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Emmanuel Macron’s move-
ment came first with 32% of the
vote in the first round of
France’s legislative elections.
The result puts the president’s
party, La République en
Marche!, on trackfor the largest
majority ever in the National
Assembly after the second
round on June 18th. The centre-
right Republicans came sec-
ond, while the far-right Nation-
al Front led by Marine Le Pen
was sidelined.

Hundreds ofpeople were
arrested in protests held in
dozens ofcities across Russia.
They were organised by Alek-
sei Navalny, an anti-corruption
activist who plans to run
against Vladimir Putin in
presidential elections next
year. Mr Navalny was subse-
quently arrested and sen-
tenced to 30 days in jail.

Coalition negotiations in the
Netherlands collapsed after
the GreenLeft party refused to
support restrictive asylum
policies that seemed to contra-
vene the international Con-
vention on Refugees. The
Liberal, Christian Democrat
and D66 parties started the
search for another partner. 

The more moderate halfof the
Finns Party, Finland’s far-right
populist party, split off into a
new faction after the member-
ship elected a hardliner as
leader. The moderates will
continue as junior coalition
partners in government.

Ireland’s new prime minister
was sworn into office. Leo
Varadkar is half-Indian, gay
and, at 38, the youngest man to
have held the job. 

Checks, lies and audiotapes
Hearings in the Senate shed
little light on the allegations
swirling around Washington.
JeffSessions, the attorney-
general, said any notion that
he had colluded with Russia
was a “detestable lie”. A few
days earlier, James Comey said
the arguments put forward by
the Trump administration for
his sacking as FBI director were
“lies, plain and simple”, and
that he hoped Mr Trump had
indeed recorded their
conversations. 

Steve Scalise, a senior Repub-
lican congressman, was one
offour people wounded by a
gunman during a practice
session for Congress’s annual
baseball game. The gunman,
who died after a shoot-out
with police, was an anti-Trump
fanatic. 

Puerto Rico held a non-bind-
ing referendum on whether to
become an American state. A
row over the wording on the
ballot led to calls to boycott the
vote. Turnout was therefore
low, at 23%. Among those who
did vote, 97% said yes to state-
hood. In any case, Congress
decides whether the territory
can become a state.

He remains in office
Brazil’s supreme electoral
tribunal acquitted the presi-
dent, Michel Temer, on charges
ofaccepting illegal donations
to be re-elected as vice-presi-
dent in 2014. The court’s deci-
sion also cleared Dilma Rous-
seff, who was re-elected as
president that year and eventu-
ally impeached.

Panama cut diplomatic rela-
tions with Taiwan and recog-
nised China as the one legiti-
mate Chinese state. Taiwan
still has full diplomatic rela-

tions with 20 countries, half of
them in Central America and
the Caribbean.

The chiefofVenezuela’s
national defence council re-
signed in protest against a plan
by the president, Nicolás Ma-
duro, to hold a constituent
assembly to write a new con-
stitution. The opposition
regards the assembly as a
device for consolidating the
authoritarian regime’s hold on
power. 

Still over there
Donald Trump delegated to
the Pentagon the authority to
decide the number ofAmeri-
can soldiers in Afghanistan.
The generals had requested up
to 5,000 more troops. Mean-
while, an Afghan soldier shot
dead three American ones.

North Korea released Otto
Warmbier, an American stu-
dent arrested in 2016 and
sentenced to 15 years’ hard
labour for stealing a propagan-
da poster. Mr Warmbier was
reported to be in a coma.

Hundreds ofpeople staged a
rare protest in Shanghai. They
were angry about a decision to
implement an often-ignored
planning regulation that bans
the use ofoffice buildings for
residential purposes. The
move had caused the values of
the demonstrators’ homes in
such buildings to plummet. 

China’s Communist Party
accused officials in parts of
two northern provinces, Jilin
and Inner Mongolia, of falsi-
fying economic data. It gave no
details ofwhen or how they
had done this. Earlier this year
another province in the north,
Liaoning, was accused of
having faked its fiscal revenue
between 2011and 2014.

The state of the union
The parliament ofZambia
suspended 48 opposition MPs
for failing to turn up to a
speech by the president, a sign
of the country’s worsening
political oppression.

Nigeria’s anti-corruption
agency said it was investigat-
ing the Speaker ofparliament,

an encouraging sign that a
government-led crackdown on
graft is in earnest. 

The stand-offbetween Qatar
and its fellow Gulfstates,
Saudi Arabia, Bahrain and the
United Arab Emirates, contin-
ued. But Egypt said it would let
airlines and aircraft that are
not registered in Egypt or Qatar
use its airspace to fly to and
from the country.

SaifGaddafi, a son of the
deposed and executed leader
Muammar, was freed from a
militia’s prison in Libya. The
International Criminal Court
called for his arrest.

Not strong, not stable
The election in Britain called
by Theresa May ended in
catastrophe for her Conserva-
tive Party. The prime minister
had hoped to increase her
seats in Parliament, but a
flawed campaign resulted in
the Tories losing their majority,
as Labour, surprisingly, gained
seats. Since she still had the
most seats, Mrs May was given
the first option to form a gov-
ernment. Her reliance on the
Democratic Unionists from
Northern Ireland to prop up
her party makes it unlikely that
her administration will last a
full five-year term.

Londoners were shocked by
the extent ofa fire that en-
gulfed a residential blockof
social housing in which
around 500 people are thought
to have lived. With many
people unaccounted for, the
initial death toll of12 was set to
increase. The inferno hap-
pened in a neighbourhood
where poor and rich live in
proximity. Questions were
asked about a recent refurbish-
ment of the exterior of the flats. 

Politics

The world this week
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Other economic data and news
can be found on pages 76-77

In what the company said was
a planned succession, Jeffrey
Immelt decided to retire as
General Electric’s chiefexec-
utive and chairman, to be
replaced by John Flannery,
who runs its health-care divi-
sion. Mr Immelt tookover the
reins at GE from JackWelch in
2001. He reconstructed the
unwieldy conglomerate, sell-
ing offmost ofGE Capital,
which had been a money-
spinner until the financial
crisis. But GE’s share price is
today worth a third less than
when Mr Immelt tookcharge.

War and peace
Travis Kalanickannounced
that he would step aside as
Uber’s chiefexecutive for an
unspecified period of time, as
the firm endorsed the recom-
mendations from an indepen-
dent review into its abrasive
corporate culture. These in-
clude appointing an indepen-
dent chairman and a commit-
tee to oversee reforms to
Uber’s turbocharged manage-
ment style, which has been
blamed for a series ofPR disas-
ters, mostly related to sexism.
In a nod to this gentler
approach, the name ofUber’s
main meeting place will
change from the “war room” to
the “peace room”. 

The Federal Reserve lifted the
range for its benchmark in-
terest rate to between 1% and
1.25%. It was the second in-
crease this year; the central
bankhas suggested that it will
raise rates three times in 2017.
The Fed also laid out plans for
the gradual “normalisation” of
its balance-sheet after soaking
up $3.5trn in bonds and other
assets as part of its quantita-
tive-easing programme. 

The central bank in Iceland cut
its main interest rate by a quar-
ter ofa percentage point, to
4.5%. It was the second consec-
utive cut by the bankfollowing
an unexpected contraction of
GDP in the first quarter. 

Britain’s rate of inflation rose
to 2.9% in May, up from 2.7% in
April and the highest level in

four years. Retailers’ import
costs have jumped because of
the fall in the pound, and they
are starting to pass those costs
on to consumers. With house-
hold incomes falling in real
terms, the new government is
under pressure to do more for
JAMs (families who are “just
about managing”). 

America’s Treasury Depart-
ment published its proposals
on financial regulations. The
changes would rip up some of
the edicts introduced under
the Obama administration,
reduce the powers of the Con-
sumer Financial Protection
Bureau and dilute, but not
overturn, the Volcker rule,
which stops big banks from
making certain kinds of risky
speculative bets. Banks wel-
comed the measures. The
Treasury thinks 80% of them
can be passed by executive fiat,
rather than through Congress. 

Microsoft announced a
revamp of its gaming console,
the Xbox One, at E3, the
industry’s annual showcase.
Competing with Sony’s Play-
Station 4, the new XboxOne X
aims to improve performance
at the high end of the gaming
industry. The hitch: it costs
$100 more than the updated
PS4 Pro that was launched late
last year. Microsoft is forecast

to ship 36m consoles by the
end of the year, about half as
many as Sony, according to IHS
Markit, an industry analyst.

The Germans are coming
Aldi and Lidl, two big dis-
count supermarket chains
loved by frugal shoppers
throughout Europe, are ex-
panding in the United States.
Lidl opened its first stores this
weekand Aldi, which has
been operating in America
since 1976, announced plans to
open 900 new premises. The
German merchants have been
a disruptive force in retailing.
Walmart beware. 

Wu Xiaohui, the boss of
Anbang, one ofChina’s big-
gest financial-services compa-
nies, was reportedly detained
by officials investigating al-
leged financial crimes. The
firm said he was “temporarily
unable to fulfil his role for
personal reasons”. Anbang
was recently admonished by
regulators for causing market
“havoc” by pushing risky
financial products.

