories of behav-
ioural science can only suggest which
nudges to try; it is for policymakers to find
out which ones work. 7
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FEW companies are as defined by a sin-
gle product as Coca-Cola. The firm has

sold the sweet dark soda since 1886. At its
headquarters in Atlanta, archives house
the advertisements that sowed Coke in the
world’s consciousness: posters urging con-
sumers to “Have a Coke and a Smile”; Nor-
man Rockwell’s 1935 painting of a boy fish-
ing, Coke bottle in hand; a Coca-Cola
record with tunes sung by Ray Charles,
Aretha Franklin and The Who; advertise-
ments with a red-coated, bearded Santa
Claus—it was Coca-Cola that popularised
the image ofSanta in the 20th century.

Today Coca-Cola has $42bn in revenue
and is available “within an arm’s reach of
desire”, as the firm puts it, in every country
but Cuba and North Korea. Its distribution
is so broad, its marketing so expert that the
Gates Foundation has urged vaccine cam-
paigns to mimic its strategy. The question
for James Quincey, an insider who took
over as CEO this month, is whether Coca-
Cola can move beyond Coke. 

The company is under pressure. A
growing number of governments see its
main product as not an icon but a scourge,
and have introduced soda taxes. Coca-
Cola must adapt as shoppers switch to
buying more online. Meanwhile, investors
want its 24% profit margin to expand. Jorge
Paulo Lemann, the founder of 3G, a priv-
ate-equity firm that is stalking the consum-
er-goods industry, has quipped that he
could run Coca-Cola with 200 staff. 

Quincey said in February. Until 1955 the
company sold only Coca-Cola, either in
soda fountains or in small bottles. Its soda
strategy thereafter might be summarised
as Coca-Cola squared: the company sold
more, bigger containers of Coca-Cola and
other fizzy products like it, such as Sprite
and Fanta. The greater the volume of soda
that bottlers sold, the more money they
made. Managers within Coca-Cola were
rewarded for boosting volumes, too. The
result is impressive. Last year Coca-Cola
accounted for about half of all soda drunk
around the world, according to Euromoni-
tor, a research firm. 

However, in many countries the market
for fizzy drinks looks increasingly flat. In
America the consumption of soda per per-
son peaked in the late 1990s, at nearly 53
gallons per person, and has since declined
to about 75% of that level. Last year vol-
umes of Diet Coke, once seen as a fix for
more health-conscious consumers,
dropped by 4.3%, according to Beverage Di-
gest, as shoppers grew wary of artificial
sweeteners. Volumes of bottled water in
America exceeded those of carbonated
soft drinks for the first time in 2016. Soda-
makers must deal with restless govern-
ments. France, Norway and the American
cities of Philadelphia and Berkeley are
among those with taxes on sweet drinks.
Britain will introduce its own taxnext year.

Muhtar Kent, the CEO who preceded
Mr Quincey, began to address these pro-
blems. The company is reducing sugar in
some sodas, though not in original Coca-
Cola. It has also invested in other types of
drinks. For instance Coca-Cola recently
bought AdeS, a soy drink, from Unilever,
an Anglo-Dutch conglomerate. It is also de-
veloping products internally, such as Gold
Peak iced tea, whose annual sales now ex-
ceed $1bn. 

Mr Quincey wants to speed the growth 

Efficiency measures are already being
taken, including a plan, expanded last
month, to save $3.8bn by 2019. Selling off
Coke’s vast network of bottlers—together,
Coca-Cola and its many bottlers amount
to the world’s biggest consumer com-
pany—could mean revenue plunging by
more than $7bn this year. The idea is that
the firm will become more agile and profit-
able as a result. 

But the most importantand riskyshift is
Coca-Cola’s effort to diversify. “The com-
pany has outgrown its core brand,” Mr

Consumer products

Is Coke it?

ATLANTA

Coca-Cola’s new boss wants to move beyond its core product
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2 of such new offerings, as well as to bolster
the firm’s existing products. “The direction
of travel is clear,” he says. “If we are truly
doing our jobs, we will have a broader
portfolio.” In hisprior rolesMrQuincey ex-
panded its range of products, for example
through the acquisitions of Innocent, a
British maker of “smoothie” fruit drinks,
and Jugos del Valle, a Mexican juice com-
pany. Nevertheless, soda still accounts for
70% of Coca-Cola’s volume. That is down
from nearly 90% in 2000 but still an ex-
tremely high share. PepsiCo, Coca-Cola’s
chief rival, has long had a more diversified
portfolio ofdrinks and snacks.

A business unit called Venturing &
Emerging Brands, or VEB, is trying to find
other promising new drinks. In a VEB con-
ference room in Atlanta, shelves are
stacked with bottles touting everything
from fermented drinks and coconut water
to hemp iced tea and an “aloe vera drink
with pulp”. Most are not Coca-Cola
brands, but the company is keeping a close
eye on them. “There is a tremendous
amount of innovation and entry into our
market,” says Mr Quincey.

VEB actsasa sortofventure-capital firm
and incubator. Sometimes it takes a stake
in an external venture-capital firm, which
enables Coca-Cola to make indirect invest-
ments in young brands. In other instances
the unitbacksa companydirectlyand then
helps it in areas such as sourcingand distri-
bution. For example, in 2015 it invested in
Suja Life, a maker of “cold-pressured”
juice—and increasingly Suja’s “Master
Cleanse” is, for better or worse, within an
arm’s reach ofdesire. VEB is now due to ex-
pand to Asia.

There are risks. Marketing has been
Coca-Cola’s strength and whether that
magic will keep its old oomph when sprin-
kled across dozens ofbrands remains to be
seen. Traditional soda is usually more prof-
itable than alternatives, says Ali Dibadj of
Sanford C. Bernstein, a research firm, large-
ly because healthier brands’ ingredients
cost more. Bottled water has seen greater
growth than any otherdrink, but it has par-
ticularly slim margins. Coca-Cola insists
that it can broaden its portfolio, profitably,
by focusing on premium drinks: for in-
stance the company’s “smartwater” brand
is enriched with electrolytes.

As for the firm’s traditional products,
Coca-Cola is seeking higher volumes in
young markets and higher profits in old
ones. To propel growth in India, for exam-
ple, it has developed a new bottle to keep
its soda fizzy despite long and bumpy jour-
neys. And in developed markets, where
volumes are stable at best, Coca-Cola is
making bubbly drinks more profitable
through a mixture of higher prices and
smaller packages.

From investors’ point ofview, the firm’s
strategy is strongly reminiscent of the way
in which Big Tobacco has coped with the

stigmatisation of its unhealthy legacy pro-
duct. To be sure, even Coca-Cola’s most
sugary drinks are like leafy kale compared
with cigarettes. Yet like tobacco firms in-
vesting in e-cigarettes and lifting the cost of
packs to consumers, Coca-Cola is diversi-
fying into healthier beverages and raising
prices for its traditional drinks. The resem-
blance to tobacco, says Mr Dibadj, is what
makes the firm such a compelling invest-
ment right now—though not one that the
company’s new boss or its legions of ac-
complished marketers are likely to tout.7

THE fear that business travellers on
transatlantic flights might have to stop

working on spreadsheets and read a good
book instead had been palpable. In recent
weeks, agents at America’s Department of
Homeland Security had been hinting to
the media that a ban on large electronic de-
vices in the cabins of flights between Eu-
rope and America was likely. After a meet-
ing on May 17th in Brussels, between
American and EU officials, however, re-
ports suggest that threat has been averted.
Airlines will be rejoicing if so.

America had been expected to an-
nounce that all electronic gadgets larger
than a smartphone, such as tabletsand lap-

tops, would henceforth have to be put in
hold luggage. The Trump administration
(along with Britain) had already imposed
similar restrictions on flights from some
Middle Eastern countries in March. It
seemed security officials had got wind ofa
specific terrorist threat, possibly involving
Islamic State (IS), and perhaps similar to an
attack perpetrated on a Somalian jet in
2016. Then, a terrorist blew a hole in the
side of an airliner using a small bomb con-
cealed in a laptop placed against the cabin
wall. (The terrorist got his timing wrong,
detonated too early, and was sucked to his
doom; no one else was seriously hurt.) 

The reason for the apparent change of
mind was unclear as The Economist went
to press. Airlines had complained that al-
ternative security options, such as en-
hanced screening of passengers and their
carry-on luggage, had not been fully ex-
plored. They also warned of the dangers of
storing more lithium batteries in the hold.
Such batteries, which are used in most
electronic devices, have on occasion com-
busted and brought down commercial air-
craft, includinga UPS cargo plane in 2010. A
controversy over whether Donald Trump
gave classified information about the risk
of IS using laptops against aircraft to Rus-
sia’s foreign minister, Sergei Lavrov, last
week, may also have had an impact on the
debate, and helped airlines to avoid a wid-
er ban for now.

They have good reason to worry about
the possibility. The transatlantic market is
hugely important on both sides of the
pond. Around 31m people flew from Eu-
rope to America last year, reckons IATA, an
airline industry group. Business travellers,
who rely on staying productive while in
the air, would have been the most reluc-
tant to fly laptop-free. In any case, execu-
tives are often forbidden to put company
computers in the hold for fear of theft or
loss of sensitive information. Business-
and first-class seats account for only 13% of
transatlantic passengers but provide half
the revenue. Following the ban in the Mid-
dle East, Emirates, a Dubai-based carrier,
cut flights to America by a fifth (flyers were
also put off by a strong dollar and worries
about potential immigration difficulties). 

If executives could not work on planes,
it might cost the industries they work for
around $655m in lost productivity, calcu-
lates IATA, based on an assumption that
half of business-class passengers will lose
five hours’ working time per flight. Re-
search from Oxford Economics, a forecast-
ingoutfit, found that in Britain a 1% increase
in business travel is associated with a
£400m ($518m) boost to trade. John Kelly,
America’s homeland-security secretary,
had suggestions for business executives
and families on how to cope with a laptop
ban: read a book or magazine or, heaven
forfend, talk to the kids. Such tactics may
not now be needed. 7

Airline security

Carry on working

Airlines seem to have dodged a wider
ban on electronicdevices

Windows seat



64 Business The Economist May 20th 2017

1

IN MOST of the world, the success of Ap-
ple’s “walled garden” of proprietary soft-

ware has two elements. First, its attractive
services: users tend to be addicted to its
iTunes music shop and iBooks store. Sec-
ond, the complexities involved in switch-
ing from an iPhone to anotherdevice with-
out losing music files or having to
re-download apps.

Neither factor works as well in China.
There, many of Apple’s services have not
taken off. The American giant missed the
boat on music sales in the country, reckons
Matthew Brennan of China Channel, a
technology consultancy. Its sales of books
are blocked by the government. 

In addition, few would disagree that its
messaging service is a flop and that Apple
Pay, its mobile-payment offering, is irrele-
vant—its market share on the mainland is
only 1%. A “genius” employee at an Apple
store in Shanghai admits sheepishly that
“iCloud doesn’t workvery well in China.”

And switching is a doddle in China, ob-
serves Ben Thompson of Stratechery, an
industry newsletter. Nearly everyone uses
WeChat, an app made by Tencent, one of
China’s three big internet giants, for every-
thing from social media to payments.
Through WeChat it is easy to transfer pho-
tos, messages, contacts and payments his-
tory maintained on that app from one de-
vice to another. 

No wonder that Apple’s retention rate
among iPhone users, which tops 80% in
America and Britain, is only 50% in China.
That does not bode well for a key market.
Apple’s revenues in greater China have
nearly doubled since 2013, to $48.5bn in
2016, thanks in part to its mainland app
store. App Annie, a research firm, reckons it
is the world’s biggest Apple app store, as
measured by revenue. But Apple’s results
for the first quarter of the year showed to-
tal sales falling by some 14% in greater Chi-
na compared with a year ago, the fifth con-
secutive quarter of decline. Canalys, a
market-research firm, estimates that ship-
ments of iPhones on the mainland
plunged by a quarter in the first quarter.

Hostilities have now broken out with
Tencent. The two had co-existed happily:
since richer Chinese prefer iPhones to An-
droid phones, these devices are where We-
Chat made much of its money. But earlier
this year, WeChat launched “mini-pro-
grammes,” a form of lightweight app that
operates independently of Apple’s app
store and robs it of revenues. 

Apple in China

App wars

SHANGHAI

Tencent takes on Apple in China

BHP

From Broken Hill to break up

THE hills from which Broken Hill in
New South Wales got their name no

longer exist. They have been mined away
since, 134 years ago, a sheep herder dis-
covered what would become one of the
world’s biggest silver mines. BHP, the
world’s largest miner, whose name dates
back to when it was called the Broken Hill
Proprietary, is also under the pickaxe,
wielded by feisty activists. This week its
boss, Andrew Mackenzie, conceded that
he is reconsidering its foray into Ameri-
can shale oil. Even in business meetings
these days, he needs a hard hat. 

On May16th, shortly before he took to
the stage at a prominent mining-industry
shindig in Barcelona, Elliott, the activist
fund in question, lobbed its second clod
in less than two months. In a statement it
accused the company ofa “do-nothing”
response to its previous missive demand-
ing a full-scale overhaul of the group.
Mischievously, it played on BHP’s “Think
Big” rebranding effort launched a day
earlier, challenging management to
“ThinkBig” about its proposal.

Aspects ofElliott’s campaign are, in
fact, banal and not worth much thought
at all. It wants BHP to increase share
buy-backs, which offer no boost to long-
term growth prospects. It also cherry-
picks time periods to give an exaggerated
impression ofhow badly BHP’s shares
have performed compared with its An-
glo-Australian counterpart, Rio Tinto. Yet
on two points, it has hit home: the com-
pany’s disastrous diversification into
American shale oil; and its dual listing in
London and Sydney. 

On the first point, Mr Mackenzie has

given ground. In answer to a question in
Barcelona, he said the shale business,
which BHP bought for $20bn in 2011, is
not one where it intends further expan-
sion. In fact, if there are any potential
buyers for its assets, “we would be more
than happy to talk turkey with them,” he
said. Elliott is urging BHP to launch a
review of its entire petroleum business in
America, Australia and elsewhere. Even-
tually it wants them sold or spun off.

But Elliott has also softened. Partly in
response to an angry reaction from the
Australian government, it dropped its
recommendation that BHP incorporates
in London as part ofefforts to simplify its
dual-listing structure. It would now
accept a sole Australian domicile. BHP

thinks that is tricky, but analysts reckon it
should give the matter more thought.

Ultimately, BHP’s greatest vulnerabili-
ty has come from grafting a subpar oil
business onto one of the world’s most
successful mining firms. It argues that the
combination helps smooth out the
boom-bust cycle, because oil and metals
should behave differently. Evidence from
the recent slump suggests they have
suffered more or less equally, though.

Another firm’s experience suggests
separation may be better than combina-
tion. South32, a firm created from the
demerger ofsome ofBHP’s unfashion-
able mining assets in 2015, has gone from
strength to strength. But shrinkage was
not what Mr Mackenzie had in mind
when launching the “ThinkBig” ad cam-
paign. Not for nothing has The Australian,
a newspaper, referred to the testy stand-
offas “the Elliott in the room”. 

The “Big Australian” is underpressure to slim down 
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2 Apple, meanwhile, had disliked but tol-
erated WeChat’s practice of allowing users
to reward generators of content (for exam-
ple, opinion columns) with small tips.
These bypass Apple’s own payments
mechanism. On April 19th Apple obliged
WeChat to shut down tipping.

Another front in the fighting is that the
American firm’s mainland app store ac-
cepts Alipay, a payment service from Chi-
na’s Alibaba, but not WeChat’s payment
offering. Broadly, WeChat is going from be-
ing a social-media platform (akin to Face-
bookand WhatsApp rolled into one) to be-
cominga mobile-operatingsystem, putting
it on a collision course with Apple. “There
is a war going on,” says Mr Brennan. 

Who will win such a clash of titans? Ru-
mours are swirling among tech experts
about what might happen next. Apple is
trying to fortify its position. It is investing
heavily in its large networkofstores and re-
search labs on the mainland; and it plans
to include China in the first wave of coun-
tries in which its highly anticipated new
iPhone will be launched later this year. But
Apple is on the defensive, whereas Tencent
is firmly on the attack.

Mr Brennan speculates that Tencent
might even launch a WeChat phone,
which would make Tencent’s offering
completely independent of the iPhone.
Anywhere else in the world, it would be
foolish to go up against the Californian
giant. In China, though, the native firm
may have the advantage. As Connie Chan
of Andreessen Horowitz, an investment
fund in Silicon Valley, puts it: “Loyalty is
much, much stronger to WeChat than to
Apple in China.”7

WALK along Sugar Road in Aubervil-
liers, north-east of Paris, and it is ob-

vious how a formerly scruffy area is gentri-
fying. New office blocks, a shopping mall
and bistros have appeared in recent years,
filling spaces left after wrecking balls flat-
tened warehouses. Along a canal previ-
ously used by barges, commuter ferries de-
liverworkers from richerparts ofthe city. A
district long known for slums, cheap hous-
ingand support for the CommunistParty is
becoming a business hub—Chanel, a fash-
ion firm, as well as several film producers
and studios, have moved in and big banks
are expected next. 