Oil prices plunged to their
lowest in seven months after
data showed that the stockpile
ofcrude in America is falling
by much less than had been
expected. The International
Energy Agency reported that

because American output had
risen the worldwide glut in oil
will not ease this year. Brent
fell to $47 a barrel. 

Changing tack

The world’s best sailors pre-
pared to compete on its fastest
boats in Bermuda in the final
stage of the 35th America’s
Cup. The hydrofoiling catama-
rans are to normal sailing
boats what Formula 1 racing
cars are to family cars. Basical-
ly, nothing like them. Shore-
based engineers assess data
from hundreds ofsensors
throughout the boat and
helmsmen use multi-function
steering wheels to fine-tune
hydrofoil and rudder settings
during a race. Sailors talk
about lift, trim tabs and rake,
sounding more like pilots than
salty sea dogs.

Business
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FLORENCE LEHERICY is a
nurse, but on Monday she is

likely to start a new career as a
parliamentarydeputyforCalva-
dos, in northern France. Jean-
Marie Fiévet, a fireman, will join
her from a constituency in Deux
Sèvres in the west. Both are po-

litical novices. They belong to La République en Marche!
(LRM), the movement behind Emmanuel Macron, who last
month also won his first ever election—and duly took control
of the Elysée Palace. Welcome to the revolution.

Across France people have risen up against a political class
that failed them (see page 19). The first round of voting for the
legislature, on June 11th, suggests that LRM, which Mr Macron
created only14 monthsago, will win at least400 ofits 577 seats.
The Socialists will lose 90% of their deputies, including their
leader who did not even make the run-off. The Republicans
will hang on to more, but they expected to win this election—
until a few weeks ago, when LRM’s victory became as inevita-
ble as the blade sliding down the guillotine.

Mr Macron offers a fresh answer to the popular discontent
that has swept through Western democracies. He promises a
new politics that ditches divisions between left and right. He
wants to restore dynamism and self-belief to France and, with
Germany’s help, to the European Union. And he is being
watched from abroad by politicians who, in their own coun-
tries, cannot seem to make themselves heard above the din.
For his revolution to succeed, he needs to have good ideas and
the ability to carry them through. Does he?

A different kind ofrebel
Mr Macron is the right man at the right time. Voters tired of
France’s stale politics wanted an outsider. Although he comes
from the establishment—he is a graduate of an elite college, an
ex-banker and an economy minister under his predecessor,
François Hollande—Mr Macron has never been a party man.
He has designed LRM to act as a break with the past. Half of its
candidates are new to politics. Half are women. It has cam-
paigned against corruption. In the outgoingassembly the most
common age is 60-70; the average ofLRM’s novices is 43. 

Whereas most populists cleave to right and left, the Macron
revolution is to the centre. He steals policies without preju-
dice—from the right, a desire to free up markets and businesses
to create jobs and wealth; from the left, a belief in the role of
government to shape, direct and protect. In the battle between
open and closed, Mr Macron is broadly for open in both trade
and immigration. In French terms, he is an economic liberal.

And, crucially, he is an optimist. For decades France has suf-
fered from the morose belief that politics involves struggle, but
no real solutions. That sabotages reform: why give up what
you have today for something worse tomorrow? Elsewhere in
Europe, democracy often seems a joyless transaction in which
voters are asked to endorse politicians’ empty promises in ex-
change for benefit cuts and shoddy public services. 

Somehow, Mr Macron has convinced the French that pro-

gress is possible. He has hit back against populist taunts that
free markets are a concession to the bankers and the globalists
with refreshing patriotism—whether by crushing the hand of
Donald Trump or restoring pomp to the presidency. Against
warnings about immigrants and foreign competition, he as-
serts that both will invigorate France, not enfeeble it. To Euro-
sceptics who accuse Brussels of sucking the life out of the na-
tion, he insists that, no, the EU magnifies French power.

Good ideas are not enough. Mr Macron must also break the
habit of30 years in which France’s reforms have been blocked
by the hard left. Success rests on early, visible progress in two
areas—employment and relations with Germany.

French unemployment is double what it is in Germany. For
the under25s, it is stuckabove 20%. Firmsare reluctant to create
permanent jobsbecause ofhigh social chargesand because re-
dundancy and dismissal are expensive and difficult. Mr Mac-
ron wants to lower employment taxes and to make workplace
bargaining more flexible. Success in the labour market will
help him win over Germany, which has lost faith in France’s
ability to keep up. So will getting a grip on France’s public
spending and its army of bureaucrats. Germany, often stand-
offish, should give Mr Macron the benefit of the doubt. He is
the best, and possibly last, chance to create the impetus for the
euro zone to shore up the structure of the single currency. 

LRM’s landslide makes this programme more likely to suc-
ceed. Mr Macron has been lucky. His chief opponent on the
mainstream right, François Fillon, was fatally damaged by alle-
gations of corruption. LRM’s victory will be flattered by
France’s two-round voting system. A strong EU economy will
create jobs (ifhe isnot to jeopardise that, he needs to go easyon
the budget cuts). As Theresa May, Britain’s hapless prime min-
ister, can attest, firm control of the assembly will cement his
good fortune (see leader on next page). 

However, resistance will move to the streets. Already, the
ancien régime is warning that the election leaves Mr Macron
dangerously powerful, and that the turnout of under 50% has
deprived him of a mandate. Militant hard-left unions are
threatening to fight his labour-market reforms all the way.

They must be faced down. The French president is indeed
powerful—but in recent years the problem has been the weak-
ness of the Elysée, not its dominance. The turnout was low, but
it has been falling for years and is not much lower than in
America or Canada. The unions speakfor only the 8% ofwork-
ers who are their members. That is no mandate. It is what or-
dinary citizens like Ms Lehericy and Mr Fiévet have been elect-
ed to sweep away.

Renaissance man
Plenty could go wrong. Expectations of Mr Macron are sky
high. Though LRM has experienced politicians to keep order, it
could prove chaotic and amateurish. There will be strikes and
marches. As the pain bites, the French public will need to hear
again and again why reform will benefit the nation.

These risks are obvious. More remarkable is the revolution
that MrMacron has already achieved. The hopes ofFrance, Eu-
rope and centrists everywhere are resting on him. 7

Europe’s saviour?

Alandslide legislative victory would put the newpresident in a position to transform France
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IT HAS been a wild ride. Seven
years ago Uber launched itself

as an app connecting well-
heeled userswith nearby limou-
sines. It has since become the
most prominent tech startup in
the world, with a valuation of
$70bn. The company’s hard-

charging culture—embodied in Travis Kalanick, Uber’s co-
founder and boss—was celebrated, not questioned.

No longer. The firm is fendingoffaccusations ofstealing au-
tonomous-car technology. It is being investigated for allegedly
designing software to identify and evade transport regulators.
Most toxic are charges of rampant sexism. Mr Kalanickand his
band of brothers created a workplace more reminiscent of a
bar than a business. For months a law firm has investigated
what are believed to be more than 200 claims of misconduct,
including sexual harassment, discrimination and bullying. 

Uber is belatedly making efforts to fix things. As a result of
the inquiry into sexual harassment, more than 20 employees
and executives have been dismissed. Uber is going to strength-
en its board, which has been under the thumb of Mr Kalanick
and two others, who together control a majority of the voting
rights; an independent chairman is planned. The firm will do
other things differently, too: more performance reviews, less
booze and no sex between a manager and an underling. 

So far, so bleeding obvious. The big question is over Mr Ka-
lanickhimself. He said this weekthat he will take an indefinite
leave of absence, in part to grieve for his mother, who was
killed in a recent accident, and in part to “work on himself”.
Uber is searchingfora chiefoperatingofficer to help him to run
the firm when he returns. It hopes all this will be enough to re-
boot its culture and its reputation. In truth, that is possible only
with Mr Kalanick’s permanent departure. 

At any normal company, he would have been fired by now.
He is culpable for its failings; its culture was created in his im-
age. But Mr Kalanick will not go unless he and his two co-
majority shareholders so decide. He can marshal arguments
thatUbercontinues to thrive: it reported record revenues in the
first quarter of this year. Yet if he cares for Uber’s, and his own,
long-term financial health, a clean breakmakes more sense. 

The firm’s problems have started to take a toll. In the past
five months Uber’s market share in America, its most impor-
tant market, has declined by 7%; even investors in the firm ad-
mit to feelingembarrassed getting into an Ubervehicle. Uber is
having to workharder to recruit the best engineers. 

The spectre of the past will continue to loom large, thanks
to litigation and governmentprobes. Dirty laundrykeeps com-
ing out. Another executive, who had obtained the confidential
health records of a woman who had been raped by an Uber
driver in India, was fired this month after media questioning.
At the very board meeting called to draw a line under Uber’s
sexist culture, a director resigned after joking that women talk
too much. Yet more scandals almost certainly lurk. Each one
will reinforce the idea that Uber cannot change so long as Mr
Kalanickremains in charge. 