The district’s centrepiece is a U-shaped
glass block, the headquarters ofVeolia, the

world’s largest water-and-waste group.
The building opened in January, after the
firm moved out of central Paris to save
costs and concentrate 2,000 of its 163,000
staff in one spot. Moving to a rehabilitated
area carries symbolism for Veolia, which is
experiencing its own recovery after years
ofgloom.

“In the past seven years we have trans-
formed,” says Antoine Frérot, CEO since
2009. Change was sorely needed. Veolia
(previously called Vivendi Environne-
ment) had been lumbered with excessive
debt under Jean-Marie Messier, a flamboy-
ant former media mogul; its value col-
lapsed after the financial crisis of 2008-09.
Mr Frérot has overseen a painful recovery
plan based on cutting costs (staff numbers
have fallen by half), and slashing danger-
ously high debt by 50%, to €8bn ($8.9bn).
He has also survived two coup attempts—
one, in 2012, orchestrated by Henri Proglio,
Mr Messier’s successor as CEO, and anoth-
er, in 2014, by Groupe Dassault, a maker of
fighter jets, and then the second-biggest
shareholder.

Mr Frérot has lessened Veolia’s tradi-
tional over-reliance on doing business
with municipalities, especially in France,
and sought out more contracts from indus-
try. Industrial clients, which provided a
modest one-fifth of revenues when he
took over, will soon be as valuable as the
government kind, he says. Much new

growth in Europe is likely to come from
contracts in handling “difficult” industrial
waste, ranging from dismantling retired oil
rigs, trains and planes to the storage and
processing ofasbestos, pharmaceutical by-
products or carbon dioxide. Another op-
portunity lies in contracts to take apart nu-
clear-power stations, notably in Germany,
and eventually in France (where ageing
plants are scheduled to begin closing in the
2020s), and to manage spent nuclearwaste
once the plants have shut.

Veolia

The survivor

PARIS

Antoine Frérot has overhauled France’s
water-and-waste champion 

Bin there, done that

Corporate lobbying

Doorway to profit

DONALD TRUMP will not follow his
predecessor’s policy of releasing

visitor logs for the White House. A work-
ing paper from the National Bureau of
Economic Research by Jeffrey Brown and
Jiekun Huang, both of the University of
Illinois at Urbana-Champaign, shows
what a loss that is. 

They study records from Barack
Obama’s administration that identify
2,286 meetings between senior exec-
utives offirms in the S&P1500 and White
House officials over a seven-year period
to December 2015. The most frequent
visitors were the heads ofHoneywell, a
conglomerate (30 trips); General Electric,
another conglomerate (22); and Xerox, an
office-equipment firm (21). 

The study shows that a visit to the
White House boosts company perfor-
mance. The shares offirms whose exec-
utives secure such meetings tend to
outperform those of industry peers: by
0.33% and 0.78% ten and 60 trading days,
respectively, after the meetings. The more
senior the host, the more pronounced the

ensuing share-price outperformance:
meetings with the president yield the
biggest “positive abnormal returns”. 

The authors suggest several reasons
for this, though they stop short of proving
causation. In the very short run, investors
cheer news of the meetings, especially
those that are widely reported and pho-
tographed. Their hopes that good will
follow from the meetings are often vindi-
cated. Compared with others in the same
industry, firms with political access win
more government procurement con-
tracts. This generates on average an extra
$34m in profits in the 12 months after an
initial meeting. 

They may also benefit from more
regulatory relief. The authors point to
reporting in the Wall Street Journal from
2015 that Google executives’ frequent
visits to the White House under Mr
Obama may have factored in a decision
by the Federal Trade Commission to drop
its antitrust investigation into the internet
giant. Whatever the explanation, it pays
to spend time at the seat ofpower.

NEW YORK

When bosses visit the White House, theircompanies make more money
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ONCE an electronics and nuclear-pow-
er empire that was the pride of cor-

porate Japan, Toshiba is threatened with a
stockmarket delisting. It missed a deadline
to file itsannual results, on May15th, for the
third time this year. In earnings estimates
(auditors are refusing to sign off on its re-
sults), it warned of a loss close to ¥1trn
($9bn) for the financial year that ended in
March. That is the steepest loss on record
for a Japanese manufacturer.

To make things worse, Western Digital,
an American joint-venture partner in its
semiconductor unit, last week took legal
action to block Toshiba’s plan to shed their
flash-memory business. The case could
drag on, but Toshiba needs a sale. That
would help cover a write-down of billions
of dollars from Westinghouse Electric, its
bankrupt American nuclear-power unit.

Toshiba’s chip blues

Blue-chip chip
blues

An embattled giant tries to sell a crown
jewel

FOR young hipsters and middle-aged
sentimentalists alike, the resurgence of

vinyl is cause for celebration. Since 2010
sales of vinyl records in America have tri-
pled. Britain’s vinyl industry saw its big-
gest gains for 25 years in 2016. Big super-
markets are extending the amount ofspace
that they allocate to the discs and even the
turntables that twirl them have found a
place on Amazon’s best-seller lists.

Meeting this demand has been tricky.
Vinyl accounted for 76% of total album
sales in 1973; by 1994 this had dropped to
1.5% as compact discs (CDs) took over. By
then the bulk of the world’s vinyl-pressing
plants had closed and most of their cum-
bersome machines had gone to the scrap-
yard. Onlya very fewplants that could div-
ersify into new areas of printing and
production stayed open. But they did so

withoutanyfurther investment invinyl, so
the few machines that kept on producing
often date back to the1960s.

GZ Media, a Czech firm that is the big-
gest manufacturer of vinyl (it makes
around 60% of all vinyl records), went
from churning out over 13m records in 1987
to a low of200,000 in1993. Requests for vi-
nyl began flooding in again about a decade
ago; it is now working around the clock
and will produce 24m vinyl discs in 2017.

Although vinyl is still only a tiny frac-
tion of the global music market, big orders
from record labels have swamped the few
pressing plants left and caused delays in
production. GZ Media has kept on top of
orders by building, from 2014 on, updated
versions of its older pressing machines.
Others are also ramping up. More than a
dozen new pressing plants have cropped
up across North America, Europe and be-
yond in the past couple ofyears.

A chronic shortage of machines is the
chief headache. Reports of people racing
across the world to get their hands on an
old machine have become common. That
in turn is spurring investment in new op-
tions. Nordso Records, based in Copenha-
gen’s Nordhaven district, which opened its
plant last year, opted for a new pressing-
machine design from Newbilt, a German
startup. Newbilt have sold 25 of their pro-
ducts across Europe for up to €500,000
($554,000) each, including all parts. They
are manual, so an operator needs to over-
see each stage of the process; they churn
out 400 records a day ifoperating flat out. 

On a more industrial scale, Viryl Tech-
nologies is a Canadian startup that started
building new machines in 2015. One eight-
hour shift presses 1,200 records. Plants
across North America, Europe and Asia
have already installed them.

Startups, which also provide machine
servicing, see further room for innovation
in the mastering process, or the transferral

of the recording to a master disc from
which all subsequent copies will be de-
rived. One method involves cutting the
grooves onto a lacquer disc, but only two
companies in the world manufacture
these discs (one of them is run by an old
Japanese couple in Tokyo) and they too are
in short supply. A second technique uses a
copper-plated disc that is easier to come by
but is again hampered by the limited num-
berofmachines that can cut the disc: of the
25 that still exist, GZ Media owns four. 

Last year, Rebeat Digital, an Austrian
company, filed a patent for a “high-defini-
tion vinyl” mastering technology. This pro-
duces a computer-generated image of the
musicbefore blasting itonto a lacquer mas-
ter disc with a laser (rather than a spinning
stylus). They reckon this slashes the time
needed to produce the master disc by 60%.
But audiophiles are still sceptical about the
sound quality ofvinyl records produced in
this way. 

Even ifvinyl’s fashionability fades a bit,
servicing the remaining few machines and
supplying parts should keep the cash flow-
ing for the startups. And the format is un-
likely to disappearentirely, asonce seemed
possible. Many fans buy the liquorice-
blackdiscs from Spotify, a music-streaming
service, after it started in 2014 allowing art-
ists to sell merchandise, including vinyl,
from their profile pages. Another promis-
ing sign that there are more hipsters than
ageingpurists involved is thatabout halfof
all those who buy an album on vinyl have
listened to it before, online. 7

Music formats

Vinyl gets its
groove back

Soaring demand means tussles over
record-pressing machines 

Well under 45

Veolia’s changing focus has coincided
with a loosening of ties to the French state,
which last year cut its holding in the firm
almost by half, to 4.6%. The sale stirred no
controversy and the country’s new and
centrist president, Emmanuel Macron,
could next opt for full privatisation. Mr Fré-
rot would prefer to keep some state in-
volvement. He calls it a badge of honour
that helps his firm to win contracts abroad. 

Those foreign contractshave helped Ve-
olia most of all. Its results for the first quar-
ter confirmed that the French market is of
diminishing importance: the domestic
market today accounts for only one-fifth of
Veolia’s business, down from two-fifths in
2010. Revenue growth in the rest of Europe
was a more buoyant 7%; beyond Europe it
reached 12%. 

Distant prospects will continue to en-
tice. Environmental laws in Europe and
America are already fairly strict: that limits
the room forgrowth there. But the desire of
authorities in emerging markets to take ac-
tion against pollution has the potential to
create new markets. A new law last year in
China, for example, restricting release of
waste water from factories, should lift de-
mand for Veolia’s services.

Mr Frérot hopes to stay at Veolia be-
yond his current term, which ends in 2018.
He admits that his firm still faces head-
winds, such as the possibility that some
European municipalities may return water
services to public control. But his reputa-
tion as someone who can clear up a cor-
porate mess is well established. 7
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Indian cinema

Routine update

ALL you need for a movie is a girl, a gun,
lots ofsinging, melodrama and

never-ending dance sequences. Or so a
big chunkof the Indian audience be-
lieves. But Bollywood, the cosmopolitan
Hindi-language film hub that is the spiri-
tual home of the song-and-dance routine,
has been bested by an upstart rival. “Baa-
hubali 2: The Conclusion”, a fantasy epic
shot mainly in two southern Indian
languages, has smashed the country’s
box-office records. Once in Bollywood’s
shadow, the likes ofKollywood and
Tollywood are coming into their own.

India puts out around1,500-2,000
films a year, according to industry esti-
mates, more than anywhere else in the
world. Hindi fare of the sort Bollywood
cranks out from Mumbai makes up less
than a fifth of that, but accounts for 43%
ofnational box-office takings, which are
worth around $2bn. That leaves a long
tail of regional films, which must split
around $1bn across1,000-plus releases
shot in 20 different languages. With an
average take ofwell below $1m, few
emerge from obscurity.

“Baahubali 2” certainly has. A “Lord
of the Rings”-style adventure heavy on
computer graphics and bulging muscles
(the title-character’s name translates as
“the one with strong arms”), it is the first
Indian film to break through the10bn
rupee ($156m) markfor worldwide box-
office takings. That is a respectable perfor-
mance even by international standards. It
is now in its fourth week in the top ten
biggest grossers in America. 

Such numbers are not typical ofeither
Kollywood (the Tamil-language industry
in Tamil Nadu, which is based in a neigh-
bourhood ofChennai called Kodambak-
kam) or Tollywood (which makes Telugu
films in nearby Telangana), which both
claim “Baahubali 2” as their own. Pro-
vincial cinema is known for artier fare,
where costs are low and returns steady.

Yet southern India is fertile territory
for film-makers. Its 260m inhabitants are
richer than the national average, and
prefer content in regional languages to

Hindi, Bollywood’s lingua franca. Ageing
cinemas bulge to breaking-point: audi-
ences turn into cheering spectators and
drown out the dialogues. Living su-
perstars have temples named after them;
fans bathe huge garlanded cut-outs of
actors with milk to pray for their film’s
success. Pre-screening rituals include
burning camphor inside a sliced pump-
kin before smashing it near the big screen
to bring good luck. It is unsurprising that
five ofTamil Nadu’s eight chiefministers
have been film stars or scriptwriters.

By contrast Bollywood is seen by
many as being in a bit ofa funk, having
recycled the same handful ofstars on one
too many occasions. The past two years
have seen many expensive flops. Because
regional cinema has no actors with so
much nationwide recognition, scriptwrit-
ers workharder to craft compelling sto-
ries—the best ofwhich increasingly get
remade in Hindi. “The two south Indian
film industries will soon overtake Bolly-
wood,” says Shibasish Sarkar ofReliance
Entertainment, a big non-Hindi producer.
They already have a combined 36% at the
box office. “Baahubali 3”, anyone?

MUMBAI

Shuffle off, Bollywood: it’s time forTollywood and Kollywood

The one with strong ticket sales

The group’s chip business accounted
for almost one-fifth of revenue in the nine
months to December 2016; together, Tosh-
iba and SanDisk, a subsidiary of Western
Digital, which jointly operate plants in Ja-
pan, come second only to Samsung Elec-
tronics of South Korea, the world’s biggest
maker of NAND chips (see chart). These
chips are used in everything from smart-
phones and video-game consoles to data
centres. The broader business is sizzling:
semiconductors are expected to bring in
$386bn in worldwide revenue this year, up
by12% from 2016, says Gartner, a market-re-
search firm. Though Toshiba has not said
how much of the newly formed spin-off of
its memory business it wants to sell, it
hopes to gain at least ¥2trn from the sale: a
vital injection of cash, since it is blocked
from raising money on the stockmarket
after a huge accounting bungle in 2015.

Now it is pushing ahead with a second
round of bids (the first ended in March). Its
boss said this week that Western Digital’s
charge, thatToshiba wasviolating its agree-
ment, was “groundless”. Ten bidders are
said to have entered the fray for the NAND

unit, including chipmakers, tech firms and
private-equity firms. Foxconn of Taiwan, a
smartphone assembler, has reportedly
considered offering $27bn. SK Hynix of
South Korea and Broadcom of America,
both chipmakers, are also in the running.

The Asian bidders may need to contend
with an outbreakofeconomic nationalism
in Tokyo. To lose the NAND technology, in-
vented by Toshiba in the 1980s, would be a
blow, and the administration of Shinzo
Abe, the prime minister, is reportedly loth
to see another corporate jewel handed to
an Asian competitor. Last year, the Innova-
tion Network Corporation of Japan (INCJ),
a government-backed fund, tried and
failed to buy Sharp, an electronics giant:
Foxconn bought it instead. 

The INCJ is expected to enter the second
round of bids in partnership with KKR, an
American private-equity firm. The govern-
menthassaid itwill scrutinise offers byfor-
eign firms for reasons of national security.
Some reports suggest it has offered to the

INCJ a guarantee of up to ¥900bn on the
bank loans that it would need. Still, the
government would prefer not to use mus-
cle, says Nicholas Benes ofthe Board Direc-
tor Training Institute of Japan, since his re-
form plans involve the country being open
to most foreign investors.

Pressure to strike a deal with Western
Digital and make the sale will mount. In-

vestors are worrying about more financial
fudges being uncovered at the group, says
Daiju Aoki of UBS. The firm has been on
the watch list of the Tokyo Stock Exchange
for20 months: that isone step shortof a de-
listing, which will happen automatically if
it ends the financial year, in March 2018,
still with negative shareholder equity in its
accounts. A date to commit to memory.7

Chips with everything
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WHAT does it take for an American industrial champion to
succeed in an age of globalisation and impatient investors?

Some observers argue that it has become impossible. The world
is just too nasty and unfair, they bleat. Perhaps they should take a
look at Dow Chemical, a firm born in Michigan in 1897 that has
hustled hard enough to be at the top of its industry120 years later.

When Dow completes its planned $130bn merger with Du-
Pont, a longtime rival, probably at the end of this year, it will be-
come the largest chemical company in the world by sales. This
new colossus will keep changing—in 2018-19 the plan is for it to
split into three specialised firms. “NewDow” will focuson selling
chemicals to the automotive, construction and packaging indus-
tries. The other two smaller companies will concentrate mainly
on the agricultural and electronics industries.

This is a good moment, before the three-way split, to take
stock. Being in the chemicalsbusiness is like swimming in a vatof
sulphuric acid. Of the industry’s 20 largest firms in 1996 only four
remain in the ranking today. Some were dissolved, such as ICI, a
British company. There has been one spectacular bankruptcy in
recent memory, with LyondellBasell defaulting on $24bn of debt
in 2009. It is unlikely to be the last.