Frat’s your lot
Uber’s culture is not unique; it has lessons for the rest ofSilicon
Valley, too. One is that a tolerance of casual sexism can inflict
real commercial damage. Another is to be wary of the power
handed to founders. The right person to lead a young com-
pany may not be the best one to oversee it when it has grown
up. A third lesson concerns the benefits ofgoing public. Uber’s
missteps would have become clear much sooner with better
governance and a visible share price. Mr Kalanick has said he
needs to grow up. Leaving the firm he created, and letting it go
public as soon as possible, would show genuine maturity. 7

Uber in turmoil

Taxi for Travis

The ride-hailing giant needs to fixits reputation. To do so properly, its boss must go

THERESA MAY called a snap
election two months ago to

build a “strong and stable” gov-
ernment. How those words will
haunt her. On June 8th voters
decided that, rather than trans-
form her small majority into a
thumping one, they would re-

move it altogether. The result is a country in an even deeper
mess. Mrs May is gravely wounded but staggering on. If and
when she goes, yet another election may follow—and its plau-
sible winner would be Jeremy Corbyn, of Labour’s far-left
fringe. On the eve of the Brexit referendum’s first anniversary,

the chaos it has unleashed rumbles on unabated.
With negotiations due to begin in Brussels in days, the cir-

cumstances could hardly be less promising. Yet the electoral
upsethas thrown up a chance forBritain and the European Un-
ion to forge a better deal than the one which looked likely a
weekago. Because Mrs May’s drastic “hard Brexit” has been re-
jected by voters, the question ofwhat replaces it is backin play.

That rejection has at least made clear what Brexit does not
mean (see page 47). Mrs May planned both to end the free
movement of people between Britain and the EU and to slash
overall netmigration bynearly two-thirds. She ruled outmem-
bership of the single market and customs union. Worst of all
was her dictum that “no deal is better than a bad deal”, which

Britain’s election

Storm clouds and silver linings

Howto turn a chaotic result into a betterBrexit
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IN MATTERS of finance, if not
climate, Canada is usually

temperate. It was barely moved
by the economic storms that
blew the roof off America and
Europe in 2008-09. Its banks
were steady, it was argued, in
part because they were shielded

from the ferocious competition for market share that pushed
banks elsewhere into hazardous loans. For all that, in its hous-
ing market Canada has lately become a place ofextremes. 

Household debt has climbed to almost 170% of post-tax in-
come. House prices rose by 20% in the year to April. Looked at
relative to rents, they have deviated from their long-run aver-
age by more than any other big country The Economist covers
in its global house-price index. In Toronto, one of two cities,
along with Vancouver, where the boom has been concentrat-
ed, rental yields are barely above the cost of borrowing, even
though interest rates are at record lows. In its twice-yearly
health-check on the financial system, published this month,

the Bank of Canada concluded that “extrapolative expecta-
tions” are a feature of the market. In other words, people are
buying because they hope, or fear, that prices will keep rising. 

Canada is not alone. House prices also look high relative to
rents in Australia, where a few cities, notably Sydney and Mel-
bourne, are booming. Prices in some American cities, such as
Seattle and San Francisco, have been rising much faster than
the national market, which looks reasonably priced.

Common to all these cities are buyers from emerging mar-
kets, notably China, who have helped to drive a wedge be-
tween the price of homes and the local fundamentals of in-
comes and rental payments. They are willing to pay above the
odds to secure a safe place for their savings. Though fairly
small in number, their presence is enough to inflate bubbles. 

Canada’s housing market thus opens a window on a tragic
flaw in the global economy. In only a few decades China has
mastered the manufacture of high-quality goods. But it takes
far longer to be able to manufacture safe stores of value. In-
stead, their affluent citizens seek out rich-country assets, in-
cluding houses. This fundamental mismatch limits the ability

Housing markets
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The lessons from Canada’s attempts to curb its house-price boom 

threatened to crash Britain out of the EU if Brussels failed to
make a good enough offer. Many factors were to blame for the
Tories’ failure, not least an insipid campaign. But big boosts for
Labour in Remain-voting areas suggest that Brexit motivated
many; we calculate that it was responsible for about half the
Tory swing to Labour (see page 48). Mrs May beseeched voters
to endorse her extreme approach. Voters have delivered their
verdict and it is damning.

Since the government lacksa majority, decidingwhat Brexit
means will fall to Parliament, as it always should have done.
The close election merely underlines the need to find an ap-
proach that reflects the close referendum. Moderate Tories, in-
cluding Philip Hammond, the chancellor, and Ruth Davidson,
who led the party to success in Scotland, are speaking up foran
exit that keeps Britain open to trade and migration—provoking
fury among some hardline Brexiteers. Others are mellowing
for fear of losing their seats, following the loss of solid Tory
constituencies like Kensington.

The Democratic Unionists, a Northern Irish party on which
the government will depend in key votes, want to minimise
problems at the border with the republic, which may mean
staying in the customs union. The business lobby, previously
frozen out by Mrs May along with everyone else, is arguing for
a softer exit, too. The upheaval empowers civil servants, who
privately favour the least-disruptive Brexit possible.

Negotiations will be hamstrung by the government’s pre-
cariousness. The talks will last until late 2018, perhaps beyond
Mrs May’s sell-by date. So Britain needs to reach a cross-party
agreement on the basic principles of Brexit, and then find a
way to make the consensus stick, whoever is in power. Several
senior Tories, as well as the Liberal Democrats, have proposed
a commission to draw up a negotiating mandate, rather as the
EU government have for the European Commission. The main
obstacle is Labour, which sees no reason to make life easier for

the Tories. Yet such a commission maybe in its interest. Nailing
down the principles of Brexit now would save it from having
the argument later in office; Mr Corbyn, who has never shown
much interest in the subject, would be free to focus on his revo-
lution at home.

The EU can improve the chances of a sensible outcome. It
does not want Britain to emerge with a better deal than it had
as a member, in case that gives ideas to Eurosceptics in other
countries. But the risk of anyone envying Britain in its current
lunatic state is slight. The EU should recognise that there re-
mains a grave riskof“no deal”, and do what it can to avert that
outcome, which would be catastrophic for Britain and very
bad for everyone else. There have been encouraging com-
ments from Emmanuel Macron, France’s president, and Wolf-
gangSchäuble, Germany’sfinance minister, thatBritain would
be welcome backifBrexit were reversed. But that is still unlike-
ly; the focus should be on limiting Brexit’s damage.

Meeting halfway
Reaching a good deal will require time. So both sides should
agree on a long transition, in which Britain lives under today’s
terms until a trade agreement is struck. It will also require flexi-
bility. The issue most likely to scupper a mutually beneficial
deal is freedom of movement. Britain cannot expect special
treatment, but offering it a minorget-out, ofthe sort already en-
joyed by countries such as Norway and Switzerland, would al-
low a better single-market deal for all. If European leaders re-
fuse any compromise, they will make their own citizens
poorer. That is no way to build support for the principle of free
movement.

Britain’s position is appallingly weak. The negotiations are
as likely as ever to blow up before they get going. But the chaos
in Westminster presents a rare opportunity to change the
course ofBrexit. Both sides should seize it. 7
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SHORTLY after he took over as
China’s leader in 2012, Xi

Jinping had some encouraging
words—at least, so they seemed
to some of China’s eternally be-
leaguered liberals. It was essen-
tial, said Mr Xi, “to ensure that
all citizens are equal before the

law, to respect and guarantee human rights, and to enable citi-
zens to enjoy extensive rights and freedoms in accordance
with the law.” His exhortation was aimed at the rapidly grow-
ingmiddle class thatwanted the CommunistParty to rule with
a lighter and fairer touch. Without their support, officials
feared, the party’s grip on power would be in jeopardy. 

But it turns out that Mr Xi is even more fearful of giving the
middle class freer rein than he isofupsetting them. Three years
later, in 2015, he launched a sweeping clampdown on hun-
dreds of legal activists, the boldest of whom state media label
sike lawyers. The term literally means “death bashing”, sug-
gesting they are activists willing to fight to the death in defence
ofsociety’sunderdogs, such as farmersand the urban poor. Re-
ports suggest the authorities are not just jailing and harassing
legal practitioners and their relatives, but also subjecting some
of them to appalling torture (see page 27). 

Mr Xi still stresses the importance of the “rule of law”, but it
is clear he means to apply the term mostly to businesses, and
other parts of civil law. Some officials recognise that it is better
to give victims of land grabs, corruption and bureaucratic in-
competence redress in court, rather than have them protest on
the streets. Standards at China’s law schools are improving,
courts are becoming more independent from local govern-
ments and judges better qualified. But there are limits to such
change. Someone accused of“subversion”—a charge often lev-
elled atpeople who do nothingmore than persistently criticise

the authorities—can still expect short shrift in the dock. More
alarming for the party is that the same lawyers who defend
farmers’ land rights often take up the cases of those whose po-
litical or religious beliefs the party abhors, amongthem house-
church Christians, devotees of Falun Gong and dissidents. To
Mr Xi, the lawyers look like an organised, liberal-minded force
that could challenge the legitimacy ofCommunist rule.

Straitened by Taiwan
Mr Xi worries about the precedent of nearby Taiwan in the
1970s and 1980s, when independent lawyers led a movement
against its then dictatorship. But such lawyers—fearless of
power and dogged in their defence of society’s weakest mem-
bers—are essential ifChina is to build the rule of law it needs. 

In a Communist country the boundary between the party
and non-political civil and commercial suits is blurred. As the
Chinese become richer, more of them will face situations
where they want to challenge a decision by the state. The per-
ception that there is one law for citizens and another for the
party will lead to feelings ofunfairness and resentment. 

When people know that the law does not protect them, un-
rest is inevitable. In a rare demonstration on June 10th in the
heart of Shanghai hundreds of homeowners protested at a
sudden change in planning regulations that would lower
property values. Anxious officials arrested ringleaders; cen-
sors scrubbed mentions of the protest from the internet.

To a ruler such as Mr Xi the choice may seem stark. Restor-
ing China’s greatness requires a predictable, well-run legal sys-
tem. But the rule of law will strengthen independent lawyers.
He would do well to follow the logic ofhis rhetoric in 2012. Up-
pity lawyers will sometimes take on the party. But as the eco-
nomic boom fades, the greater threat to Mr Xi is the anger of
citizens who feel not only that the party is failing to make them
richer, but also that it is using the law to bully them. 7

Chinese law

Champions chained

Acrackdown on independent lawyers is a setbackfor the rule of lawin China

ofpolicymakers to stop bubbles from inflating. 
Raising interest rates, which stand at just 0.5% in Canada,

might seem the obvious answer. The economy is recovering
and this week the BankofCanada’s deputy governor has hint-
ed that rates might climb. But several rises in succession might
be needed to cool the housing market and that would proba-
bly send the economy into recession. 

The authorities have instead attempted to deal with the
problem at its source. Last summer Vancouver imposed a 15%
tax on foreigners’ house purchases. The city’s property market
has since cooled. But one effect of this extra tax has been to
shift housing demand to other places, such as nearby Victoria,
and to Toronto, where house-price inflation is above 30%. The
province of Ontario imposed a similar tax in April, prompting
fears of a price surge in Montreal. To improve the supply of
rental properties, Ontario has also permitted cities to slap a tax
on vacant homes. That will help, but it will not solve the pro-
blem. There are tentative signs that prices in Vancouver are re-
viving, suggesting that the tax there has only deterred foreign
buyers temporarily. In anyevent, some foreign owners hope to

settle in Canada soon, and so will be entitled to claim a rebate. 
There is no fail-safe administrative tool for curbing house-

price booms. The best course is to insure against the fallout
from a house-price bust. Canada has been more active in this
than most countries. People with mortgages above 80% of the
value of the home on which it is secured are obliged to pay for
insurance againstdefault. The underwritingstandards on such
mortgages have been steadily tightened. Canada’s biggest
bankshave some protection againstpotential storms. They are
highly profitable and exceed international benchmarks for
capital (see page 60). 

Strong foundations
Even so, a further tightening of such macroprudential mea-
sures would be wise, not because it would do much to slow
the rise in house prices but as insurance against their eventual
fall. The demand from emerging markets for safe assets will
not soon diminish. Recent history shows that big run-ups in
property prices often reverse suddenly. Better to batten down
the hatches now in case the weather turns bad. 7
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What was that all about?

The Economist routinely
describes the Labour Party’s
programme as “hard-left” and
“socialist” (“A gamble gone
wrong”, June 10th). Some
party members might well
wish that were true, but
Labour’s election manifesto
did not seriously challenge the
market economy. It contains
phrases about business that
would never be found in a
truly socialist document, such
as describing small- and medi-
um-sized enterprises as “the
backbone ofour economy”. It
also makes the statement, in
bold type, that, “The majority
ofbusinesses play by the rules:
they pay their taxes and their
workers reasonably and on
time, and they operate with
respect for the environment
and local communities. That is
why it is vital that government
ensures that businesses doing
the right thing are rewarded
rather than undercut or outbid
by those unscrupulous few
that cut corners.”

Labour’s proposals for
renationalisation relate only to
natural monopolies, where
previous governments have
invented exotic devices to
mimic market mechanisms.
The progressive restoration of
greater public control over
health, transport, the utilities
and local services hardly
amounts to a socialist pro-
gramme. The commanding
heights of the economy, as well
as most of its foothills, would
remain firmly in private hands.
PETER RAMAGE
London

My team and I were thrilled
when The Economist backed
the Liberal Democrats in the
election (“Britain’s missing
middle”, June 3rd). In Kensing-
ton, the problem for us began
when tactical-voting sites
started declaring for Labour.
The Lib Dems’ poor result in
2015 damned us because of the
simplistic historical method-
ology used by these sites.
Voters who had committed to
us drifted away in the final
weekbecause they had heard
our message, wanted to hold
the sitting MP to account, but
the tactical sites told them to

vote Labour, never mind the
party’s hard-Brexit stance and
fairy-tale economics.

These sites pose a signif-
icant challenge to the devel-
opment ofcentrist, liberal
politics. Their methodologies
stifle change and promote the
most regressive instincts of
party tribalism because they
give a false sense ofsupport.
Yet, the election in Kensington
demonstrates that when a case
is taken to voters they will
respond. With the larger par-
ties thrashing about at the
extremes, it is ever more
important that we hold elected
officials to account. 
ANNABEL MULLIN
Liberal Democrat parliamentary
candidate for Kensington
London

There is another reason why
Britain has ended up with
second-rate politicians (Bage-
hot, June 10th), and that is our
broken electoral system. First-
past-the-post is a winner takes
all gladiatorial system. Yet
society is more diverse and
accepts shades ofgrey. Worse,
the system is unfair. The Scot-
tish Nationalists won half the
votes of the Liberal Democrats
but received three times as
many MPs. The Lib Dems’ vote
was almost the same as in 2015,
but it gained seats. 
JON BURDEN
London

I know it goes against the grain,
but vote Jeremy Corbyn in and
we get Keir Starmer as our
negotiator on Brexit. Who
better? And he meets Bage-
hot’s criteria ofbeing in the
political “first eleven” team.
PETER GRIFFITHS
Southend-on-Sea, Essex

The election saw parties that
will honour the decision to
leave the EU take over 80% of
the vote, yet illiberal non-
democratic Remainers still
whinge on. Northern Ireland’s
DUP wins fewer votes than the
Greens, yet it gets ten seats to
their one and ends up holding
the balance ofpower. There’s
nothing like democracy in the
UK. No wonder it’s the envy of
the world.
PETER CAIN
Trier, Germany

My own definition ofMayism:
a catastrophic decision result-
ing from a lackofconsultation
and diversity ofpoints ofview
among one’s advisers.
ANDREW SHEARD
Hong Kong

The French labourmarket

Free exchange (May 27th)
conveyed a frequent misun-
derstanding about unemploy-
ment statistics in France, espe-
cially concerning the young.
The youth unemployment rate
(15- to 24-year-olds) reached
24.6% in 2016, but the rate gives
a measure of the unemployed-
to-active population ratio.
Other statistics, such as the
youth unemployment ratio
(9% in France compared with
3% in Germany and 8% in the
euro area as a whole), or data
on the ratio ofyoung people
neither in employment nor in
education and training (12% in
France compared with 7% in
Germany and 12% in the euro
area) are preferable when
looking at the young in the
labour market. These figures
are still high and raise legiti-
mate concerns about workless-
ness among young people. But
just focusing on the unemploy-
ment rate does not give a fully
true picture of the situation.
JEAN-LUC TAVERNIER
Director-general
French National Institute of
Statistics and Economic Studies
Paris

Politics in Bangladesh

You incorrectly characterised
Bangladesh’s prime minister,
Sheikh Hasina, and her gov-
ernment as being “pro-Mus-
lim” (“Sheikh Hasina’s folly”,
June 3rd). The prime minister is
a Muslim, but she and her
government are proudly sec-
ular and endorse the effort to

bring Muslim madrassa stu-
dents into the country’s toler-
ant, democratic mainstream.

Nor has she “pursued a
dogged vendetta” against a
political rival. Bangladesh is
committed to the rule of law.
When evidence arises that
individuals are responsible for
vicious crimes such as fire-
bombings, law-enforcement
officials charge them with
those crimes.

You also made the false
assertion that the government
is trying to dismember Jamaat-
e-Islami. Bangladesh’s war-
crimes tribunal tried and
convicted people for atrocities
they had committed during
Bangladesh’s war of liberation
from Pakistan in 1971, regard-
less of their political position.
That some of those people
who were convicted were
affiliated with the Jamaat
party is beside the point. No
one is above the law. 