The industry is brutal. Its customers have consolidated and
boosted their bargaining power in the past 20 years. Consumer-
goods and car firms, for example, have completed mergers worth
$16trn. The prices of its raw materials, oil and gas, gyrate. It is capi-
tal-intensive: a “cracker”, or petrochemical plant, costs $2bn or
more and takes years to build. And private firms must compete
with state-owned ones from China and the Middle East, which
have access to subsidised credit and raw materials.

That was the landscape when Dow’s boss, Andrew Liveris,
took over in 2004. Since then the firm has made big mistakes.
After the financial crisis, in 2009, it had to cut its dividend (for the
first time in 97 years) aftermismanaging its finances. But three ini-
tiatives have kept its underlying business competitive.

First, Dow has ruthlessly shuffled its portfolio, ditching less
profitable businesses, including its century-old chlorine opera-
tion, and buying specialised ones that have barriers to entry.
When it is formed, New Dow will have $50bn of sales, and will
have bought and sold businesses with $40bn ofsales since 2004.

Second, Dow has made an effort to think hard about custom-

ersaswell aschemistry. It reorganised around categories ofclient,
and boosted research and development (R&D) in order to conjure
up new ways to help them. For the automotive industry, for ex-
ample, Dow used to supply rubber and polystyrene. Now it sells
carmakers expensive sound-absorbing foam. Each year 5,000
products are launched, double the number ofa decade ago.

The third step was to invest heavily in plant to lower costs.
Dow has sunk $8bn into complexes in the Mexican Gulf coast
that have access to cheap shale gas. And it has invested about
$4bn in a joint venture in Saudi Arabia with Aramco, the state oil
firm, that can take advantage ofAramco’s access to low-cost oil.

Some of Dow’s shareholders have been just as intractable as
its industry. In 2014 Third Point, an activist fund, attacked it, call-
ing for it to break itselfup. Dow gave it two board seats out ofa to-
tal of 13. Since then, with Third Point holding a gun to its head,
Dow has produced steady earnings and sped up its reinvention.
Mr Liveris says he learned to have a “dual horizon”, with one eye
on the one-to-two-year perspective of the stockmarket and the
other on the longer time periods—a decade or more—that it takes
for a cracker or R&D project to wash its face.

Stay paranoid
Investors can see the results of Dow’s struggle. Gross margins
have risen. Return on capital is low, partlybecause it overspenton
acquisitions. But as the Mexican Gulfand Saudi projects come on
stream over the next two years, profits are expected to increase,
notes Hassan Ahmed of Alembic Global, a research firm. After
the mergerwith DuPont, Dow’s return should rise above 15%, put-
ting it in the industry’sfirstquartile. Its shareshave kept pace with
the S&P 500 index in the past decade and are valued on a higher
multiple of free cashflow than Alphabet, Google’s parent.

Dow also shows that success can be good for employees as
well as shareholders. Staff turnover has been high: a third joined
in the past five years. But the number of employees has risen by
over a fifth since 1996, to 56,000, about halfof them in America. 

Another measure to look at is the “labour share”, or the pro-
portion of the firm’s gross cashflow that is spent on wages, as op-
posed to reinvestment orgivingshareholders dividends and buy-
backs. Across American business the share of cashflow that goes
to labour has declined markedly. At Dow it has remained flat, at
about 50% since 1996. In absolute terms its salary bill has soared
(see chart).

If there is a grumble about the example that Dow sets, it is that
consumers may lose from consolidation. Firms may be able to
jack up prices. Still, this risk is biggest in agricultural chemicals,
rather than the industrial ones that New Dow will specialise in.
Antitrust regulators will probably allow the Dow-DuPont deal.

Chemical firms can never rest easy. Car sales are flagging in
America, which could hurt demand. China’s two giants, Chem-
China and Sinochem, may soon merge and could eventually
threaten their more sophisticated Western rivals. The cycle is not
dead: a spike in gas prices, relative to oil prices, could hurt Dow’s
margins. But the chemical industry’s capital base has grown by
only1% a year for the past half-decade: firms are beingdisciplined
about adding new capacity. And Western ones have learned to
keep adapting. The lesson from Dow is that American industrial
companies can prosper in a system of open borders and capital
flows. It isn’t easy but it is possible. Mr Liveris leads President
Trump’s advisory council on manufacturing. He should pass on
the message.7

Good chemistry

Division of the spoils

Sources: Bloomberg; company reports
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BORROWING three words from Mario
Draghi, the central banker who helped

save the euro zone, Khalid al-Falih, Saudi
Arabia’s energy minister, and his Russian
counterpart, Alexander Novak, on May
15th promised to do “whatever it takes” to
curb the glut in the global oil markets.
Ahead of a May 25th meeting of OPEC, the
oil producers’ cartel, they promised to ex-
tend cuts agreed last year by nine months,
to March 2018, pushing oil prices up sharp-
ly, to around $50 a barrel. But to make the
rally last, a more apt three-word phrase
might be: “know thy enemy”.

In two and a half years of flip-flopping
over how to deal with tumbling oil prices,
OPEC has been consistent in one respect. It
has underestimated the ability of shale-oil
producers in America—its nemesis in the
sheikhs-versus-shale battle—to use more
efficient financial techniques to weather
the storm of lower prices. A lifeline for
American producers has been their ability
to use capital markets to raise money, and
to use futures and options markets to
hedge against perilously low prices by sell-
ing future production at prices set by these
markets. Only recently has the cartel wo-
ken up to the effectiveness of this strategy.
It is not clear that it has found the solution.

The most obvious challenge shale pro-
ducers have posed to OPEC this decade is
the use of hydraulic fracturing, or fracking,
to drill oil quickly and cheaply in places

ing to raise production, enablingproducers
to spend well in excess of their cashflows.
Mr Saucer says the backers of the most effi-
cient shale firms include private-equity
and pension-fund investors who demand
juicy but reliable returns. They are more
likely to hedge production to protect those
returns than to gamble on the “home run”
of the oil price doubling to $100 a barrel.
“Their hedging is very systematic and
transparent,” he says. “They don’t mess
around with commodity speculation.”

Data from America’s Commodity Fu-
tures Trading Commission, a regulatory
body, bearout the shift. They show that en-
ergy and other non-financial firms trade
the equivalent of more than 1bn barrels-
worth offutures contracts in West Texas In-
termediate (WTI), more than double the
level of five years ago and representing al-
most a quarter of the market compared
with 16% in 2012. Many ofthese are hedges,
though Mr Saucer says the data only reflect
part of the total, excluding bilateral deals
with big banks and energy merchants.

OPEC and non-OPEC producers unwit-
tingly exacerbated the hedging activity by
inflating output late last year even as they
decided to cutproduction from January 1st.
The conflicting policies helped depress the
spot price relative to the price of WTI fu-
tures, preserving an upwardly sloping fu-
tures curve known as “contango”. This
made it more attractive for shale producers
to sell forward their future production, en-
abling them to raise output.

That higher shale output will persist is
borne out by a surge in the numberof drill-
ing rigs, which shows no signs of ebbing.
The Energy Information Administration,
an American government agency, reckons
that by next year the United States will be
producing 10m barrels of oil a day, above
its recent high in April 2015. That would put 

previously thought uneconomic. Once
OPEC woke up to this in 2014, it started to
flood the world with oil to drive high-cost
competitors out of business (damaging its
members’ own fortunes to boot). 

But it overlooked a more subtle change.
Fracking is a more predictable business
than the old wildcatter model of pouring
money into holes in the ground, hoping a
gusher will generate a huge pay-off. As
John Saucer of Mobius Risk Group, an ad-
visory firm, says, shale has made oil pro-
duction more like a manufacturing busi-
ness than a high-rolling commodity one. 

That has made it easier to secure financ-

OPEC policy

Know thy enemy

OPEC is fighting not just shale producers but the futures market—and losing
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2 it on a par with Russia and Saudi Arabia.
Shale producers will have gained market
share at their expense.

In response, the frustrated interven-
tionists appear now to have set out to put
the futures curve into “backwardation”, in
which short-term prices are higher than
long-term ones. The aim is to discourage
the stockpiling ofcrude, as well as the hab-
it ofhedging. But success is not guaranteed.

The International Energy Agency, a
forecasting body, said this week that, even
iftheOPEC/non-OPECcutsare formallyex-
tended on May 25th, more work would
need to be done in the second half of this

year to cut inventories of crude to their
five-year average, which is the stated goal
of Messrs al-Falih and Novak. It also noted
that Libya and Nigeria, two OPEC mem-
bers not subject to the cuts because of diffi-
cult domestic circumstances, have sharply
raised production recently, perhaps under-
cutting the efforts of their peers.

Moreover, global demand this year has
been weaker than expected. In a report this
week, Roland Berger, a consultancy, argued
that rich-country oil demand has peaked,
and that, as developing countries such as
China and India industrialise, they will
use oil more efficiently than did their de-

veloped-world counterparts (see chart on
previous page). All this raises doubts about
how far the oil price can climb. 

Eventually, shale producers will have
their comeuppance. Labour and equip-
ment shortages will push up drilling costs.
Higher interest rates will dampen investor
enthusiasm. “Irrational exuberance” may
lead them to produce so much that prices
collapse. But for now, Saudi Arabia seems
to be leading OPEC into a war it cannot
win. As Pierre Lacaze, of LCMCommodi-
ties, a research firm, memorably puts it, it
has taken “a knife to a gunfight”. Worse, it
has wounded mostly itself.7

HAN SOLO, a hero from the Star Wars
movies, hasa habitofsaying, at tense

moments, “I have a bad feeling about
this.” Many commentators are echoing
this sentiment after a recent fall in the Vo-
latility Index, or Vix, below ten. Their
fearsdeepened on May17th, when the Vix
lurched above 15 and American stock-
markets had their worst day in eight
months. Incessant turmoil in the White
House at last seemed to take its toll.

A low Vix reading is usually seen as a
sign of investor complacency. The previ-
ous two occasions on which the index fell
belowten were in1993 and early2007 (see
chart). One preceded the bond market
sell-offof1994 and the other occurred just
before the first stages of the credit crisis.

The value of the Vix relates to the cost
of insuring against asset-price move-
ments via the options market. An option
gives the purchaser the right, but not the
obligation, to buy (a call) or sell (a put) an
asset at a given price before a given date.
In return, like anyone buying insurance,
the purchaser pays a premium.

The price ofthispremium is setby sup-
ply and demand, reflecting the views of
the purchaser and the person who sells,
or writes, the option. A number of factors
determines its size. One is the relation-
ship between the market price and the ex-
ercise price; if the market price is $10, then
the right to buy the asset at $5 must cost at
least $5. Another is the length of the op-
tions contract; the longer the time period,
the greater the chance that prices will
move enough to make the option worth
exercising and the higher the premium.

Volatility is also very important. If an
asset is doubling and halving in price ev-
ery other day, an option is much more
likely to be exercised than if its price bare-
ly moves from one trading session to the
next. No one knows what future volatility

will be. But if investors are keen to insure
against rapid market movements, then pre-
miums will rise. This “implied volatility” is
the number captured by the Vix.

As Eric Lonergan of M&G, a fund-man-
agement group, points out, the biggest in-
fluence on implied volatility tends to be
how markets have behaved in the recent
past (“realised” volatility). If the markets
have been very quiet, then investors will
not be willing to pay to insure against mar-
ket movements, and implied volatility will
be low. And markets have been very sub-
dued of late. In early May the S&P 500
moved less than 0.2% in ten out of 11 trad-
ingdays, the leastvolatile period since1927.

Some see volatility as an asset class to
be traded in its own right. You can buy or
sell the Vix in the futures market or via an
exchange-traded fund, or through a “var-
iance swap” with a bank, in which one
counterparty gets paid realised and the
other implied volatility. There are also a
couple of quirks that traders try to exploit.
The first is thatmore people want to protect
themselves against a big crash than against
a small dip in prices. So the implied volatil-
ity of extreme options (covering, say, a 10%

price fall) tends to be a lot higher than that
of ones nearer the market price. Andrew
Sheets of Morgan Stanley calls this a “risk
premium” payable to option sellers who
take the other side of the crash risk. 

Another quirk is that the implied vola-
tility tends to be higher than the realised
volatility. So selling options tends to be
profitable a lot of the time; you are selling
fire insurance for $10 a year when claims
are only $8. This sounds too good to be
true and there is, of course, a catch. As the
chart shows, volatility can suddenly
spike; when it does, people exercise their
options, leaving those who wrote them
exposed to a big loss.

Has such a spike started? The tempta-
tion is to buy lots of options while the
price is low. But this can be a frustrating
strategy. Mr Sheets says that, when vola-
tility was at such subdued levels in the
past, it remained low for a further two or
three months. Option buyers can lose a
lot ofmoney waiting for prices to rise.

Many are surprised that the stock-
market has been so quiet, given the tight-
ening of monetary policy by the Federal
Reserve, and the many political worries.
Sushil Wadhwani, a fund manager, thinks
that many investors were bearish before
Donald Trump’s election in November
and were caught out by the sudden rally
in equities; they are reluctant to be wrong-
footed again. They may also hope that, if
the market wobbles, the Fed will help by
not pushing up interest rates further. 

Investors may also think that political
worries come and go but the global econ-
omy and corporate profits are rebound-
ing. If things do go wrong, and volatility
continues to spike, somebody will be left
with the bill. Unlike Mr Solo, traders can-
not all escape in the Millennium Falcon. 

All quiet on the risky front

Calm before the storm?

Source: Chicago Board
Options Exchange
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IN OCTOBER 2008, amid post-Lehman
pandemonium, Britain’s Treasury said it

would pump £37bn (then $64.4bn) into
three big banks: £20bn into the stricken
Royal Bank of Scotland (RBS); the rest into
Lloyds TSB and HBOS, a sickly rival that
ministers had cajoled Lloyds into buying.
After rights issues in 2009, in all the state
paid £20.3bn for 43.4% of the merged
Lloyds BankingGroup. On May17th Lloyds
said the last state shares had been sold.

The government has recouped £21.2bn,
including £400m-plus in dividends, since
it started to unload its stake in 2013. The re-
turn may sound slim, but had big lenders
imploded the costs of the financial crisis
would surely have been far greater even
than they were. (Not surprisingly, anyone
holding Lloyds TSB or HBOS shares since
before the crisis has made a heavy loss.)

The group is Britain’s biggest retail
bank. Its brands—Lloyds Bank, with its
“black horse” logo, Halifax and Bank of
Scotland—boast around one-fifth of both
retail deposits and mortgages. Its share of
small-business loans, where RBS leads the
field, has climbed from 13% in 2010 to 19%
last year. Under António Horta Osório, its
chief executive since 2011, it has become
slimmer and fitter. Some £200bn of bad
loans, chiefly inherited from HBOS, have
been run off. Wholesale funding, which in
2010 amounted to £298bn, 30% of liabil-
ities, has been cut by nearly two-thirds.

Mr Horta Osório quit most foreign ven-
tures—today 97% of Lloyds’ business is in
Britain—and others including St James’s
Place, a wealth manager. The European
Union forced the sale of TSB, a brand ac-
quired in the 1990s, as a condition of ap-
proving its state aid. It is not retreating
everywhere: it expects the purchase of the
British business of MBNA, a credit-card
firm, from Bank of America to boost its
share of that market from15% to 26%.

To screw down costs Mr Horta Osório
also stripped out three layers of manage-
ment and placed budgets for travel, adver-
tising and so forth under group-wide rath-
er than divisional control. Like other
banks, Lloyds is also closing branches. The
workforce, 98,000-strong in 2011, will be
down to around 70,000 this year (8,000 of
the leavers went to TSB). Mortgage approv-
als and account opening have been made
slicker. At 47.1%, the bank’s cost-income ra-
tio is well below the European average.

The stain of past sin has not yet been
washed away: Lloyds has set aside £17.4bn,

more than any other British bank, to com-
pensate customers for mis-selling pay-
ment-protection insurance (PPI) with
loans. Separately, in February six people,
including a manager at an HBOS branch in
Reading, in southern England, were jailed
for a £245m fraud, predating the takeover,
that ruined several small businesses.
Lloyds has provided £100m for compensa-
tion and commissioned external reviews
of how much it should pay, and how the
mess was handled.

These costs will fade: Lloyds hopes to
make no more PPI provisions and regula-
tors have set a deadline for complaints of
August 2019. But they have weighed on
earnings. Lloyds returned 8.8% on tangible
equity in the first quarter. Stripped of pro-
visions for bad behaviour and restructur-
ing, the figure was a sparkling15.1%.

Analysts like what they see. The bet on
Britain has worked so far. Interest margins
in the first quarter were wider than expect-
ed. Lloyds’ ratio of equity to risk-weighted
assets, a key gauge of resilience, is a robust
14.3%, although the MBNA deal will dent

this a little. If Lloyds meets its earnings tar-
gets and other plans, estimates Jason Napi-
er of UBS, a bank, its dividend yield could
be a healthy 8.2% this year.