The governing Awami
League was elected in 2014 in a
fair and open election. BNP
boycotted that election to try
to rob it of legitimacy, rebuffing
numerous attempts by the
prime minister to persuade
BNP to participate. The BNP
cannot both boycott an elec-
tion and declare it to be invalid
because it didn’t participate.
NAZMUL QUAUNINE
High Commissioner for 
Bangladesh
London

Gluttonary policy

Reading about the European
Central Bankbacktracking on
the tapering ofquantitative
easing (“He still has your
back”, June 3rd) reminded me
ofone of the film versions of
“A Christmas Carol”. Mr Fezzi-
wig chides his wife for eating a
pie, “I thought you were on a
diet!”; “Yes”, she says, “but I
need this to give me the
strength to go on with it.”
ANDREW HORN
San Francisco 7
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WITH its nautical boutiques, trim
lawns and tennis club, the seaside

town of Le Touquet is the weekend refuge
for the bourgeoisie of northern France. Set
in deep conservative country, the town is
run by a centre-right Republican mayor,
Daniel Fasquelle, and voted overwhelm-
ingly for François Fillon, the Republican
candidate defeated in the first round of the
presidential election earlier this year. For
ten years, MrFasquelle has also been a par-
liamentary deputy. Back in January, the
town expected to bring a welcome end to
five years of Socialist rule in France, and a
return to conservative order.

Yet at a first-round ballot on June 11th for
a new parliament, the good folk of Le Tou-
quet put an unknown entrepreneur, Thi-
baut Guilluy, into the lead, pushing their
mayor into second place and a run-off vote
on June 18th. Mr Guilluy belongs to an
army of novice candidates standing for
President Emmanuel Macron’s party, La
République en Marche! (LRM) who, with-
out pike or pitchfork, are mounting a
peaceful revolution in democratic politics.

Mr Macron’s political movement,
created just 14 months ago, took 32% of the
vote, ten points ahead of the Republicans.
Thisputs iton course to win a crushing ma-
jority at the run-off with more than 400 of

the 577 National Assembly seats (see chart
on next page)—one of the biggest under the
Fifth Republic—that would squeeze the Re-
publicans, sideline the far right and far left,
and all but wipe out the Socialist Party,
which could lose 90% of its seats. 

For Le Touquet, which considers Mr
Macron a local son, this would be a partic-
ularly symbolic victory. He and his wife,
Brigitte, have a second home in the resort,
were married there and are regular visi-
tors. The presidential jet landed on Le Tou-
quet’s small airstrip so thathe could vote at
the town hall. “Everyone knows him
here,” says a local by the sea front: “He’s
never arrogant; people want to give him a
chance.” The family link does not stop
there. Mr Guilluy’s deputy, Tiphaine Au-
zière, is Mr Macron’s stepdaughter.

The entrenched
On a blustery afternoon, Mr Guilluy can
be found inland in the red-brick village of
Rang-du-Fliers, beside his yellow cam-
paign bus. He is joined by Ms Auzière, a lo-
cal lawyer, who turns up on a bicycle. The
pair are up against entrenched centre-right
voting habits and networks, as well as a re-
silient far-right in rural parts. Farther east,
Marine Le Pen, leaderofthe nationalist Na-
tional Front (FN), topped voting in Hénin-

Beaumont, where she is running for parlia-
ment. “This constituency is on the right,
and everyone said it wasn’t winnable,”
says Ms Auzière: “But we’ve had an incred-
ibly warm welcome on the ground.”

Before Mr Macron was elected, many
wondered how he could ever hope to gov-
ern. The party had no deputies. The presi-
dential campaign was focused on his per-
sonality and political preferences, and it
was not obvious that this could transfer
into a party vote. Yet, on a wave of déga-
gisme, or desire to kick the old lot out, the
French are proving the doubters wrong.
First-round turnout, at under 50%, may
have been lower than usual, but the result
was unambiguous. LRM has already felled
a forest of old-timers, including Benoît Ha-
mon, the Socialists’ defeated presidential
candidate, and Jean-Christophe Cambadé-
lis, the party leader. Neither made the par-
liamentary run-off. 

The implications could be far-reaching
and a case study in political change. A 39-
year-old former Socialist economy minis-
ter and one-time investment banker, who
had never stood for elected office, Mr Mac-
ron has already defied all the unwritten
rules to become president at first try. Three
other consequences could now follow: the
reshapingofFrench party politics; the rein-

Les magnifiques

LE TOUQUET

Emmanuel Macron has defied expectations with his political revolution. His next
task is to do the same with economic reform
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2 vention ofpolitical representation; and the
construction ofa new dynamic for reform.

Mr Macron’s new politics were not di-
rectly inspired by theorists of the “radical
centre”. But his thinking shares some of
that, notably the value of borrowing ideas
freely from left and right, and the need to
remake democratic politics. His underly-
ing idea is that the big forces shaping the fu-
ture—technology, the freelance economy,
the environment—no longerfall neatly into
the old ideological divide between left and
right. By seeking out like-minded people
across the spectrum, he has sought to re-
align politics along a new fault line: be-
tween those in favour of an open society,
trade, markets and Europe; and, on the oth-
er side, nationalists advocating protection-
ism and identity politics.

Mr Macron is not the first to try to forge
a radical centre in France. Past attempts
were made by Jean Lecanuet, a justice min-
ister who, in a neat twist, campaigned for
the presidency in 1965 with the slogan “une
France en marche”; Jacques Chaban-Del-
mas, prime minister from 1969-72, advocat-
ed a centrist “new society”; or François
Bayrou, a centrist former presidential
hopeful who is now Mr Macron’s justice
minister. But these all began on the centre-
right, failed to gain traction, and were usu-
ally framed as a quest for a middle path be-
tween Gaullism and Socialism.

Mr Macron, by contrast, has roots on
the left. He believes in a strong role for gov-
ernment, particularly on investment and
education (though he wants an overall re-
duction in public spending). And, like his
former mentor, Michel Rocard, centre-left
prime minister in 1988-91, he seeks to work
across the party divide. His ambition is not
to create a middling alternative to the left
and right, but to force a party realignment.
Attitudes to Europe measure this new split.
A recent poll asked if voters would regret
the end of the European Union. As Gérard
Grunberg, a political scientist, points out, a
majority of Socialist, LRM and Republican
supporters said they would; most ofthe far
left and far right would not. The former,
drawn from across the party divide, make
up the backbone of Mr Macron’s post-par-
tisan support.

So overwhelming is Mr Macron’s ex-
pected victory that worries are turning to
how to curb excessive power. This week Le
Monde ran an editorial entitled “The chal-
lenges of hegemony”, fretting about the
“non-existent” opposition. Parliament’s
newcomers, say some, will lack the experi-
ence to hold the executive to account. Con-
cerns about the solidity of opposition over
the next five years, though, risk masking a
more positive renewal. When the debu-
tants step into the National Assembly for
the first time, floor plans in hand, the face
ofparliament will be transformed. 

For years, the country has lamented its
inability to break the ageing, pale, male

grip on parliament. The most common age
band among outgoing deputies was 60-70.
Some 17% were over 70. The average age of
the 281 LRM deputies seeking office for the
first time is as low as 43. After selection
hearings based on 19,000 online applica-
tions, it picked a total of 525 candidates.
Half are women. A fair few are of immi-
grantorigin, includingMounirMahjoubi, a
digital entrepreneur standing in Paris, or
Hervé Berville, a Rwanda-born economist
running in Brittany. Novice candidates in-
clude business people, teachers, doctors, 11
farmers, two firemen, a fighter pilot, a
mathematician and a hairdresser. 

On social media
This rinsing out of the old political class
was a deliberate attempt by Mr Macron to
combat political extremes. Dismayed by
politicians’ failure to curb the rise of Ms Le
Pen’s FN, he argued that confidence in
mainstream politics would be restored
only by closer, more meaningful links be-
tween deputies and voters. “What doesn’t
workanymore is the party system,” he told
The Economist last year: “We need to find
far more direct forms of exchange with
people.” He launched En Marche! lastApril
to that effect, using social media to spread
the movement, drawing people into poli-
ticswho had previouslybeen putoffby the
sect-like approach to party activism. 

The huge inflow of newcomers is
cleansing, but will bring its own difficul-

ties. They will soon have to learn the grub-
by, and necessary, art of compromise. And
this may disappoint voters. Tensions in
such a broad movement are bound to
emerge too, testing its unity. For now,
though, the rejuvenated political line-up
appeals, and in no small measure due to
the Macron effect. It is not by chance that
unknown candidates have pasted photos
of themselves with the new president on
campaign billboards all over France. Mr
Macron’s first month, marked by much
diplomatic summitry, hasgone down well.
His muscular handshake with Donald
Trump, his tough talk in front of Vladimir
Putin and the dignified way he has repre-
sented France, have won plaudits. Some
70% think that he is improving France’s im-
age. “He walks on water!” laughs Mickaël
Littiere, an En Marche! organiser, with only
a hint of irony.

A philosophy graduate, Mr Macron has
thought hard about the nature ofpresiden-
tial office. As a former adviser to François
Hollande, his hapless Socialist predeces-
sor, he also watched at close quarters how
to get it wrong. What is missing in France,
MrMacron told Le 1, a newspaper, in a rath-
er astonishing interview in 2015, “is the fig-
ure of the king, whose death I fundamen-
tally believe the French people did not
want.” The empty feeling at the centre of
French democracy, he argued, was only oc-
casionally filled by great leaders, such as
Charles de Gaulle. “After him”, said Mr
Macron, “the normalisation of the presi-
dential figure has reinstalled an empty
chair in the heart ofpolitical life.”