Compare Lloyds with the other, bigger,
bank rescued that tempestuous autumn.
All told the state injected £45bn into RBS.
After nine years of losses it still owns 71.3%,
with scant prospect of getting its money
back. Despite recent improvement—nota-
bly, a profit in the first quarter—RBS still has
many woes. It faces fines in America for
mis-selling mortgage-backed securities be-
fore the crisis. It is yet to meet its state-aid
obligations, for which the EU is consider-
ing a new plan. And it is being sued by
shareholders claiming to have been misled
before a rights issue in 2008: next month
Fred Goodwin, the boss who led RBS to di-
saster, is due to appear in court. Lloyds,
alas, is less than half the story.7

Lloyds Banking Group

Horse sense

The state sells its last shares in Britain’s
largest retail bank

Crowd-funding startups

Placing trades

EVERYONE would like a piece of the
next Google or Facebook. But the big

venture-capital (VC) firms do not usually
raise money from small investors. And
some entrepreneurs complain that it is
hard to get noticed by the hotshots in the
VC industry. Hence the enthusiasm for
crowd-funding, where small investors
can buy a stake in startup companies.

Seedrs, a British crowd-funding firm,
was set up in 2012, and has backed 500
firms so far, raising a total of£210m
($271m) from more than 200,000 users.
But there are two big problems with
crowd-funding. First, it is risky: most
startups fail. Second, investments tend to
be illiquid—shareholders have to wait for
a takeover or a stockmarket flotation to
recoup their investment.

Seedrs is trying to solve the illiquidity
problem by setting up a secondary mar-
ket, where buyers and sellers can ex-
change shares. The new market will start
operating this summer, and will allow
trading for a weekevery month, starting
on the first Tuesday. The price at which
investors can deal will be set by Seedrs
itself, based on a valuation mechanism in
line with industry guidelines. But there
are some restrictions: only current in-
vestors in a firm will be allowed to buy
shares. And, to the extent that investors
make a profit on a sale, Seedrs takes a 7.5%
cut of the gains.

Crowd-funding might be even more
attractive if investors could at a click
assemble a diversified portfolio of small
stakes in 20-30 companies rather than
just one—just as those who put money
into peer-to-peer lending can spread their
riskacross a range ofborrowers. The next
challenge will be to build on early efforts
to offer the same to investors in shares: ie,
mutual funds for crowd-funded startups.

An attempt to bring liquidity into a new market

Clarification: Our article last week on Quantopian
referred to WorldQuant’s WebSim platform. This differs
from Quantopian’s platform mainly in its employment
model, not in the type or complexity of algorithms its
members produce. 
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BEHIND the heavily fortified door of
Stack’s Bowers, a gallery ofrare coins in

New York, smilingsalesmen show offtheir
precious wares neatly displayed in pristine
glass cabinets. To the untutored eye, it
looks like pocket change. Numismatists,
who study the history and art of old mon-
ey, see well-preserved coins as aesthetic
masterpieces worth many times their face
value. At an auction organised by Stack’s
Bowers on March 31st, an American cent
from 1793 (pictured) sold for $940,000, be-
coming the costliest penny ever.

An index of tangible alternative asset
classescompiled byKnightFrank, a consul-
tancy, shows that returnson rare coins over
ten years to the end of2016 were 195%, easi-
ly beating art (139%), stamps (133%), furni-
ture (-31%) and the S&P 500 index (58%).
Coins are more portable than paintings or
furniture, and boast a higher value-to-vol-
ume ratio. Stamps may be lighter, but,
come doomsday, cannot be melted down.

The rare-coin market, however, has
longhad a reputational problem. What dis-
tinguishes a highly valuable coin—lustre,
sharpness of detail, toning and friction-
wear—is imperceptible to the untrained
eye. So shady coin-dealers for decades suc-
cessfully duped investors into paying top
dollar for non-premium or even counter-
feit coins.

The market’s wild-west days ended in
1986 when the first independent coin certi-
fier, the Professional Coin Grading Service
(PCGS), based in California, established it-
self as an authority on authenticity and
quality. Grading each coin on a one to 70
scale, PCGS gave the market transparency,
boosting investor confidence and sales

volumes. Today, global sales of rare coins
are estimated at $5bn-8bn a year, with 85%
ofthe market in America. So important has
third-party grading become that almost all
rare coins sold at auction these days have
been graded and sealed in stickered plastic
byeitherPCGSor itsmainrival,Numismat-
ic Guaranty Corporation (NGC), which is
based in Florida.

Some blame the grading system itself
for the eye-watering returns. Investors
cling to the assigned grade: even a one-
point boost can double or even triple a
coin’s retail price. An1884 silverdollar from
the San Francisco mint, for instance, sells
for $19,500 at the 62 grade but surges to
$65,000 at 63.

The grading process is subjective: the
evaluation criteria include “eye appeal”.
Scott Travers, a coin dealer in New York,
says investors sometimes resubmit the
same coin ten or 20 times to the same com-
pany in hope ofan upgrade. All this led to a
steady “grade inflation”, that has been
cheered along by investors. But in the long
term, a sustained rise by simple fiat in the
number of high-grade coins will surely de-
press prices. Already, a new type of“grader
of graders” has emerged, hoping to instil
some discipline by rating the consistency
of the two primary graders. Next: graders
ofgraders ofgraders?7

Investing in coins

Old money

NEW YORK

Coin-collecting goes mainstream

A penny for your dreams

IT IS hard to predict when bubbles will
pop, in particular when they are nested

within each other. It helps to keep this im-
age in mind when considering one of the
biggest surges in asset values of recent
years: the market value of all the world’s
crypto-currencies has trebled since the be-
ginningofthe year, and isnowworth more
than $60bn (see chart).

Bitcoin is the best known of these cur-
rencies, especiallyafterhackers this month
instructed victims to pay ransoms in the
anonymous digital cash in order to get
their computer files decrypted (see Science
and technology). Not that many bitcoins
exist: there are about 16.3m of them, with
only1,800 new ones minted every day. But
growing demand has pushed bitcoin’s
price to a record recenthigh ofabout $1,830,
up from $450 a year ago. 

Problems abide. Earlier this year some
of the biggest exchanges, such as Bitfinex,
experienced problems with their corre-
spondent banks and were unable to pay
out real-world currencies to account-hold-

ers. To get their money out, they had to buy
bitcoin and exchange them elsewhere. Yet
the market is becoming more mature: insti-
tutional investors, from family offices to
hedge funds, have become more comfort-
able with crypto-currencies, says Mike
Komaransky of Cumberland Mining,
which arranges over-the-counter trades.
Other factors driving demand include fluc-
tuations of China’s yuan, the French elec-
tions and, in a small way, the ransomware
attack (when The Economist went to press,
only about $80,000 had been sent to the
bitcoin accounts held by the hackers).

Counter-intuitively, bitcoin’s biggest
weakness—the system’s limited capacity—
has also increased demand for crypto-cur-
rencies. Its developers have argued for
years about how to expand the system,
which can only handle seven transactions
per second, compared with thousands on
conventional payment services. Even be-
fore worries surfaced that the currency
could split in two over the disagreement,
bitcoin holders started to diversify into
some of the many other crypto-currencies,
or “alt.coins”, to emerge in recent years.
CoinMarketCap, a website, lists more than
800, from ArcticCoin, an obscure Russian
currency, to ZCoin, which boasts added
privacy. The latest beneficiary is Ripple,
which saw its market value explode from
$2bn early this month to over $13bn. Ethe-
reum, which issues “ether”, has jumped
from $700m in January to $8.6bn.

Ethereum’s surge in turn helped inflate
another bubble. Feeling richer, holders of
ether started investing in what have come
to be called initial coin offerings. Startups
sell “tokens”, sub-currencies of sorts,
which exist on top of Ethereum. A total of
38 such ICOs have already been launched
this year, raising more than $150m, accord-
ing to Smith+Crown, a research firm. This
has lured even more money into crypto-
currencies. Some of the gains have found
their way back into bitcoin and alt.coins.
Trading between crypto-currencies has
grown tenfold to $2bn on average a day,
says Erik Voorhees, the founder of Sha-
peShift, a crypto-to-crypto exchange.

The question isnot ifbutwhen the mar-

Crypto-currencies

New money

Bitcoin, its imitators and the riskof a
crypto-bubble

Tales from the cryptos

Source: CoinMarketCap
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Accounting rules for insurers

Comparing like with like

LISTED firms in over120 countries,
including all large economies bar

America, issue financial statements
according to international financial
reporting standards (IFRS) set by the
International Accounting Standards
Board (IASB). One industry, however, has
been in practice free to keep using di-
vergent national standards: insurance.
That, too, is about to change. IFRS17,
issued on May18th and coming into force
in 2021, is the first standard for insurers to
require consistent accounting across all
countries using IASB rules (ie, again
excluding America).

It has a wide gulf to bridge. In one
example, looking at identical financial
results reported under two countries’
standards, revenue differed by a quarter
and net income by nearly two-fifths.
Some places, such as the EU, require
insurers to use updated discount rates to
value future cashflows. Others, including
America and many parts ofAsia, allow
the use ofhistorical discount rates and
assumptions valid at the time the policy
was issued (perhaps decades ago for
some policies, such as life insurance).

The new standard imposes a consis-
tent, global approach using current dis-
count rates. Insurance companies will be
comparable across countries; and multi-
national insurers will be forced to con-
solidate balance-sheets using the same
approach throughout. The standard also
requires profits to be smoothed out over
time rather than accounted for at once,
and clearly distinguishes between under-
writing profits and investment returns.

Optimists hope that, since investors will
be better able to assess insurers, the new
rules might lower their cost ofcapital. 

But implementation is daunting.
Several large insurers reckon that the
costs will run into the hundreds of mil-
lions ofdollars. Tom Stoddard ofAviva, a
British insurer, is sceptical that any wind-
fall for his firm or its shareholders will be
as big as advertised. He fears the costs
may well outweigh the benefits.

Francesco Nagari ofDeloitte, an ac-
counting firm, points out that most iter-
ations of IFRS for other industries have
involved gradual reform, whereas IFRS17
attempts an ambitious one-time “jump”
on a scale not seen before. The change is
certainly expected to be enormous. And
who knows what surprises might lurk on
insurers’ revised balance-sheets?

A discordant industryaspires to some global harmony

ket will turn. Even crypto-aficionados may
run for the exits should bitcoin bifurcate or
if one of the ICOs, which are completely
unregulated, goes badly wrong—if issuers,
for example, abscond with the money.
Prices will also suffer should regulators
start clamping down on such offerings.

On the other hand, although it is now
easy to buy crypto-currencies for real cash,
selling big amounts can be hard—as the
woes of Bitfinex and others show. This
makes sudden outflows unlikely. And the
price surges have shown how the crypto-
currency system is no longer just about bit-
coin. Although it is still the biggest kid on
the blockchain and functions, in effect, as a
crypto-reserve currency, it now makes up
under half the combined market capital-
isation of all crypto-currencies. Come a
crash, they may not all fall.7

AS IS well known, Donald Trump wants
the press to focus not on what he calls

“fake” news about himself, but on his ad-
ministration’s achievements. On May 12th
he helpfully tweeted an example: “China
just agreed that the US will be allowed to
sell beef, and other major products, into
China once again. This is REAL news!”

His first trade deal was real, if short of
the “Herculean accomplishment” touted
by his commerce secretary, Wilbur Ross. It
promised American credit-rating agencies,
payment companies and beef exporters
new access to the Chinese market, and set
a deadline for progress, of July16th. 

Parts of the deal lackdetail, so it may yet
disappoint. China has been offering since
2006 to open its market to American beef,
but with hefty restrictions. The World
Trade Organisation (WTO) had already
ruled that China’s restrictions on foreign
payment-card companies broke its rules.
And the Chinese incumbent is so en-
trenched that American cards may still
struggle to compete.

Maybe Mr Trump picked the wrong
“real” news. More important for his trade
agenda was the Senate’s confirmation on
May 11th of Robert Lighthizer as the new
United States Trade Representative (USTR).
He will mattermuch more foreconomic re-
lations with China than a hasty mini-deal.
And now that he is in place, renegotiation
of the North American Free-Trade Agree-
ment (NAFTA) can begin.

Even those who disagree with MrLight-
hizer admit that he is clever and charming.

He has experience ofbilateral trade negoti-
ations from his time as Ronald Reagan’s
deputy USTR. And, unusually within this
administration, he knows how to work
with other departments and Congress.
“Everybody in the Washington trade bar
wanted him confirmed because they
wanted competence,” says Alan Wolff, of
the National Foreign Trade Council, a busi-
ness lobby.

For those alarmed by Mr Trump’s pro-
tectionist bent, Mr Lighthizer’s compe-
tence is scant comfort. His is the forensic
version of Mr Trump’s economic national-
ism, which sees China as a mercantilist
military threat, enabled by America’s free-
trade policies. His deep knowledge of the
WTO, which codifies America’s trade rela-
tionship with China, means he knows the
organisation’s weaknesses. He can see, for
example, that it is poorly equipped to deal

with China’s state-infused economy,
which breeds industrial overcapacity. 

Mr Lighthizer combines an encyclope-
dic knowledge of global trade rules with a
willingness to flout them if they do not
serve America’s interests. In 2010 he wrote
that “an unthinking, simplistic and slavish
dedication to the mantra of ‘WTO-consis-
tency’…makes very little sense.” 

At least he seems more interested in
bending the existing rules to suit America
than in blowing the whole system up. His
success will depend on how others re-
spond. He may need to reassure the many
in the WTO suspicious of him, remember-
ingforexample a speech he gave in 2001, in
which, admitting he had no evidence, he
suggested that jurorson WTO panelsmight
be “crooked”. But like his boss, Mr Light-
hizer may be less interested in mending
fences than in building walls.7

America’s new trade representative

The negotiator

America’s trade policy has a new
front-man 
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“AMODERN Marx” was how The Economist described Thom-
as Piketty three years ago, when he was well on his way to

selling more than 2m copies of “Capital in the Twenty-First Cen-
tury”. It was meant as a compliment, mostly: as advice to take the
analysis seriously, yet to treat the policy recommendations with
caution. The book’s striking warning, of the creeping dominance
of the very wealthy, looks as relevant as ever: as Donald Trump’s
heirs mind his business empire, he works to repeal inheritance
tax. But “Capital” changed the agenda ofacademic economics far
less than it seemed it might. Anew volume ofessays reflecting on
Mr Piketty’s book, published this month, prods economists to do
better. It is not clear they can.

“After Piketty: The Agenda for Economics and Inequality”,
edited by HeatherBoushey, Bradford DeLongand Marshall Stein-
baum, is a book by economists, for economists. In that it resem-
bles “Capital” itself. Before he was an unlikely cultural icon, Mr
Piketty was a respected empirical economist. He was best known
as one of a group of scholars, among them Emmanuel Saez and
Anthony Atkinson, who used tax data to track long-run inequali-
ty. In “Capital” these data became the basis for an ambitious the-
ory of capitalism. Mr Piketty argued that wealth naturally accu-
mulates and concentrates, so that familial riches are ever more
critical to determining an individual’s success or failure in life.
The extravagant inequality of the Gilded Age could return if no
preventive action is taken.

Mr Piketty chose to compress his sweeping narrative into a
compact economic model backed up by a few simple equations.
The mathematical expression at the heart of his book is little
more complicated than an emoji: r > g. It says that the rate ofreturn
on capital, r, has historically been greater than g, the growth rate
of the economy. Why does this matter? It means, first, that the ra-
tio of an economy’s wealth to its output tends to rise, which in-
creases the relative economic powerofwealth in society. Second,
because the distribution of wealth is usually less equal than the
distribution of income, faster growth in wealth than in GDP

means a steady increase in inequality. Third, it implies that in-
come from capital will grow as a share of income (and income
from labour will fall). So being born rich (or marrying well) be-
comes a surer route to success than working hard or starting a

firm. It is a recipe for social stagnation, and perhaps crisis.
Yet, despite its 700-odd pages, “Capital” gave important de-

tails short shrift. “After Piketty” takes these lacunae in turn, point-
ing out, essay by essay, how Mr Piketty might have devoted more
space to the role of human capital and technological change, the
structure of the firm and the rise in outsourcing, sexual inequali-
ty, geography and so on. Gareth Jones, for example, argues that in
“Capital” geographical divisions are treated as “container[s] for
data”—that is, the areas within which various statistical agencies
do their work—rather than as arenas with changeable bound-
aries within which the rough-and-tumble tussle between labour
and capital plays out.

Most economists have focused on Mr Piketty’s model. They
question the parameters needed to make it behave as Mr Piketty
reckoned it would. “After Piketty” includes an example of the
genre, by Devesh Raval. As wealth accumulates, economists reck-
on the return on capital should fall; society has less use for the
hundredth factory or server than the first. As it does, capitalists
will seek new, profitable ways to deploy their wealth: by invest-
ing in machines that can replace labour, for instance. If firms are
relatively good at using their growingpiles ofcapital to replace la-
bour—if, in the language of economics, the elasticity of substitu-
tion ofcapital for labour is greater than one—then wealth can pile
up, as Mr Piketty suggests. If, instead, the return falls a lot as mar-
kets struggle to put capital into action, then r will decline towards
g, and the ratio of wealth to GDP will eventually stabilise. Mr Ra-
val echoes many other economists in pointing out that most esti-
mates of the elasticity ofsubstitution find it to be less than one. 

In economics, this passes for a damning critique. Yet the argu-
ment treats the elasticity of substitution as a meaningful param-
eter in a well-behaved economy. It may not be. In the most inci-
sive essay in “After Piketty”, Suresh Naidu describes a
“domesticated Piketty” who communicates in the language of
economics and whose argument hinges on things like the elastic-
ity of substitution. Yet in “Capital” there is also a “wild Piketty”
who pays attention to social norms, political institutions and the
exercise of raw power. He suggests that r > g is not a theory to be
disproved but a historical fact to be explained. And he suggests
that the wealthy use their influence to shape laws and society in
order to guarantee themselves a better return on their wealth. 

Do they? The record of the past 40 years is suggestive. Top tax
rates have fallen, financial regulation has weakened (at least be-
fore the crisis of 2007-08) and companies have found it easier to
reduce their obligations to workers. Economists often praise such
moves as enhancing efficiency. Yet, somewhat awkwardly, this
history is also consistent with a story in which the wealthy seek
to protect their returns at the expense of labour. A focus on effi-
ciency is unobjectionable in a world in which political and insti-
tutional stability can be taken forgranted, much less so in a world
in which it cannot.

What is to be done?
Politics is “everywhere and nowhere” in Mr Piketty’s book, as
Elisabeth Jacobs notes in her essay. What “After Piketty” reveals is
the message lurking within all the undeveloped arguments in
“Capital” about politics and ideology. It is that economists set
themselves too easy, too useless a task if they can describe how
capitalism works only when politics is unchanging. 7

A political economy

A new anthologyofessays reconsiders Thomas Piketty’s masterwork
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IN 1933 Britain’s parliament was consider-
ing the Banditry bill—the government’s

response to a crime wave. The problem
was that criminals were using a new-
fangled invention, the motor car, to carry
out robberies faster than the police could
respond. The bill’s proposed answer to
these “smash-and-grab” raids was to create
new powers to search cars and to construct
road blocks. 

In the end, the Banditry bill was not en-
acted. Its powers were too controversial.
But the problem did not go away; what the
bill proposed was eventually permitted,
and now seems normal. Since then, the
technology of theft has not stood still. In-
deed, just as in the 1930s, it remains one
step ahead of the authorities. 

On May12th, for instance, security com-
panies noticed that a piece of malicious
software known as WannaCry was
spreading across the internet, first in Brit-
ain and Spain, and then around the world.
It would reach 230,000 computers in 48
hours, an unprecedented scale of infection
according to Europol, Europe’s internation-
al police agency. WannaCry rendered use-
less some of the computers that help run
Britain’s National Health Service (NHS),
causing ambulances to be diverted and
shutting down non-emergency services. It
also nabbed machines at Telefónica,
Spain’s biggest telecommunications com-
pany; at Hainan, a Chinese airline; and

The outbreakwas terminated not by of-
ficial action but by vigilantism. The mal-
ware had its head lopped off by a security
consultant who goes by the pseudonym
“MalwareTech”—for not everyone in the
complexecosystem ofcomputerhacking is
a bad guy. MalwareTech discovered that
every time a copy of WannaCry runs, it
pings out onto the internet a request for a
response from a non-existent web address.
This behaviour is intended to check that
the copy in question is trulyout in the wild,
and is not being examined in a “sandbox”,
a closed piece of software in which securi-
ty researchers can dissect digital bugs to
learn their secrets. 

Sandboxes simulate access to the entire
internet, to persuade the malware under
examination to run at full capacity and re-
veal its secrets. That means responding to
all pings in the way a real responder
would. So, if a ping returns from the non-
existentaddress, the program can deduce it
is in a sandbox, shut itself down, and thus
retain its secrets. MalwareTech worked out
the web address in question, registered
and activated it, and thus convinced every
copy ofWannaCry that it was in a sandbox
and so should shut up shop.

All credit, then, to MalwareTech. But the
simplicity of stifling WannaCry suggests
the whole thing was a bit of a botched
job—as does the apparent business model
of its creators. Professional ransomware
operations come with fully operational
call centres in which real people answer
calls from distressed owners of infected
machines in order to walk them through
the process of getting their files back (and
paying the ransom, ofcourse). 

WannaCry has none of these. It simply
asked for payment, into a particular ac-
count, of a sum in bitcoin, an electronic
currency. Moreover, Check Point, a com-

even in Russia’s interior ministry. 
Malicious software (“malware”, for

short) is designed to infect and damage
computers. Sometimes, especially if the
creators are youngsters flexing their pro-
gramming muscles, it is written for the
sheer hell of it. Sometimes, it is the workof
governments, designed to harm the inter-
ests ofrivals orenemies. Usually, though, it
is written for profit. This seems to have
been the case for WannaCry, the modus
operandi of which is to encrypt a victim’s
files and demand payment to reverse that
encryption—a common technique, known
as ransomware. What makes the Wanna-
Cry attack special is its scale and the high-
profile nature of its victims. That public
profile has led to the asking of questions
similar to those which resulted in the Ban-
ditry bill.

Bugging out
WannaCry is a combination of two kinds
of malware. One, known as a worm, is de-
signed to spread from computer to com-
puter. The other, delivered by the worm, is
the encrypting ransomware itself. It is this
combination that has made WannaCry so
threatening. Ransomware is usually deliv-
ered one user at a time, via spoof e-mails
which tempt the recipient to click on a link
or attachment that then downloads and
activates the software. In this case, a single
clickwas able to infect an entire network.

Cyber-crime

Electronic bandits

Malware attacks are not new. But the spread ofWannaCry might tip the balance
towards treating them seriously
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2 puter-security consultancy in Israel, has
shown that WannaCry’s encryption soft-
ware is so badly assembled that decrypt-
ing a user’s data after payment has been
made ispractically impossible. Properly or-
ganised ransomware criminals, alive to the
advantages of repeat business, usually do
unencrypt the hostage data once the mon-
ey has been paid.

“This is not a serious organised crime

gang,” Ross Anderson, professor of com-
puter security at Cambridge University,
says of the entity behind WannaCry. “It’s
some kid in a basement in São Paulo or Bu-
charest or Aberystwyth. If he has any
sense, he will smash his hard drive and
burn the shards in a bonfire, and never
cash in the bitcoin he’s been sent, because
there are about 30 nation states that would
like a chat with him.”

In contrast to its encryption software,
however, WannaCry’s worm, which
spread it so fast, is a sophisticated piece of
coding. That is because it reuses software
stolen several months ago from America’s
National Security Agency (NSA), and re-
leased online by a hacking group known
as the “Shadow Brokers”. The stolen soft-
ware exploits a vulnerability that the NSA

discovered in a piece of Microsoft’s Win-
dows operating system known as the Serv-
er Message Block, which handles network-
ing between computers. This bug, which
first appeared in Windows XP, in 2001, has
stuck around in all subsequent versions.
How long the NSA had known about it,
and kept it secret, is unclear. 

Computers manage their connections
to one another through a series of ports,
normally 1,024 of them. Each is assigned a
specificsortoftask, and can be opened and
closed as needed. Port 25, for instance, is
designated for sending e-mail. The vulner-
ability discovered by the NSA lets Wanna-
Cry spread from machine to machine, as
long as those machines have port 445 left
open. On home computers’ internet con-
nections, and on astutely managed institu-
tional networks, port 445 is usually kept
firmly shut. Exactly how many left it open,
and fell victim to WannaCry, has yet to be
determined.

Software underbelly
Despite the flurry ofheadlines, WannaCry
is not the worst malware infection the
world has seen. Other worms—Conficker,
MyDoom, ILOVEYOU—caused billions of
dollars of damage in the 2000s. But Bruce
Schneier, a noted independent security ex-
pert, points out that people seem to have a
fundamental disregard for security. They
frequently prefer to riskthe long-term costs
of ignoring it rather than pay actual cash
for it in the present.

Here, perhaps, the headlines around
WannaCry may do some good. Managers
in organisations like the NHS know that
there will be no second chances for them
in thisarea. If there is anothersuccessful at-
tack, heads will roll. WannaCry’s fame has
also drawn attention to criminals’ normal
business of attacking targets that can be re-
lied on to pay up quickly and quietly. Of-
ten, these are indeed hospitals. But not the
hospitals of an entire country. This is not
publicity those criminals will welcome.

That said, the activities of malware
criminalsdo indeed resemble those of Brit-
ain’s 1930s smash-and-grab gangsters in
that they take advantage ofgetawayspeeds
offered by new technology—speeds with
which the authorities have not yet caught
up. Criminals can, in effect, retreat at the
velocityoflight, to a safe jurisdiction that is
near-impossible to discover anyway. If
they are to be stopped, someone will have
to devise modern-day electronic equiva-
lentsofroad blocksand search warrants.7

Cyber-security

The exploits of bug hunters

TO HELP shield their products from
ransomware like the recent world-

wide WannaCry attack, most big soft-
ware-makers pay “bug bounties” to those
who report vulnerabilities in their pro-
ducts that need to be patched. Payouts of
up to $20,000 are common. Google’s
bounties reach $200,000, says Billy Rios,
a former member of that firm’s award
panel. This may sound like good money
for finding a programming oversight, but
it is actually “ridiculously low” according
to Chaouki Bekrar, boss ofZerodium, a
firm in Washington, DC, that is a dealer in
“exploits”, as programs which take ad-
vantage ofvulnerabilities are known.

Last September Zerodium’s payment
rates for exploits that hack iPhones tri-
pled, from $500,000 to $1.5m. Yuriy
Gurkin, the boss ofGleg, an exploit-
broker in Moscow, tells a similar story.
Mundane exploits for web browsers,
which might, a few years ago, have
fetched $5,000 or so, are now, he says,
worth “several dozen thousand”. Unsur-
prisingly, Zerodium and Gleg are not
alone in the market. Philippe Langlois,
head ofP1Security, a Parisian firm, reck-
ons there are more than 200 exploit
brokers in the world. 

Such brokers buy exploits from free-
lance hackers, who make a profitable
hobby out ofsearching for vulnerabil-
ities. They then sell them to those who
can use them. Some, Zerodium and Gleg
among them, are perfectly respectable,
and choosy about whom they deal with
(Zerodium says it declines more sales
than it makes). Government agencies in
America and western Europe, in partic-
ular, are eager customers. Others are less
scrupulous. For example, e-mails posted
to WikiLeaks in 2015 show that Hacking
Team, a Milanese broker, sold exploits to
Bahrain, Egypt, Morocco, Russia, Saudi
Arabia, Sudan and the United Arab
Emirates, none ofwhich has a sparkling
record ofdemocracy and freedom. 

Exploits are also sold in shadowy
online markets, where customers are

often out-and-out criminals. At some
point, no doubt, WannaCry changed
hands this way. Nor is that lackof doubt
rhetorical, for monitoring activity in the
nether parts of the web can, and in this
case did, offer omens of trouble to come. 

Just as someone will sell you an ex-
ploit, so someone else will sell you a
warning. One such is CYR3CON, in Phoe-
nix, Arizona. This firm produces reports
ofpossible threats, based on the results
of its software sifting automatically
through the online writings, in 15 lan-
guages, ofhackers involved in the field. 

On April 15th, a month before Wanna-
Cry began freezing data on Windows-
based computers, CYR3CON’s software
picked up chatter about exploits de-
signed for just that task. Eleven days later,
it highlighted exchanges about one such
exploit that had been installed but not yet
activated on more than 62,000 comput-
ers. Many were in medical facilities that
had previously paid up “without unnec-
essary conversations”. Forewarned,
those who had been using CYR3CON’s
services could take precautions. Others
were not so fortunate.

Trading in software flaws is a booming business
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FOR sunny places not connected to the
electricity grid, the falling price of solar

panels and LED lighting promises a bright
future. No more smoky, lung-damaging
kerosene lamps. Greater security and safe-
ty. More ways to connect with the world—
even if that involves only something as
simple as being able to charge a mobile
phone. And, above all, the chance to work
orstudy into the eveningand thus improve
both a family’s immediate economic cir-
cumstances and its children’s future pros-
pects. It is a tale of hope. But as a study just
published in Science Advances, by Michaël
Aklin of the University of Pittsburgh and
his colleagues, shows, these potentially
glowing benefits can in some cases
amount to not very much at all.

More than1bn peoplearound the world
have no access to electricity. Providing
them with off-grid solar power is some-
thing almost all development experts
agree is A Good Thing. Yet the evidence for
how beneficial it really is was largely ob-
servational. Off-grid solarhas not been put
through the rigours of a large, randomised,
controlled trial, of the sort that scientific re-
searchers like to use to test relationships
between cause and effect. To fix this over-
sight, Dr Aklin set about organising just
such an experiment. 

He and his colleagues teamed up with
Mera Gao Power (MGP), one of India’s pro-

viders of solar-power systems. Their vol-
unteers lived in small villages, all of which
lacked electricity, in the Barabanki district
of Uttar Pradesh, a state in northern India.
Of the 81 villages in the study, 41 were left
alone, to act as controls. In the other 40,
MGP offered to install a basic, solar-pow-
ered minigrid service provided that at least
ten households per village subscribed 100
rupees (about $1.70) each a month to be
connected to it. That sum represents about
2% of a typical household’s expenditure.
Those that signed up then had their homes
fitted with two bright LED lights and a mo-
bile-phone charging-point.

Connection to a minigrid brought some
advantages. Households using solar pow-
er in this way cut their consumption of un-
subsidised kerosene by a fifth—though, be-
cause a limited supply of kerosene is
subsidised by the government in this part
of Uttar Pradesh, the actual sum saved
amounted to about 48 rupees per month,
only half of the cost of the (unsubsidised)
grid connection. When it came to social
benefits from the use of solar power,
though, Dr Aklin and his colleagues found
little or no evidence of their existence. Peo-
ple did not work longer hours, did not start
new businesses and did not study more.
Overall, in this case at least, the researchers
concluded that solar power had few mea-
surable effects.

This certainly was not what had been
hoped for. Dr Aklin conjectures that the ex-
planation may lie with the relatively paltry
nature of what was offered, which
amounted to an hour or two’s extra light-
ing per day. That is a fair observation, but
bigger, more complex systems that would
make substantially larger amounts ofsolar
poweravailable would probablybe too ex-
pensive for villagers in this area.

What would make a big difference, says
Dr Aklin, are better batteries that can gar-
ner more of the sun’s bounty in the first
place. “If batteries were cheaper and could
store more power,” he observes, “off-grid
companies could offer larger systems that
enable rural households to run appliances
and machinery.” That, rather than a bit of
light in the evening, might really promote
economic activity.

As it happens, the cost and perfor-
mance of batteries is steadily improving,
not least because of the development of
electric cars. And even if new batteries re-
main too expensive for use in village solar
systems, perhaps second-hand ones that
are no longer up to the job ofproviding the
oomph for vehicles will be able to help
power villages instead.7

Solar power

Does light equal
enlightenment?

The benefits ofcheap illumination in
remote areas can be limited

But will it help him learn?

THE world’s thirst for clean drinking wa-
ter is vast and growing. It is also un-

slaked, particularly in poor countries. The
World Health Organisation estimates that
more than 660m people rely on what it
calls “unimproved” water sources. A quar-
ter of this is untreated surface water. More-
over, even water that has undergone at
least some treatment may not be potable.
Across the planet, 1.8bn human beings
drink water contaminated with faeces. All
this polluted water spreads diseases such
as cholera, dysentery and typhoid. Every
year, more than half a million people die
from waterborne diarrhoea alone. As they
describe in a paper in Nature Communica-

tions, however, Howard Stone ofPrinceton
University and his colleagues have an idea
for a new and cheap way to clean water up
by mixing it with a substance normally re-
garded as a pollutant in its own right—car-
bon dioxide.

There are many existing ways to make
water safe to drink, but each has draw-
backs. The first step is usually sedimenta-
tion: store the stuff in ponds and let as
much of the muck as possible drop out un-
der the influence ofgravity. But that cannot
cleanse water ofminuscule, buoyant parti-
cles, including many bacteria and viruses,
which will not settle. These have to be re-
moved by a second process: filtration. 