Up to a point, Mr Macron can hope to
restore confidence at home by occupying
that seat and representing the country
with aplomb abroad. His response to Mr
Trump’s decision to pull out of the Paris cli-
mate agreement, for instance, was cleverly
judged: a plea, in English, to “Make Our
Planet Great Again”. Yet the real test of Mr
Macron’spromise to make a difference will
be his domestic reforms. He vows to pass a
labour law before the end of the summer,
using presidential orders, for which he will
seekparliamentary approval in July.

The underlyingproblem is high jobless-
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2 ness, particularly among the young (see
chart 2 on previous page). France’s unem-
ployment rate has stood for five years at
10%, more than twice that of Germany; for
the under 25s, it reached 25% in 2016. La-
bour costs have been curbed, chiefly with
lower social charges. But firms are still de-
terred from creating jobs by a 3,000-page
labour code which protects permanent
jobs, and ties employers up in knots of
complexityand uncertainty. AsMrMacron
repeatedly reminded voters, 80% of new
contracts for young people are short-term.
They often spend years in temporary
work, which firms use to secure the flexi-
bility the law generally denies them.

To encourage job creation, Mr Macron’s
labour law will protect individuals rather
than jobs. He wantshisfirst reform to bring
about three changes: to devolve more bar-
gainingoverpayand hours to firms, within
national limits; to merge different works
councils into one; and to cap redundancy
awards for unfair dismissal. Further re-
forms, ofunemployment benefits, training
and pensions, will follow. 

Efforts to reform the labour market
have defeated many. Most attempts at in-
troducing flexibility are regarded as an as-
sault on rights, and an unpardonable gift to
capitalist bosses. “Shameful and miserable
regression to the 19th century” was how
Aurélie Filippetti, a Socialist ex-minister,
described Mr Macron’s labour-market
plans in a tweet. Great skill will be needed
to persuade union leaders, whose clout de-
pendson theirability to drawprotesters on
to the streets. The summer may be quiet,
but demonstrations could well mark the
return to work in September.

Mr Macron and his centre-right prime
minister, Edouard Philippe, are treading a
perilous line. Their efforts will be keenly
watched by Germany, to see whether Mr
Macron can restore French credibility on
economic reform. In their favour, a moder-
ate union, the Confédération Française
Démocratique du Travail, is now France’s
biggest. Led by Laurent Berger, and for the
first time since it was originally founded in
1919, ithasovertaken the hardline Confédé-
ration Générale du Travail. Mr Macron also
made a deft appointment in naming Mu-
riel Pénicaud, a former human-resources
director at Danone, a food company, to be
labour minister.

The context is more favourable too. Mr
Macron’s own election spoke of popular
exasperation at the immobilisme of the
past two decades. Economic growth has
begun to pick up, forecast at 1.4% for this
year and 1.7% next, according to the Euro-
pean Commission. Business confidence in
May reached its highest level for six years.
Conversations in the boardroom and
around dinner tables have turned from la-
menting French decline to a sort of
stunned delight at finding the country the
object of international admiration. 

Nothing is guaranteed, even for Mr
Macron. The hard slog of reform will test
his skills, and his country’s new goodwill
towards him. But the French have been in a
form of collective depression, which has
diminished their own expectations. “Ever
since I was old enough to listen to political
speeches, I’ve heard thatFrance is in crisis,”
wrote Mr Macron in a book published last
year. They have already surprised the
world at the ballot box. On paper at least,
Mr Macron’s reform plans sound promis-

ing too. “Finally we’re not having the finger
pointed at us for failing to try what other
countries have already done,” says Lu-
dovic Subran, chief economist at Euler
Hermes, an insurer. 

Ayearago, only the touchingly optimis-
tic believed that Mr Macron could take his
political adventure anywhere. It has suc-
ceeded, if anything to excess. The young
president’s legacy will be secured if he can
defy the sceptics on economic reform too.
That would be a real French revolution. 7

Paris-Berlin relations

The age of Merkron

FOR Germany, Emmanuel Macron was
the dream candidate. Where his far-

left and far-right rivals for the presidency
bashed Berlin, he defended it. During his
two campaign visits he was, to quote one
German official, “pitch perfect” on his
country’s problems. Several ofMr Mac-
ron’s inner circle are German-speakers
with close links to Berlin. Withered Fran-
co-German ties are already showing new
signs of life. Or as Angela Merkel put it,
quoting the author Hermann Hesse, at
their first press conference together in
Berlin on May15th: “There’s a little magic
in every beginning.”

That is as well, as Mr Macron has big
plans. He wants to use domestic eco-
nomic reform and concessions to Berlin’s
calls for progress on defence integration
to regain Germany’s trust, leading to a
“new deal” between the euro zone’s
creditors and debtors. It would include a
common budget, parliament and finance
minister. “Expensive Friend” warned a
recent cover ofDer Spiegel.

Can he do it? German politicians are
divided. Sceptics include the free-market
FDP, right-wing AfD, the Bavarian CSU
and most ofMrs Merkel’s CDU, including

Wolfgang Schäuble, her finance minister.
Supporters include the Greens, the social-
ist Left party, the Social Democrats (par-
ticularly Sigmar Gabriel, the foreign
minister) and Europhiles in the CDU. The
chancellor is somewhere in the middle,
like public opinion: a poll conducted by
Forsa in May found 49% in favour of
“actively supporting” Mr Macron’s plans
and 42% for “holding back”. 

A Franco-German ministerial summit
on July13th is expected to generate bilat-
eral projects on things like education and
energy. Nothing big will happen before
the German election in September. But
then, ifMrs Merkel obtains the solid
victory that polls predict, she will have
political capital to spend and, probably,
her departure date in mind. Mr Schäuble
is not expected to hold on to the finance
ministry, which could fall to the SPD or
Greens (a coalition including the FDP
would be more hawkish). Thus, says
HenrikEnderlein of the Jacques Delors
Institute in Berlin, winter coalition talks
could be a “historic moment, a chance to
open doors to real euro zone reform.”

The institute has a plan, “Repair and
Prepare”, illustrating what might happen
next. It starts with “first aid” measures to
stabilise the euro by strengthening the
European Stability Mechanism, its rescue
fund, and introducing risk-sharing to
some national deposit-insurance
schemes. Next would come a wave of
co-ordinated structural reforms, to labour
markets for example, combined with a
joint investment fund. And finally, per-
haps some years later, a “federal mo-
ment”: treaty change creating a monetary
fund, budget, finance minister and parlia-
ment for the euro zone, as well as a com-
mon deposit-insurance scheme.

IfMr Macron cannot win over the
Germans, it’s hard to imagine a president
who could. But that may be his greatest
strength: Berlin is aware that Marine Le
Pen is down, but not yet out. 

BERLIN

Emmanuel Macron’s triumph restarts the Franco-German engine

Macron and Merkel find a little magic
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FOR years residents of Dong Tam, a vil-
lage on the edge of Vietnam’s capital,

have fought for the right to continue tend-
ing farms on land earmarked for military
development. Their patience evaporated
in April, when authorities arrested a group
of elders whom they had chosen to press
their case with the government. The villag-
ers overpowered dozens of policemen
who had been sent to secure the settle-
ment, holding them captive in a municipal
hall (pictured above). Supporters blocked
nearby lanes with rubble, and at least one
hothead threatened to set the hall on fire.

The week-long siege that followed
marked a newescalation in Vietnam’send-
less battles over land—the primary cause
of complaints in the country and one of
the ruling Communist Party’s biggest
headaches. Vietnamese followed the
drama on social media and, eventually, in
the state press. But just as startling was the
government’s capitulation, negotiated in
person by Hanoi’s mayor. Authorities se-
cured the hostages’ release by promising
not to prosecute the villagers, and by
pledging to re-examine their complaint.

Vietnam’s zippy economy, growing at
more than 6% annually, demands ever
more room for roads, bridges, dams and in-
dustrial parks. Each year swelling cities
must find space for a million new arrivals.
The total area of farmland lost to develop-
ment over the past two decades is difficult
to quantify. One certainty is that it far ex-
ceeds the acreage that changed hands dur-

roughing up hold-outs in land disputes,
even when resistance is peaceful. In Sep-
tember a court in the capital handed a 20-
month jail sentence to Can Thi Theu, a
well-known land-rights campaigner who
has been banged up once before. But lately
the party has also been re-examining its
rules. A new land law passed in 2013 failed
to recognise private ownership but did ex-
tend by 50 years a slew of leases that were
about to expire. It re-centralised some deci-
sion-making over land use (in part to re-
strain corrupt provincial officials) and re-
quired party bigwigs to use stricter tests
when evaluating projects that would re-
quire mass displacements. It also gave offi-
cials more discretion over compensation,
to allow more generous settlements.

The results are mixed. An annual sur-
vey published by the UN finds that the to-
tal number of land seizures has fallen over
the past three years. But a third of those af-
fected still report receiving no compensa-
tion, and another quarter think their pay-
outs unfair. Cadres in Hanoi have been
slow to issue the guidelines needed to
make the new rules effective. John Gilles-
pie of Monash University says that so far
the reforms have added up to “very little”.

Petitioners are at least finding it ever
easier to draw the public’s attention to
their problems. Although journalists in
Vietnam remain shackled by censorship,
the party has neither the will nor the
wealth to sanitise social media. Facebook
has become an outlet for popular anger
about all sorts of unfairness (posts on the
platform are still helping to sustain outrage
over a toxic spill that poisoned miles of
coastline last year). Had the dispute in
DongTam happened ten yearsago “no one
would have heard about it”, says a local.
The government’s surrender was probably
inevitable given online attention. 

Two months on, the government is still
trying to close the case without setting 

ing violent upheavals in the 1950s, when
the Communist rulers of North Vietnam
forcibly redistributed farmland.

Transformation on this scale would
provoke ire anywhere, but it is especially
problematic in Vietnam, a one-party state
where the government grants usage-rights
but insists all land belongs to the state.
Compensation for forcible acquisitions is
far below market rates. Consultations can
be superficial, and courts rarely entertain
appeals. Evicted residents sometimescom-
plain of collusion between local officials
and developers. Spotty registries make it
hard to adjudicate competing claims, as
seems to be the case in Dong Tam.

Paddy-bagging
These foibles distort Vietnam’s develop-
ment. For one thing, the cheap price of
land on the fringesofcitieshasencouraged
sprawl. Last year the World Bank warned
that by building outwards rather than up-
wardsurban authoritiesare raising the cost
of providing public services, and negating
efforts to build zesty business clusters. But
far more worrying for the party is the vis-
ceral anger that forced relocations and
weak land rights can unleash. Official fig-
ures suggest that land disputes of one sort
or another lie behind more than two-
thirds of all the complaints made to bu-
reaucrats. Unhappiness among country-
dwellersunderminessupport for the Com-
munist Party in its core constituency.

Too often authorities have resorted to

Property disputes in Vietnam

No man’s land

Hanoi

The Communist Partykeeps missing chances to solve its most pressing problem
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2 precedents it may regret. Inspectors have
yet to release their report into the villagers’
claims, which they had promised within
45 days. Campaigners lambasted what
looked like a U-turn on June 13th, when po-
lice announced that they would, after all,
mount cases against some of Dong Tam’s
residents. The partyhaspresumablydecid-
ed that doing nothing risked encouraging
other aggrieved citizens to resort to atten-
tion-grabbing violence.

One theory in the capital is that the
courts will pass relatively lenient sen-
tences, and that some kind of quiet com-
promise will be found to save face. But
even if the government finds a fudge for
the dispute in Dong Tam, lots more farm-
land will be paved over before Vietnam’s
galloping urbanisation runs its course. Ex-
pect more battles to come. 7

China v Taiwan

War by other means

THAT there is only one China, and that
Taiwan is merely a renegade province

of it, has long been the official doctrine of
China’s Communist Party. It follows that
no country can have diplomatic ties with
both China and Taiwan, and that those
which recognise Taiwan must be made to
switch allegiances. This diplomatic war-
fare was suspended from 2008 to 2016,
when Ma Ying-jeou was president of
Taiwan, since he vaguely affirmed the
idea that the two sides might eventually
become one. But Tsai Ing-wen, his succes-
sor, has refused to do so. As a result China
has ended the truce. This weeksaw the
biggest skirmish yet, as Panama broke
diplomatic ties with Taiwan.

In December the tiny African state of
São Tomé & Príncipe defected to the
Chinese camp. Last month rowdy Chi-
nese delegates forced Taiwan’s repre-
sentatives out ofa meeting about conflict
diamonds in Australia. Earlier this year
Taiwan failed to secure an invitation to
the World Health Assembly, a big UN
powwow, for the first time in eight years.

Only19 countries, plus the Vatican,
now officially recognise Taiwan, the

majority of them in Latin America and
the Caribbean. The concern among
Taiwanese is that Panama’s change of
heart will spur further defections in the
region. The Chinese authorities pointed
out that there was a global consensus
around the “one-China principle”, and
that Ms Tsai should take note.

But China’s campaign may not have
the desired effect in Taiwan. Mr Ma’s
party, the Kuomintang, is in a weakened
state. Many in Ms Tsai’s Democratic
Progressive Party, meanwhile, think that
she has been too emollient with China
and should take steps to assert Taiwan’s
independence. They point to the break-
ing of the truce as proofofChina’s ma-
lign intentions. Ms Tsai has complained
that China is disrupting the status quo
and said that Taiwan will not bow to
threats: “Our sovereignty cannot be
challenged, and cannot be traded away.”

Still, Ms Tsai is not one for confronta-
tions. Instead offlinging Taiwan into a
losing battle with China, her government
says it is looking for ways to build strong-
er, albeit unofficial, ties with friendly
countries such as Japan and America.    

Taipei

China persuades Panama to breakdiplomatic ties with Taiwan

There isn’t much Taiwanese shipping

WHEN Malcolm Turnbull, Australia’s
prime minister, urged China earlier

this month to respect “the sovereignty of
others”, many took it as criticism of Chi-
na’s expansive territorial claims in the
South China Sea. But the comment might
just as easily have been a reference to Aus-
tralia’s political parties. All of them face
questions about donations from business-
men linked to China’s government. A par-
liamentary inquiry in March called for a
ban on political donations from foreign
sources. Mr Turnbull has endorsed the
idea, as has Labor, the main opposition.

Yet on June 5th, three days after Mr
Turnbull’s speech, a report by the Austra-
lian Broadcasting Corporation (ABC) re-
inflamed the controversy. Two years ago
both Labor and the Liberal-National alli-
ance, which Mr Turnbull heads, are said to
have ignored a warning from the domestic
spy agency against accepting donations
from two Chinese property developers:
Chau Chak Wing and Huang Xiangmo. Mr
Chau is an Australian citizen and Mr
Huang has applied for citizenship. Both
have links to China’s Communist Party, al-
though both say they do not represent the
Chinese government. 

Last yearSam Dastyari, a Laborsenator,
quit a party post, but not parliament, after
the disclosure that he had accepted money
from Yuhu Group, which Mr Huang heads,
to pay for travel and legal advice. Mr Dast-
yari had called on Australia to “respect”
China’s claims in the South China Sea. The
ABC claims that Mr Huang had promised

Labor a donation of A$400,000
($303,000) before the federal election last
year, but withdrew the offer after the
party’s defence spokesman publicly criti-
cised China’s actions in the South China
Sea. Mr Huang also donated almost A$2m
to help launch the Australia-China Rela-
tions Institute, a think-tank in Sydney. Bob
Carr, its head and a former Labor premier
of New South Wales, pooh-poohs the idea

that China might be seeking to buy politi-
cal influence through such gifts.

Formerpoliticians taking jobswith Chi-
nese firms are another source ofcontrover-
sy. Andrew Robb, a Liberal minister who
negotiated Australia’s free-trade deal with
China, started workingforYe Cheng, a Chi-
nese billionaire with extensive interests in
Australia, after he left parliament last year.

China is Australia’s biggest trading

Australia and China

Meddle kingdom

SYDNEY

Newrevelations about Chinese
political donations set hands wringing
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2 partner and its second-biggest source of
immigrants (after India). Almost 160,000
Chinese students study in Australia; rich
Chinese also see the country as a haven for
investment. All this, argues Rory Medcalf
ofthe National SecurityCollege in Canber-
ra, gives China’s authorities a natural de-
sire to influence Australian policy and in
particular to weaken its ties with America.

James Clapper, a former American in-
telligence chief now at the Australian Na-
tional University, sees “striking parallels”
between Russia’s meddling in America’s
politics and China’s “potentially nefarious
foreign interference” in Australia. As well
as supporting the proposed ban on foreign
donations, Mr Turnbull ordered a review
of espionage laws earlier this month, to
strengthen defences against foreign med-
dling. John Fitzgerald of Swinburne Uni-
versity in Melbourne wonders if these
moves will suffice. Australia’s leaders, he
says, have been “blind to risks” that come
with closer commercial ties with China. 7

TO AVOID being married at 17 to a
stranger, the Muslim schoolgirl from Sri

Lanka’s north-west tried to commit suicide
by swallowinga bottle ofhermother’s dia-
betes pills. While she was recovering in
hospital, herparents went ahead and regis-
tered the marriage. The union took place
under the version ofSri Lanka’s family law
that applies only to Muslims. It does not re-
quire the bride’s consent and does not
specify a minimum age for marriage. In-
stead, it merely stipulates that children un-
der 12 can only be married with the ap-

proval of a quazi, or Muslim family judge.
The penal code, helpfully, exempts Mus-
lims from prosecution for statutory rape
providing the victim is married to the per-
petrator and is12 or older. 

Unions of other Sri Lankans fall under
the General Marriage Registration Ordi-
nance, which sets the minimum age at 18.
Muslim marriages and divorces, and inter-
faith ones involving a Muslim, are gov-
erned by the Muslim Marriage and Di-
vorce Act, which also permits a man to
commit polygamy without the acquies-
cence or knowledge ofother wives he may
have.  Husbands can get quick divorces
without having to offer any explanation.
By contrast, a wife endures a long process
that requires her to produce witnesses and
attend hearings.