Filtering water may be done through
porous membranes, but that requires pres-
sure, and thus needs costly pumps. Also,
the membranes foul quickly, so require fre-
quent replacement. Filtration through
beds of sand needs no membranes, but

Clean water

Parsing gas

A way to make waterpotable using
carbon dioxide
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The value of old egg collections

Evolutionary warblings

COLLECTING wild birds’ eggs is a
hobby, once popular, that is frowned

on today. In some countries, it is illegal.
That, though, makes past collections the
more valuable. And one of them, as-
sembled by the splendidly named John
Colebrook-Robjent and bequeathed by
him, in 2008, to the Natural History
Museum’s outpost at Tring, north-west of
London, has recently been pressed into
service. Its job was to answer questions
about the arms races that go on between
some birds and the nest parasites (cuck-
oos and so forth) that attempt to trick
them into raising the parasites’ young.

That this behaviour causes parasites’
eggs to evolve to look like those of their
hosts, and the hosts’ eggs to evolve not to
look like those ofparasites, is well estab-
lished. But Eleanor Caves ofCambridge
University and her colleagues wondered
if there was more to it. They noted that
some nest parasites have sub-groups,
known as races, which specialise on
different hosts, even in places where
these races overlap. One such place is
Zambia, the land Colebrook-Robjent
adopted after he had been seconded
there from Britain, to serve in its army. 

In this case, as they report in the Pro-
ceedings of the Royal Society, the research-
ers suspected that a second evolutionary
pressure would be at work—to avoid
laying eggs that look like those of a differ-
ent host species, so as to evade the atten-
tions ofparasite races that specialise on

that species. Employing Colebrook-
Robjent’s collection, they studied the
eggs ofZambian warblers. Some of these
were laid by species parasitised by birds
called cuckoo finches and some by spe-
cies not so parasitised. For each egg, they
measured its precise spectral colour, and
also five aspects of its patterning, such as
the contrast between markings and
background, and the proportion of its
surface that was covered by markings.

Using a statistical technique called
discriminant function analysis, they used
these data to measure how closely eggs
resembled one another. As predicted, the
eggs ofdifferent parasitised species
looked far more distinct than did those
from different unparasitised species.
They could more easily be seen as be-
longing to the species in question. This, in
turn, would be expected to encourage the
eggs ofdifferent cuckoo-finch races to
resemble those of their hosts more close-
ly—which examination ofcuckoo-finch
eggs in the collection confirmed was true.

Such an arrangement does, however,
take time to emerge, as another part of
the collection demonstrated. The eggs of
a group ofweaver-bird species paras-
itised by diederikcuckoos proved hard to
tell apart—as did those of the cuckoos.
These weaver birds are, however, closely
related, and may be newly separated
species. Come back in a few hundred
thousand years, and their eggs could be
as distinct as warblers’.

Nest parasites help to create species-specificeggshell patterns

Unscrambled eggs

does need chemicals called flocculants to
persuade pollutants to coagulate, so that
they can be caught by the filter. An alterna-
tive, “slow sand” filtration, employs the
layers of algae and bacteria that develop
on wet sand grains to remove pollutants. It
thus requires fewer chemicals. Slow-sand
filters must, though, be refurbished regu-
larly. And both sorts of sand filtration miss
up to 10% ofharmful bacteria. 

Dr Stone’s alternative is to abandon the
idea of filtration altogether. Instead, he
plans to apply a phenomenon called diffu-
siophoresis to the problem. When CO2 and
watermeetat the liquid’s surface theyreact
to make carbonic acid. This is a solution of
hydrogen ions, which are positively
charged, and bicarbonate ions, which are
negative. The newborn ions then diffuse
away from the surface and into the main
body of the water. That creates a gradient
of ionic concentration perpendicular to
the surface. Dr Stone’s insight was that, be-
cause the gravity-resistant particles which
need to be removed almost always have ei-
ther positive or negative static-electric
charges on their surfaces, their interaction
with an ion gradientofthis sort, which is it-
self composed of charged particles, could
be used to move them around.

He and his colleagues therefore created
an experimental apparatus through which
a channel of water flowed in parallel with
two channelsofgas, one on eitherside ofit,
separated from the water channel by gas-
permeable membranes. One of the gas
channels carried CO2. The other carried
air. CO2 thus dissolved into the water on
one side ofthe stream, and outagain on the
other side, entering the airstream and
keeping the gradient constant. 

As the team hoped, this arrangement
caused suspended particles with positive
surface charges to concentrate towards the
CO2 side of the water stream, and those
with negative surface charges to concen-
trate towards the air side, leaving the centre
of the stream more or less particle-free. In a
working system it would simply be a ques-
tion of splitting the water stream into three
as it left the processor, with the two outer
branches being recycled and the inner one
tapped and piped to consumers.

Dr Stone’s apparatus removed all but
0.0005% of the target particles. And it used
less than a thousandth as much energy to
do so as membrane filtration would have
required. A full-scale version would not
need additional chemicals beyond the
CO2. And it should, Dr Stone thinks, be
easy to maintain.

As to the necessary CO2, he imagines
this would come from power stations and
other industrial processes, such as cement-
making, that produce the gas in large quan-
tities as exhaust. This would restrict diffu-
siophoretic water plants to industrial cit-
ies—but, since such cities are huge sources
ofdemand, that is hardly a problem.7



The Economist May 20th 2017 79

For daily analysis and debate on books, arts and
culture, visit

Economist.com/culture

1

IN A disused medieval rope factory in
Venice a canvas swag and reels of col-

oured thread hang from the ceiling. Va-
rious visitors, mostly women, perch on
stools around it, stitching on items they
have taken from their pockets and their
handbags. Others wait to join in. This is a
workofartbyDavid Medalla, a 75-year-old
artist from the Philippines. It is “participa-
tory”, like many of the pieces around it. In
art circles this means it is about the creativ-
ity of everyone rather than the genius of
the individual; the use of domestic materi-
alsand techniquesconfersdignityon work
that is mostly done by women and low-
tech labour.

The Venice Biennale, which opened on
May 13th, is the most important event in
the international art calendar. It was
founded in 1895, initially to champion liv-
ing Italian artists, and, apart from interrup-
tions during the first and second world
wars, it has taken place ever since. The in-
auguration of the first national pavilion,
Belgium’s, in 1907, turned the Biennale into
the art equivalent of a world fair; 86 coun-
tries now have an official display.  

Part of what gives the Venice Biennale
its energy is that no single entity controls
either the art or how it is funded. The city
provides the showcase, the artists the
show. National institutions, such as the
British Council, do their bit. But more is
needed. Although the Biennale’s own art-
sales office was closed in 1968, internation-

Taiwan, Poland, the “stateless” NSK Pavil-
ion and the Diaspora Pavilion are among
the many exhibitions dealing with social
issues, from housing to migration.

This trend is most visible in Ms Macel’s
“Viva Arte Viva” (“Long live living art”).
Some works celebrate indigenous peoples,
others ecology and women’s sexuality
from a feminist point of view; there is a lot
of knotting, knitting, felt and other fabric
(pictured). Macramé was also spotted.
Much is inspired by collaboration and
communities, refugees and fears about 
rising nationalism. Ms Macel has sought
out artists from the margins, many of them
forgotten, older or dead. Most are barely
known. Over 100 of the 120 she has select-
ed have never displayed in the Biennale’s
main exhibition before. 

Ms Macel says her show is a reaction to
“individualism and indifference”. She is
more interested in artists who want to
change the world than in the stars fa-
voured by the art market. The exhibition is
only 30 minutes’ walk, but a million miles
away in intention, from Damien Hirst’s
luxuriously presented “Treasures from the
Wreck of the Unbelievable”, where all the
works—in silver, gold, precious stones,
marble, malachite and bronze—are for sale
at prices that range from $500,000 to $5m.

For some visitors, such as Patrizia San-
dretto Re Rebaudengo, an energetic collec-
tor with her own art foundation in Turin,
“Viva Arte Viva” is a “generous and Utopi-
an” exhibition. Others have been less kind,
dubbingit the “hippyBiennale”. It is clearly
a corrective to the slick, clever and some-
times cynical workmade by the likes of Mr
Hirst and sold by the big commercial gal-
leries. The trouble is that a lot of it feels
preachy and flat. It is hard to take seriously
a film in which Anna Halprin, a 96-year-
old American artist, leads troupes of fol-
lowers in a “healing” dance, an action to 

al galleries, private collectors and wealthy
donors are all involved—sometimes work-
ing closely together, sometimes not. 

The Biennale can make stars of artists
and curators. Robert Rauschenberg’s pre-
eminence (and the sign that the balance of
power in the post-war art world had shift-
ed from Paris to New York) was confirmed
in 1964 when he became the first American
to win the main prize, the Golden Lion. 
Harald Szeemann, the Swiss art historian
who directed the Biennale’s central exhibi-
tion in 1999 and 2001, marked the rise of
the “supercurator”. Those judged to have
their fingers on the zeitgeist are keenly
studied by curators and dealers alike.

This year’s Biennale may well be the
biggest ever. Christine Macel, chief curator
of the Pompidou Centre in Paris, has
spread the work of 120 artists over two
huge spaces for the central exhibition. In
addition to the national pavilions, 45 other
shows are dotted around the city, some
very big. The Gallerie dell’Accademia has
hung 75 works by Philip Guston, an Ameri-
can artist, who died in 1980. His near con-
temporary, Mark Tobey, has a show of 70
works at the Peggy Guggenheim Collec-
tion and Damien Hirst, a British artist, is
showing over 200 works in the François 
Pinault Foundation’s two galleries.

In contrast with the fierce anti-capital-
ism of the 2015 Biennale, Venice this year is
awash with social conscience. Spain, the
Netherlands, Israel, Iraq, Tunisia, Australia,

Contemporary art

Stitch-up
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2 “reclaim” Mount Tamalpais near San Fran-
cisco where several women were mur-
dered in the late1970s and early1980s.

Olafur Eliasson, a well-known Icelan-
dic artist, has bused in refugees from the
mainland to provide (unpaid) help to
make small lanterns for his ecological
Green Light Project. The public is invited to
work with the migrants, since it takes two
to make each lamp. Another work, a huge
crocheted tent by Ernesto Neto, is a col-
laboration with the Amazonian Huni Kuin
people, who perform occasional rituals be-
fore visitors who sit cross-legged within.
These works, which emphasise collabora-
tion and co-operation, are well inten-
tioned, but the exhibition is so crowded
that, instead ofparticipating, most viewers
just shuffle past, as ifat a human zoo. 

The most successful pieces pack an
emotional punch. In the German pavilion,
which won the top prize for best national
presentation, Anne Imhof has installed a
slippery glass floor a few feet above
ground level, which is lit a brilliant white
(pictured). Visitors step gingerly across,
looking down at bits of dirty cotton wool,
phone cables, amplifiers, hospital sinks,
broken eggs and unsettling brown stains.
Then performers (young, black-clad and
androgynous) begin to move under the
floor. It is disturbing to feel you are walking
over your fellow human beings while out-
side pairs of Dobermans are held in large
metal cages. The meaning of the piece is
elusive, but its menace is palpable and
hard to forget.

In the American pavilion melancholy
blackish-purple works by Mark Bradford,
an African-American artist, refer obliquely
to slavery and the migration crisis. Mr
Bradford, an eloquent advocate, is also ac-
tively engaged in social projects in his na-
tive Los Angeles and in a women’s prison
in Venice, but he says that this “is about
working with people long term” and “lis-
tening and signing the cheques for what
they want”, not about “co-opting people”
into his own artistic practice. 

In the Swiss pavilion a slow film shows
an 81-year-old man telling the story of his
mother, Flora Mayo, as a young artist. In
the late 1920s she collaborated with the
young Alberto Giacometti, who was also
her lover. But she has barely been men-
tioned since except for a short, derogatory
entry in James Lord’s admired (and admir-
ing) biography of the Swiss artist which
was published in 1985. The film’s underly-
ing message is about how women are of-
ten written out of history; but what makes
it powerful is that it is an elegy to time pass-
ing, to the sadness ofwasted talent and the
pain endured within families. 

Meanwhile, in the South African pavil-
ion, Candice Breitz filmed two Hollywood
stars, Julianne Moore and Alec Baldwin,
acting out real statements from refugees: a
woman locked in a smuggler’s truck, a

man fleeing charges of heresy, another ter-
rified ofbeing outed as gay. It is uncomfort-
able to hear the normally jocular Mr Bald-
win saying with sincerity: “I really admire
actors for the work you do,” and “Thank
you, Alec, for taking part in this project.”
Yet honest visitors admitted to be more fas-
cinated by the highly emotive edited per-
formances of the Hollywood stars than by
the rather dull videos of the real refugees
which are revealed in a second gallery.

By the time the Biennale closes in late
November, more than 500,000 visitors
will have made their way through it. Many
can be expected to be justas liberal or inter-
national in their outlook as those who
were invited for the preview week and
treated as VIPs. The problem is that so
many idealistic artists, even in this curated
gathering, produce work that is simplistic
and visually unexciting. 

That may partly explain why some visi-
tors still cleave to work that is glossy and
glamorous, and fail to understand why
more and more people find its moneyed
character distasteful. The objects most
commonly sewn on to Mr Medalla’s “A
Stitch in Time” were businesscards, not the
meaningful embellishments the artist in-
tended. Meanwhile, staff preparing a lav-
ish party for François Pinault, an art collec-
tor, a major investor in luxury-goods firms,
a backer of Mr Hirst’s show and the owner
of Christie’s auction house, became anx-
ious lest the 50 lemon trees brought in to
decorate the venue looked less than fruit-
ful. Orders were given for hundreds of
plump extra lemons to be hand-tied to
their branches. Despite the glasses raised
to art and idealism at Venice, nothing illus-
trated the contrast between the rich and
poor, the VIPs and the artists than the sight
the next day of so many of those lemons,
discarded and bobbing in the lagoon
around San Giorgio Maggiore.7

Art of the menace

AS QUEEN ELIZABETH II famously once
pointed out, most economists failed to

predict the crisis of 2007-08. In a lecture to
the American Economic Association in
2003, Robert Lucas argued that macroeco-
nomics had succeeded in so far as the “cen-
tral problem of depression prevention has
been solved, forall practical purposes”. Yet
within five years the world faced its worst
crisis since the 1930s.

In his new book, “The End of Theory”,
Richard Bookstaber approaches the issue
from a different direction, as someone
who has managed risk at leading invest-
ment banks and hedge funds. He believes
that “traditional economic theory, bound
by itsown methodsand structure, isnot up
to the task” ofpredicting crises. 

The author argues that the economy is
subject to four important phenomena that
make traditional economic models use-
less. The first are “emergent phenomena”.
The sum of human interactions can pro-
duce unexpected results that are not relat-
ed to the intentions of the indivuals in-
volved, just as traffic on a motorway can
bunch, or crowds can suddenly stampede.
The second phenomenon is “non-ergodic-
ity”. An ergodic process follows the same
rule every time. If you roll traditional dice,
the odds of getting a three will always be
one in six. But in the world ofhuman inter-
actions, probabilities constantly change. A
linked phenomenon is known as “radical
uncertainty”; people do not know the
range, or the probability, of future out-
comes. The fourth is “computational irre-
ducibility”; the future is so complex, and
the effect of human interactions so unfath-
omable, that people cannot possibly create
models to anticipate the outcome.

Mr Bookstaber is also keen on the con-
cept developed by George Soros, a hedge-
fund manager, of “reflexivity”—the idea
that observations and beliefs about the
state of the economy change behaviour,
and those changes in behaviour affect the
economy. For example, a belief that house
prices will always go up makes buyers
willing to pay high prices for homes, and
banks more willing to lend; the resulting
enthusiasm among debtors and creditors
duly pushes house prices higher. 

What people must do, Mr Bookstaber
argues, is embrace the complexity and 
understand the way the system operates. 

Financial crises

Secret agents

The End of Theory: Financial Crises, the
Failure of Economics and the Sweep of
Human Interaction. By Richard Bookstaber.
Princeton University Press; 240 pages; $29.95
and £24.95
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2 There are several different types of agents
in the financial system, each with their
own motivations; some of these (banks in
particular) play multiple roles. The way
each agent behaves in any given situation
may differ depending on the liquidity in
the market, and the extent to which it is
using borrowed money to finance its
activities. The crisis of 2007-08 was the
result of indebted institutions operating in
an illiquid market.

Watching what markets do in normal
times is thus of little help in understanding
how they will operate in a crisis. As the au-
thor writes: “Measuring relatively small
transactions does not give us much insight,
just as watching snowshoe hares scurry
across a frozen lake gives no indication of
whether the ice will support a man.” He
takes readers through a step-by-step expla-
nation ofthe crisisof2007-08, showing the
gradual infection of the system as the
different agents followed their own goals.

The analysis is top-notch, and anyone
who wants to understand the workings of
the financial system will benefit from read-
ing this book. But those looking for a quick
fix will be disappointed. Mr Bookstaber
says there is no specific model to deal with
crises. Instead, he is describing a pro-
cess—an intellectual approach to under-
standing the system.

Furthermore, although the authorgives
a kicking to mainstream economics in gen-
eral, his analysis focuses entirely on the
financial sector. The problems that bedevil
economists (inflation, unemployment,
productivity) do not feature. The challenge
facing traditional economists is to incorpo-
rate Mr Bookstaber’s insights into their
forecasts. A daunting task.7

“JUST remember, let’s not get too ‘ooga-
booga’ out there.” So warned one of
Jeffrey Gettleman’s bosses in 2006,

shortly before he flew off to take over as
east Africa bureau chief of the New York

Times. When Mr Gettleman looked con-
fused, the man patiently explained: “You
know, the stereotypes, the platitudes, Afri-
ca as primitive and violent.” Soon after he
got to Nairobi, a seasoned Africa hand sat
Mr Gettleman down and over a long lunch
offered his own advice. “Whatever you do,
Jeff…don’t forget the ‘ooga-booga’. It’s
what makes Africa Africa.”

The term “ooga-booga” sounds a little
outlandish to anyone seriously covering
Africa. But the dilemma facing Mr Gettle-
man—how to pique the interest ofWestern
readers in a part of the world where his-
tory has invariablybeen portrayed as dark,
without simply reinforcing their preju-
dices—is one that is all too familiar to most
who write about the continent. 

With this uneasy tug-of-war in mind,
MrGettleman embarked on a decade ofre-
porting on a region, large parts of it torn by
conflict, that was to earn him a Pulitzer
prize in 2012. His reporting took him to ar-
eas where people were being killed, raped
orstarved. “I felt irresponsible sinking time
into a lighter story when I knew that one
short plane trip away, people were being
slaughtered,” he muses in his book. “A
story in our pages really does have the
power to put pressure on governments to
adjust their policies or the United Nations
to send in more peacekeepers.” 

Sadly, however, there is little sense of
that higher purpose in this book, which
places the author at the centre of all the
dramatic events occurring around him,
interweaving them with a love story. His
posting to Baghdad early on in the Ameri-
can occupation offers few insights into a
conflict that still reverberates through the
Middle East. Instead Mr Gettleman talks
about the electrifying sex he had with a
photographer while cheating on the wom-
an he was later to marry. His recounting of
a trip deep into the Ogaden region of Ethio-
pia with a rebel army reveals hardly any-
thing about the conflict. Instead you learn
about the spat Mr Gettleman was having
with his wife. His visits to the Democratic
Republic of Congo say little more about
the place than that many women were
raped there. Mr Gettleman seems less con-
cerned about what he has seen than about
the decision by one of his editors in New

York to cut from his copy the lurid descrip-
tions of a group of women being forced to
eat a fetus freshly killed by members of a
rebel group. Despite his intention not to get
too “ooga-booga” when writing about
Africa, that is exactly where he ends up.

Yet for all that one may not learn much
about Africa from this book, Mr Gettle-
man’s writing certainly zips along. His
tales, whether of madcap antics such as
nearly getting arrested for illegally climb-
ing Mt Kilimanjaro as a student to being 
arrested years later for sneaking into the
Ogaden, convey a vivid sense of a place
where anything seems possible. 7

A memoir of Africa

Love and

adventure

Love, Africa: A Memoir of Romance, War,
and Survival. By Jeffrey Gettleman. Harper;
336 pages; $27.99. To be published in Britain
in June; £18.99

Hot and hungry—Africa in stereotype

AUSTRALIA has no shortage of celebrat-
ed novelists. The best among them

have often written about the distant past.
Peter Carey twice won the Man Booker
prize for fiction, both times for stories of
the colonial era. Richard Flanagan and
Thomas Keneally received the same award
for tales about the second world war. But
few Australians have chronicled contem-
porary small-town life as thoughtfully as
Tim Winton. His writing is to Western Aus-
tralia’s coastline what Thomas Hardy’s
was to the valleys ofWessex.

“The Boy Behind the Curtain” is not Mr
Winton’s first memoir: he described the
places that shaped his life in “Land’s Edge”
(1993) and “Island Home” (2015). But his

Essays from Australia

The bard of the

beach-front

The Boy Behind the Curtain: Notes from an
Australian Life. By Tim Winton. Picador; 300
pages; £16.99 
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2 new book is his most personal, showing
how forcefully the undercurrent of his
own experiences flows through his fiction.
As a teenager he was a “bright young oik”
straining against his humble working-class
roots, just like Bruce Pike, the narrator of
“Breath” (2008). Bruce, trapped in a coastal
town of loggers and farmers, escapes into
the worlds of JackLondon, Ernest Heming-
way and Herman Melville. Luther Fox, a
hillbilly fisherman in “Dirt Music” (2001),
entertains himself with John Keats and Jo-
seph Conrad. Mr Winton, who grew up in
Albany, a port 250 miles (402km) from
Perth, delved into the theology of Dietrich
Bonhoeffer and Karl Barth. Though proud
of his earnest community, he wonders
whether any of his churchgoing compan-
ions “had read even a page ofTolstoy”.

Like Bruce, Mr Winton was raised by
loving parents but driven to seeking thrills.
The titular curtain is the one from which
the 13-year-old author would point his
father’s (unloaded) rifle at passers-by, vio-
lating years of safety lessons. He gratefully
recalls thathe discovered writingas a more
potent channel for his restlessness. The
happiness of his home life was constantly
threatened. Mr Winton’s father was a traf-
fic cop who was traumatised by the num-
ber of times he had whispered reassur-
ances to dying teenage drivers. He was
nearly killed in a hit-and-run when his son
was five, spending days in a coma; the
author himself was hospitalised after a car
crash at the age of 18. Even in the most
stable households, Mr Winton learned,
“everything you know and see is fragile”.
Little wonder that Luther’s entire family is
killed in a road accident, and Bruce’s father
by an errant beam at the sawmill.

Mr Winton’s new book is at its best
when the author is telling his own story,
such as the struggle with the Bible-thump-
ing of the local church, which exhausted
him with its literalism but also taught him
“the beauty and power of language”. He
has a distinctively Aussie idiom. Choir
practice resembles football players on “a
gallop around the paddock”. A question
about the soul poses “a real googly”. Surf-
ing is another profound influence on his
writing: dancing on the crest of the ocean
“unlocked the artist” in him. Composing a
novel is like waiting for a wave of inspira-
tion between lulls. At times his prose ech-
oes Melville’s, with thunderous adjectives
crashing onto one another while the verbs
churn the sentences along. At others it has
Hemingway’s sparseness and bravado:
“We talked about skill and courage and
luck—we shared all that, and in time we
surfed to fool with death,” runs a sentence
in “Breath”.

Dotted between his memories are es-
says about Australia’s ills. Mr Winton
makes a few gibes at the well-meaning but
uppity folks in Melbourne and Sydneyand
has an obvious disdain for journalists. But
he is articulate about his country’s abuse
ofAborigines and asylum-seekers, its toxic
attitude to the lower middle class and its
sluggishness in protecting its environment.
His paeans to conservation and the poor
are heartfelt. This, after all, is a man who
paddles among endangered sharks and
grew up in the hard country of the west.
His bookwill resonate with readers in Aus-
tralia—but should be enjoyed by those
elsewhere, too.7

Correction: In our review of Geoffrey West’s “Scale” (“Mr
Big”, May 13th) the picture of Cairo was miscaptioned as
Lagos in some editions. And in “Hit and misspeak” we
described the cost of Labour’s fictional £300,000 policing
plan as £300 per officer. That should have been £30. Sorry.

LIKE the narrator of “News from
Nowhere”, the novel that William Mor-

ris brought out in 1890, the protagonist of
“Havergey”, John Burnside’s monograph,
goes to sleep in 2017 and wakes to find him-
self in a futuristic community. Everything
there is shared, and the natural order is al-
ways judged to be more important than
human schemes. 

Acatastrophic series ofplagues, known
as “The Dark Time” or “The Collapse”, has
reduced the global population from over
8bn to fewer than 2bn. Much of the world
is “overrun with free pollutants and ma-
rauders”. Buton Havergey, an island off the
coast of Scotland, a small Utopian society
has formed. Confined to a cabin known as
“Quarantine”, Mr Burnside’s protagonist
John—who travels to the future in a con-
traption made to looklike a blue police box

and called Tardis B—is given a series of doc-
uments that reveal the history ofthe island
and its inhabitants, and help him under-
stand the anarchic principles on which the
community is based.

The premise sounds like a post-apoca-
lyptic sci-fi novel, but Mr Burnside is more
interested in exposition than plotand char-
acterisation. “Individual stories didn’t
matter, it was the ideas that mattered,” one
ofhis characters says in an aside that might
be describing the book itself. The fictional
premise is a scaffold on which the author
hangs his theories about how to create an
ecological and economic Utopian society.

Havergey’s citizens believe that “there
is no human order that could be preferred
to the natural order”—for which they use
the Chinese word tao, meaning path, key
or principle. To this end, they meditate
daily, outlaw the concept of individual
ownership and try to maintain an ever-
shifting balance with nature in the under-
standing that “Utopia is bound to be rela-
tive” and “only the moment is perfect.” 

As theydescribe the island gradually re-
turning to its wild state, a process they call
the “Chernobyl Effect”, MrBurnside’s char-
acters condemn the damage done to the
planet by the “Machine People”, as mod-
ern civilisation is known. Much of the hu-
mour in the book is derived from a futuris-
tic perspective on some of mankind’s
cultural idiosyncrasies, from sitting “in
dark rooms watching a little box in the cor-
ner for hours on end” to paying people to
make music that all sounds the same. 

Mr Burnside raises some interesting
moral questions as he explores the idea of
a societygoverned byprinciplesofhonour
and community, where killing is some-
times “the only way”. Short of a cata-
strophicepidemic, however, hisvision will
remain elusive. “Overpopulation was not
a sexy subject,” John says, reflecting on
why nothing was done to curb it. Mr Burn-
side’s sci-fi approach may be what is need-
ed to get people talking.7

Fiction

The coast of
Utopia

Havergey. By John Burnside. Little Toller; 167
pages; $23 and £12
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Av. Camino Real 456, Torre Real, Piso 11  San Isidro – Lima
Teléfono 215 1200

EN LIQUIDACIÓN EN MARCHA

ASSET SALE OF DOE RUN PERU IN LIQUIDATION

LA OROYA METALLURGICAL COMPLEX AND COBRIZA MINE

This sale entails two productive units: La Oroya Metallurgical Complex and the Cobriza Mine, both located in the 

Central Andes of Peru. The former is one of the world’s few polymetallic processing and recovery complexes, and the 

latter is a working copper mine with proven possibilities for considerable reserve development over a long horizon.  

Doe Run Peru is currently operating partially as an ongoing concern, and its productive units will be sold as assets, free 

and clear of all liens and encumbrances. The liquidation process is being led by Liquidators DIRIGE. We are scheduled 

to enter the i rst round of a Public Auction Process in July 2017. The Bases and Contracts for this sale are now available 

for purchase. Qualii ed bidders will obtain access to our Virtual Data Room, which contains full technical, legal and 

i nancial information.

If you would like to receive a teaser and additional information, please feel free to contact Dr. Oscar Zapata at 

ozapata@dirige.com.pe.

The European Union Agency for Fundamental Rights (FRA)

is publishing a

CALL FOR EXPRESSIONS OF INTEREST FOR THE MEMBERS OF ITS
SCIENTIFIC COMMITTEE

The European Union Agency for Fundamental Rights (FRA) is an
independent advisory body of the European Union (EU) based in
Vienna, Austria. FRA is the EU’s specialised expert body tasked
with providing the EU institutions and the EU Member States with
evidence based advice in the area of fundamental rights.

The Committee is composed of 11 independent persons highly
qualified in the field of fundamental rights. It is mandated to
guarantee the scientific quality of FRA’s work across the full
spectrum of fundamental rights. The term of the new Committee
starts in June 2018 and ends in June 2023. The deadline for
applications: 07.07.2017 at 13:00 Vienna Local Time

The Scientific Committee is a body of human rights experts that
oversees the work of FRA as the EU’s human rights institution.
Members of former Committees, many of them university
professors, came from different disciplines and have held high
level positions, including being the Vice-President of the European
Court for Human Rights, Chairpersons of National Human Rights
Institutions, UN Special Rapporteurs, Members of international
monitoring Committees and the like.

For full details and requirements, and how to
apply, please consult the FRA website:

http://fra.europa.eu/en/about-fra/recruitment/vacancies

Appointments

Business Opportunities



Economic data
% change on year ago Budget Interest
 Industrial Current-account balance balance rates, %
 Gross domestic product production Consumer prices Unemployment latest 12 % of GDP % of GDP 10-year gov't Currency units, per $
 latest qtr* 2017† latest latest 2017† rate, % months, $bn 2017† 2017† bonds, latest May 17th year ago

United States +1.9 Q1 +0.7 +2.2 +2.2 Apr +2.2 Apr +2.3 4.4 Apr -481.2 Q4 -2.7 -3.5 2.32 - -
China +6.9 Q1 +5.3 +6.6 +6.5 Apr +1.2 Apr +2.3 4.0 Q1§ +170.1 Q1 +1.7 -4.0 3.68§§ 6.89 6.52
Japan +1.6 Q1 +2.2 +1.3 +3.5 Mar +0.2 Mar +0.7 2.8 Mar +187.3 Mar +3.5 -5.3 0.05 111 109
Britain +2.1 Q1 +1.2 +1.6 +1.4 Mar +2.7 Apr +2.7 4.6 Feb†† -115.7 Q4 -3.3 -3.6 1.15 0.77 0.69
Canada +1.9 Q4 +2.6 +2.1 +3.9 Feb +1.6 Mar +1.9 6.5 Apr -51.2 Q4 -2.9 -2.7 1.45 1.36 1.29
Euro area +1.7 Q1 +2.0 +1.7 +1.9 Mar +1.9 Apr +1.6 9.5 Mar +398.9 Feb +3.1 -1.5 0.37 0.90 0.88
Austria +1.7 Q4 +2.0 +1.6 +3.1 Feb +2.1 Apr +1.8 5.9 Mar +6.6 Q4 +2.4 -1.2 0.71 0.90 0.88
Belgium +1.5 Q1 +2.1 +1.4 +4.0 Feb +2.3 Apr +2.1 6.9 Mar -2.0 Dec +1.0 -2.7 0.80 0.90 0.88
France +0.8 Q1 +1.0 +1.3 +2.0 Mar +1.2 Apr +1.3 10.1 Mar -27.4 Mar -1.1 -3.1 0.88 0.90 0.88
Germany +1.7 Q1 +2.4 +1.6 +1.8 Mar +2.0 Apr +1.8 3.9 Mar‡ +287.5 Mar +8.1 +0.5 0.37 0.90 0.88
Greece -0.3 Q1 -0.5 +1.2 +8.7 Mar +1.6 Apr +1.0 23.5 Jan -0.7 Feb -0.9 -1.0 5.66 0.90 0.88
Italy +0.8 Q1 +1.0 +0.8 +2.8 Mar +1.9 Apr +1.4 11.7 Mar +46.8 Feb +2.4 -2.3 2.16 0.90 0.88
Netherlands +3.4 Q1 +1.8 +2.2 +4.0 Mar +1.6 Apr +1.2 6.1 Mar +64.8 Q4 +8.7 +0.7 0.63 0.90 0.88
Spain +3.0 Q1 +3.2 +2.6 +8.9 Mar +2.6 Apr +2.1 18.2 Mar +25.9 Feb +1.6 -3.3 1.60 0.90 0.88
Czech Republic +2.0 Q4 +5.3 +2.5 +10.9 Mar +2.0 Apr +2.4 3.4 Mar‡ +2.3 Q4 +0.9 -0.5 0.84 23.7 23.8
Denmark +2.3 Q4 +1.2 +1.4 +10.7 Mar +1.1 Apr +1.4 4.3 Mar +26.5 Mar +7.1 -1.2 0.67 6.67 6.56
Norway +2.6 Q1 +0.9 +1.7 +3.3 Mar +2.2 Apr +2.4 4.3 Feb‡‡ +18.1 Q4 +5.0 +2.9 1.61 8.38 8.16
Poland +3.3 Q4 +4.1 +3.2 +11.1 Mar +2.0 Apr +2.0 7.7 Apr§ -0.1 Mar -1.0 -2.8 3.33 3.75 3.86
Russia +0.5 Q1 na +1.4 +0.8 Mar +4.1 Apr +4.3 5.4 Mar§ +34.9 Q1 +2.8 -2.8 8.13 56.9 64.7
Sweden  +2.3 Q4 +4.2 +2.6 +3.8 Mar +1.9 Apr +1.7 6.8 Mar§ +23.7 Q4 +4.8 +0.3 0.58 8.74 8.23
Switzerland +0.6 Q4 +0.3 +1.3 -1.2 Q4 +0.4 Apr +0.5 3.3 Apr +70.6 Q4 +9.9 +0.2 -0.08 0.98 0.98
Turkey +3.5 Q4 na +2.8 +2.8 Mar +11.9 Apr +10.0 12.6 Feb§ -33.0 Mar -4.4 -2.0 10.70 3.56 2.96
Australia +2.4 Q4 +4.4 +2.7 +1.0 Q4 +2.1 Q1 +2.2 5.7 Apr -33.1 Q4 -1.3 -1.8 2.53 1.35 1.36
Hong Kong +4.3 Q1 +2.9 +2.8 -0.9 Q4 +0.5 Mar +1.6 3.2 Mar‡‡ +14.9 Q4 +6.5 +1.5 1.37 7.79 7.76
India +7.0 Q4 +5.1 +7.1 +2.7 Mar +3.0 Apr +4.6 5.0 2015 -11.9 Q4 -1.1 -3.2 6.84 64.2 66.8
Indonesia +5.0 Q1 na +5.2 +5.5 Mar +4.2 Apr +4.2 5.3 Q1§ -14.6 Q1 -1.9 -2.2 7.00 13,324 13,299
Malaysia +4.5 Q4 na +4.3 +4.5 Mar +4.4 Apr +4.0 3.4 Mar§ +6.0 Q4 +3.0 -3.0 3.94 4.32 4.02
Pakistan +5.7 2016** na +5.4 +10.5 Mar +4.8 Apr +4.6 5.9 2015 -7.2 Q1 -2.6 -4.8 8.98††† 105 105
Philippines +6.6 Q4 +7.0 +6.5 +11.1 Mar +3.4 Apr +3.3 6.6 Q1§ +0.6 Dec +0.4 -2.8 5.01 49.8 46.4
Singapore +2.9 Q4 -1.9 +2.3 +10.2 Mar +0.7 Mar +1.3 2.3 Q1 +56.7 Q4 +19.8 -1.0 2.08 1.39 1.37
South Korea +2.8 Q1 +3.6 +2.6 +3.0 Mar +1.9 Apr +1.8 4.2 Apr§ +92.9 Mar +6.3 -1.0 2.25 1,118 1,174
Taiwan +2.6 Q1 +2.9 +2.3 +3.2 Mar +0.1 Apr +0.5 3.8 Mar +70.9 Q4 +12.3 -0.8 1.08 30.1 32.6
Thailand +3.3 Q1 +5.2 +3.8 -0.5 Mar +0.4 Apr +0.8 1.3 Mar§ +42.3 Q1 +11.0 -2.3 2.49 34.5 35.5
Argentina -2.1 Q4 +1.9 +2.7 -2.5 Oct — *** — 7.6 Q4§ -15.0 Q4 -2.6 -4.2 na 15.6 14.1
Brazil -2.5 Q4 -3.4 +0.7 +1.1 Mar +4.1 Apr +4.3 13.7 Mar§ -20.6 Mar -1.4 -7.7 9.56 3.11 3.50
Chile +0.5 Q4 -1.4 +1.7 -8.3 Mar +2.7 Apr +3.0 6.6 Mar§‡‡ -3.6 Q4 -1.4 -2.1 4.02 668 693
Colombia +1.6 Q4 +4.0 +2.2 +4.8 Mar +4.7 Apr +4.1 9.7 Mar§ -12.5 Q4 -3.5 -3.1 6.33 2,888 3,017
Mexico +2.7 Q1 +2.4 +1.7 +3.4 Mar +5.8 Apr +5.2 3.5 Mar -27.9 Q4 -2.5 -2.4 7.15 18.6 18.3
Venezuela -8.8 Q4~ -6.2 -5.5 na  na  +562 7.3 Apr§ -17.8 Q3~ -1.5 -19.6 10.43 10.2 9.99
Egypt +3.8 Q4 na +3.5 +13.7 Mar +31.5 Apr +22.5 12.0 Q1§ -20.1 Q4 -5.6 -10.8 na 18.1 8.88
Israel +4.0 Q1 +1.4 +3.4 +0.3 Feb +0.7 Apr +1.0 4.2 Mar +12.4 Q4 +4.4 -2.6 2.10 3.61 3.82
Saudi Arabia +1.4 2016 na +0.8 na  -0.6 Apr +2.0 5.6 2015 -24.9 Q4 -2.1 -7.4 3.68 3.75 3.75
South Africa +0.7 Q4 -0.3 +1.1 -2.4 Mar +6.1 Mar +5.8 26.5 Q4§ -9.5 Q4 -3.4 -3.1 8.69 13.2 15.6

Source: Haver Analytics.  *% change on previous quarter, annual rate. †The Economist poll or Economist Intelligence Unit estimate/forecast. §Not seasonally adjusted. ‡New series. ~2014 **Year ending June. ††Latest 
3 months. ‡‡3-month moving average. §§5-year yield. ***Official number not yet proved to be reliable; The State Street PriceStats Inflation Index, Mar 25.42%; year ago 34.88% †††Dollar-denominated bonds. 
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Other markets
% change on

Dec 30th 2016

Index one in local in $
May 17th week currency terms

United States (S&P 500) 2,357.0 -1.8 +5.3 +5.3

United States (NAScomp) 6,011.2 -1.9 +11.7 +11.7

China (SSEB, $ terms) 326.5 +1.2 -4.5 -4.5

Japan (Topix) 1,575.8 -0.6 +3.8 +8.7

Europe (FTSEurofirst 300) 1,538.0 -1.2 +7.7 +13.8

World, dev'd (MSCI) 1,882.6 -0.7 +7.5 +7.5

Emerging markets (MSCI) 1,008.6 +1.4 +17.0 +17.0

World, all (MSCI) 457.7 -0.5 +8.5 +8.5

World bonds (Citigroup) 918.0 +1.9 +3.9 +3.9

EMBI+ (JPMorgan) 820.5 +0.6 +6.3 +6.3

Hedge funds (HFRX) 1,232.7§ +0.1 +2.4 +2.4

Volatility, US (VIX) 15.6 +10.2 +14.0 (levels)

CDSs, Eur (iTRAXX)† 61.8 -0.6 -14.3 -9.4

CDSs, N Am (CDX)† 61.7 +0.1 -9.0 -9.0

Carbon trading (EU ETS) € 4.6 +5.0 -30.4 -26.4

Sources: IHS Markit; Thomson Reuters. *Total return index.
†Credit-default-swap spreads, basis points. §May 16th.

The Economist commodity-price index
2005=100

% change on
one one

May 9th May 16th* month year

Dollar Index

All Items 141.1 143.1 +1.2 +4.1

Food 152.8 154.4 +2.2 -6.1

Industrials

All 129.1 131.3 +0.1 +20.0

Nfa† 134.1 139.6 +2.4 +16.2

Metals 126.9 127.7 -1.0 +22.0

Sterling Index

All items 198.2 201.4 nil +16.6

Euro Index

All items 161.1 160.5 -2.3 +6.5

Gold

$ per oz 1,217.8 1,237.4 -3.9 -3.3

West Texas Intermediate

$ per barrel 45.9 48.7 -7.2 +0.2

Sources: Bloomberg; CME Group; Cotlook; Darmenn & Curl; FT; ICCO;
ICO; ISO; Live Rice Index; LME; NZ Wool Services; Thompson Lloyd &
Ewart; Thomson Reuters; Urner Barry; WSJ. *Provisional
†Non-food agriculturals.

Markets
% change on

Dec 30th 2016

Index one in local in $
May 17th week currency terms

United States (DJIA) 20,606.9 -1.6 +4.3 +4.3

China (SSEA) 3,251.0 +1.7 nil +0.9

Japan (Nikkei 225) 19,814.9 -0.4 +3.7 +8.6

Britain (FTSE 100) 7,503.5 +1.6 +5.0 +10.3

Canada (S&P TSX) 15,273.7 -2.3 -0.1 -1.5

Euro area (FTSE Euro 100) 1,219.4 -1.6 +9.7 +15.9

Euro area (EURO STOXX 50) 3,584.8 -1.7 +8.9 +15.1

Austria (ATX) 3,119.2 +1.4 +19.1 +25.9

Belgium (Bel 20) 3,954.1 -2.2 +9.6 +15.9

France (CAC 40) 5,317.9 -1.5 +9.4 +15.6

Germany (DAX)* 12,631.6 -1.0 +10.0 +16.3

Greece (Athex Comp) 789.1 -0.4 +22.6 +29.6

Italy (FTSE/MIB) 21,283.7 -1.2 +10.7 +16.9

Netherlands (AEX) 529.1 -1.2 +9.5 +15.7

Spain (Madrid SE) 1,084.0 -2.3 +14.9 +21.4

Czech Republic (PX) 1,020.6 +1.1 +10.7 +19.6

Denmark (OMXCB) 875.2 -2.1 +9.6 +15.8

Hungary (BUX) 34,146.5 +1.4 +6.7 +12.8

Norway (OSEAX) 801.9 +1.5 +4.9 +7.7

Poland (WIG) 60,133.1 -2.8 +16.2 +29.2

Russia (RTS, $ terms) 1,104.3 -0.7 -4.2 -4.2

Sweden (OMXS30) 1,628.4 -1.3 +7.3 +11.5

Switzerland (SMI) 9,001.6 -1.0 +9.5 +13.7

Turkey (BIST) 95,724.9 -0.5 +22.5 +21.0

Australia (All Ord.) 5,821.2 -1.5 +1.8 +4.8

Hong Kong (Hang Seng) 25,293.6 +1.1 +15.0 +14.5

India (BSE) 30,658.8 +1.4 +15.1 +21.8

Indonesia (JSX) 5,615.5 -0.7 +6.0 +7.2

Malaysia (KLSE) 1,775.7 +0.5 +8.2 +12.2

Pakistan (KSE) 51,511.4 +0.8 +7.7 +7.3

Singapore (STI) 3,224.1 -0.8 +11.9 +16.2

South Korea (KOSPI) 2,293.1 +1.0 +13.2 +22.2

Taiwan (TWI) 10,013.7 +0.5 +8.2 +15.8

Thailand (SET) 1,548.3 -0.8 +0.3 +4.1

Argentina (MERV) 21,674.2 +0.8 +28.1 +29.9

Brazil (BVSP) 67,540.3 +0.3 +12.1 +17.5

Chile (IGPA) 24,357.6 +0.6 +17.5 +17.7

Colombia (IGBC) 10,721.9 +1.7 +6.1 +10.3

Mexico (IPC) 48,748.0 -2.4 +6.8 +17.9

Venezuela (IBC) 65,376.6 +7.8 +106 na

Egypt (EGX 30) 13,064.0 +0.5 +5.8 +5.9

Israel (TA-100) 1,291.0 -0.1 +1.1 +7.8

Saudi Arabia (Tadawul) 6,947.4 +0.2 -4.0 -4.0

South Africa (JSE AS) 54,001.9 -0.5 +6.6 +10.4

Indicators for more countries and additional
series, go to: Economist.com/indicators

Output gaps

Source: IMF

Difference between actual and potential GDP
As % of potential GDP, 2017 forecast

2.0 1.5 1.0 0.5 0 0.5 1.0+–

Romania

Poland

Czech Rep.

Croatia

Hungary

Slovakia

Turkey

Bulgaria

Slovenia

Russia

Ukraine

Bosnia

nil

NegativeOutput gaps: Small negative Closed Positive

The output gap measures how far away an
economy is from its full potential, a sweet
spot defined as the level of output consis-
tent with stable inflation and full employ-
ment. Countries with positive output
gaps tend to experience accelerating
inflation, indicating economic growth
may soon slow. The IMF thinks that many
central and eastern European countries
may have closed their output gaps this
year (although it also warns that estimat-
ing these gaps precisely is tricky). In
Romania, a 16% rise in the minimum wage
is likely to lift domestic demand; inflation
should also start to pick up. Policymakers
in Bosnia and Ukraine, which still have
big negative output gaps, will surely look
on in envy.
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THE narcos who infested San Fernando,
in Tamaulipas state in north-eastern

Mexico, did not always trouble to bury
their victims. They left them by the side of
Highway 101, a road some people said was
the most dangerous in the country. Or they
tookthem to some abandoned ranch in the
rollinghills round the town, shot them and
piled them up in one room. They did that
in 2010 with 72 migrants from Central
America, pulling them off their buses as
they tried to travel to the United States. 

Sometimes, though, the killers would
hide their victims. Over several months in
2011 the police found 47 mass graves out-
side town with 193 bodies, probably bus
passengers. And more graves could turn
up anywhere, in the hard, stony ground
among the thorn bushes. You could tell
they were there because a bad smell hung
around, or the ground was sunken or dis-
turbed. Or you might spot a piece of bone.
Miriam Rodríguez knew such signs well,
because in 2014 she found, in just such a
place, what remained ofher daughter.

No officials had helped her. Frankly, in
Tamaulipas, it was useless to askthem. The
police and the state people were often
hand-in-glove with the narcos. If not, they
were helpless in the face ofall the violence.
Between 2006 and 2016, with war break-
ing out between the Zetas and the Gulf car-

tel over control of the main drugs route to
the United States, 5,563 people disap-
peared in Tamaulipas. After the massacre
of 2011 (everyone in town called it “the
massacre”), it tooka year for police to iden-
tify just 34 bodies. When Karen was ab-
ducted in 2012, just 14, just a child, Miriam
refused to wait. She had the time and the
money to find her and track her killers
down, though it took two years.

Up till then, she had lived with the law-
lessness as everyone else in San Fernando
had. In the early2000s the narcos had been
around, but not too bad. If they came to the
municipal market in the Plaza Hidalgo,
where she ran herbelts-and-bags business,
they even paid for what they took. But the
showy processions of SUVs with tinted
windows, cruising slowly through town,
became more menacing. Then the Zetas,
the most brutal of the drug gangs, began to
take people. The randomness was terrify-
ing. Why, for example, did they drag away
three women from the taco place beside
the highway where they gave you two
beers for the price ofone? Why kill 193 peo-
ple who had just been on the bus to Reyno-
sa or who knew where?After that, people
began to leave town; perhaps 10,000 left.
Those who stayed hardlydared go out, and
the shops were trashed anyway. The feder-
al government sent the army in, and that

helped, but not enough, or Karen would
not have gone.

From that day in 2012, Miriam’s life
changed. It became a mission. She had al-
ways been strong, full of energy, a hard
worker. Now her singlehanded efforts got
16 narcos charged for Karen’s abuction and
13 sent to jail. Day after day she went to the
courts to make sure they stayed there. She
also began to campaign on behalf of all
San Fernando’s families with relatives
who were missing. She set up two organi-
sations for the desaparecidos, arranged
Mothers’ Marches through town, sup-
ported the families, drew up a list of 800
victims to make a database, and hounded
officials at every level ofgovernment.

Nothing and no one could shut her up.
No se andaba por las ramas, said her
friends; she didn’t beat about the bush. In a
country where violence cowed too many
people and journalists were killed for their
reporting, she talked, and talked. Under
her elegant jackets, her chunky earrings
and glittery fake nails, she was a tigress.
She carried a gun, too, in case anyof the Ze-
tas tried it on with her. They had once
seized her husband, bundling him out of
his work and into a car, but she had roared
after them in hers and called in the army to
arrest them. 

Possibly she was too loud. She had oth-
er causes, too, such as complaining about
outsiders rentingspace in the market, keep-
ing localsout. Atone point in hercampaign
for the disappeared, fed up with officials
doing nothing, she appealed to the UN and
the Inter-American Commission on Hu-
man Rights. In March she went eagerly to
Texas to join an international procession
of protest against Donald Trump’s immi-
gration policies. It was called the Caravana
contra el Miedo, against fear. She liked that. 

Unanswered calls
She did want protection at home, though.
She had a right to it, as she told any official
who would listen. In March came the
newsofa massive break-out from the main
state jail, 29 narcos, among them two she
had put there for takingKaren. At that point
she closed her business, not wanting the
Zetas to trackher to it, and by April she was
sure that one day they would kill her. One
policeman said he was on call for her; she
rang him 30 times one day around four in
the morning, testing, but got no answer.
The police claimed to patrol past her house
three times a day; she never saw them. 

Mother’s Day, May 10th in Mexico, was
a date to be treated with tamales in bed
and serenades. She had two other children
to spoil her, though no Karen, for whom
she had done her best. Her day ended
when, at about10.30pm, a hustlingband of
Zetas called her out of the house. If they
had waited a second, she would have told
them exactly what she thought of them. 7

A voice for the missing

Miriam Rodríguez Martínez, campaigneragainst the drug gangs ofMexico, was
killed on May10th, aged 50
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