The law is administered through courts
set up in 1951“for the Islamic people to con-
duct their judicial activities according to
their customs”. Representation by lawyers
is not permitted. Women are barred from
being quazis. And quazis routinely order
women to keep quiet during proceedings. 

Activists have recently begun a vigor-
ous campaign to change the law. They be-
lieve that Muslim girls are often forced to
leave school to marry. But they admit that
gathering data is difficult. Parents or guard-
ians often lie about the age ofchildren they
are giving in marriage, says Hasanah Cegu
Isadeen, one of the authors of a report on
the negative consequences for women of
Muslim personal law. Some marriages are
not even registered.

The All Ceylon Jamiyyathul Ulama, a
union of (male) Islamic scholars, main-
tains that child marriages are rare. But Ms
Cegu Isadeen found that in 22% of mar-
riages registered in 2015 in Kattankudy, a
Muslim town in eastern Sri Lanka, the
woman was 17 or younger. The previous
year, it was14%. 

Some conservative Muslims say the Ko-
ran permits child marriage. They insist that
Muslims must continue to be exempt from
secular family law. A quazi in Colombo
told researchers that girls had to be mar-
ried between 15 and 17 because their “val-
ue” decreased as they got older. Some pre-
sent child marriage as a way to make
teenage pregnancy less ofa problem.

Opponents of child marriage are divid-
ed on how to change all this. One camp
wants the government to set18 as the mini-
mum age of marriage for all Sri Lankans.
Another feels that, for reform to be effec-
tive, the Muslim community must em-
brace it. That would mean winning over
conservative theologians. 

A government committee appointed in
2009 to propose changes to Muslim perso-
nal lawis trying to do just that. But its chair-
man, a former supreme-court judge, is
struggling to reconcile divergent positions.
Proposals that do not enjoy broad consen-
sus will never be implemented, he says. 7

Muslims in Sri Lanka

Doom and groom

COLOMBO

Waking up married, whetheryou like it
ornot

The legacy of Lee Kuan Yew

House whine

“WE FEEL big brother omnipresent.
We fear the use of the organs of

state against us,” declared Lee Wei Ling
and Lee Hsien Yang, two of the three
children ofLee Kuan Yew, who was
Singapore’s prime minister for 31years,
in a statement announcing Lee Hsien
Yang’s intention to move away from the
city-state. They say he is leaving because
ofa rift with their brother, Lee Hsien
Loong, Singapore’s current prime min-
ister, over their father’s will. They accuse
their brother ofmisusing his position
and harbouring political ambitions for
his son; they say they “worry for Singa-
pore” as a result. Lee Hsien Loong, in a
brief statement released shortly after
that ofhis siblings, denied the claims.

The dispute centres on the house in
which Lee Kuan Yew lived from 1945
until his death in 2015. He wanted his
daughter, Lee Wei Ling, who was living
in it at the time ofhis death, to stay there
for as long as she wished, and for it to be
demolished thereafter, largely for fear
that it would otherwise be made a mon-
ument to him. His two younger children
allege that their brother, while publicly
supporting his father’s wish, has in
practice tried to frustrate it, in an effort
“to milkLee Kuan Yew’s legacy”. Lee
Hsien Loong responds in his statement,
“I will do my utmost to continue to do
right by my parents. At the same time, I
will continue serving Singaporeans
honestly and to the best ofmy ability.”

Lee Wei Ling last year accused her
brother ofexploiting their father’s mem-
ory, but Lee Hsien Yang has never before
publicly criticised his brother. A former
head ofSingTel, the state-controlled
former telecoms monopoly that is the
most valuable firm listed in Singapore,
and the current chairman of the Civil
Aviation Authority, he is a pillar of the
establishment. Singaporeans are agog at
the unprecedented rebuke of the prime
minister from such a senior figure.

Some posted responses to the prime
minister’s statement on Facebook, urging
him to sue his siblings for libel. Lee Hsien
Yang says he is ready to face a lawsuit. He
says the purpose ofhis statement was to
make it harder to thwart his father’s
wishes. But Lee Hsien Loong says it is his
siblings’ airing of the family dispute that
“has hurt our father’s legacy”. The late
Mr Lee was much more hard-nosed
about such things. One reason he gave
for demolishing the house was the high
cost ofmaintaining it. 

A feud in Singapore’s first family
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IT IS as if Kim Jong Un wants to be seen to be flinging his explo-
sive toys about with ever more abandon. In recent months his

rocketmen have fired off missiles in one test after another, often
with the young, overfed dictator gleefully looking on. During his
first two years in power (2012 and 2013), North Korea launched
just eight missiles in total. Over the following three years, there
were 15 tests a year on average. The tempo has risen again this
year, with five firings since May 10th, when Moon Jae-in was in-
augurated as president ofSouth Korea. Rumours ofa fresh under-
ground nuclear test, which would be North Korea’s sixth, are
growing. Korea-watchers are increasingly wondering what’s be-
hind the ballistic frenzy.

A simple answer is that only vigorous testing can advance a
country’s missile programme—and that MrKim sees the ability to
launch nuclear-tipped missiles as the key to his regime’s survival
in the face of American hostility. Rocket failures can be as impor-
tant in what theyteach youassuccesses, and North Korea hashad
plenty, with many missiles blowing up at launch or soon after.

But the successes are striking, too. Last year the North fired
what is thought to have been a solid-fuel missile from a subma-
rine, a first. A similar missile was launched in February by land.
Analysts think this to be a big advance on North Korea’s previous
liquid-fuel rockets. Land-based missiles with solid propellants
can be readied for launch much faster, before enemy satellites or
drones spot them. They may in future give Mr Kim a more cred-
ible land-based missile force, able to lurk in caves and then “pop
up to fire when ordered,” says Peter Hayes of the Nautilus Insti-
tute, an American think-tank.

The North’s missiles have a range of up to 1,200 kilometres or
roughly 750 miles—enough to hit South Korea and Japan, both of
which host American bases, but not to reach the American main-
land. But in a new-year speech Mr Kim promised an inter-conti-
nental ballistic missile (ICBM), capable of crossing the Pacific. He
is not there yet. The North has enough fissile material for up to 20
nuclear weapons. But it has not mastered putting them on a war-
head and accurately delivering them.

Asecond interpretation is that the tests are mainly intended as
propaganda. Apocalyptic threats go hand in hand with missile
and nuclear development. “South Korea will be submerged in a

sea of fire, Japan will be reduced to ashes and the US will col-
lapse.” thundered Rodong Sinmun, the ruling party’s chief
mouthpiece, last month. At home, such bombastic language,
learned from the Soviets, is intended to rally the country behind
the regime in the face of perceived threats. And since no peace
treaty ever ended the Korean war of1950-53, the government can
more easily convince North Koreans that they are on a war foot-
ing. Abroad, the intent is to hide North Korea’s immense weak-
ness: no credible nucleardeterrentyetdespite the recent progress,
a backward army, a decrepit economy and a small, underfed pop-
ulation. Hannah Beech in the New Yorker likens North Korea’s
prickliness to a hedgehog’s evolutionary strategy of showing its
spines to protect its pinkunderbelly.

It is all of a piece with the notion, to which Western commen-
tators frequently pander, that the Kim family regime is unpredict-
able and even irrational—handle with care! Yet both Kim Il Sung,
the regime’s founder, and Kim Jong Il, his son, died of peaceful
causes—testament to some good sense. Meanwhile, Kim Jong Un
has defied predictions of a short reign at the time the callow heir
succeeded to the throne. Ruthlessness is all. Sending all potential
challengers including your uncle to be executed is a rational ap-
proach to staying in power in the mafia world of North Korean
politics. If outsiders see all this as a sign of lunacy, so much the
better: in the asymmetric warfare between North Korea and the
outside world, a fearsome reputation can only be helpful.

There isa third possible explanation for the increased tests. Mr
Kim may sense that they give him the best possible hand before
American and Chinese pressure force North Korea backto the ne-
gotiating table. Donald Trump’s administration has been enlist-
ing China to squeeze its wayward ally. In response to Mr Kim’s
ICBM boast, the American president tweeted, “It won’t happen!”
This weekhis defence secretary, James Mattis, declared North Ko-
rea, with its nuclear programme, to be the “most urgent and dan-
gerous threat to peace and security”. Administration officials say
that the threat has forced America to end years of “strategic pa-
tience” and consider riskier strategies. It remains hard to imagine,
in the absence ofan imminent threat, thatAmerica would launch
a pre-emptive strike on North Korean missile sites. That would
risk a devastating war on the Korean peninsula and be firmly op-
posed by South Korea. So the tests are likely to continue. But
America may find ways to throttle the regime’s income from a
global network of front companies peddling weapons and mili-
tary technology in defiance of international sanctions, or—better
yet—persuade China to curb North Korea’s oil imports. Mr Kim’s
moment ofmaximum advantage may be now.

Who’s the crazy one now?
There is yet another possibility. What if Mr Kim sees the Ameri-
can government as crazy and capricious? He would not be the
only one to view MrTrump in that way. And MrTrump has boast-
ed about America’s recent missile strikes against a Syrian air base
and the deployment of the world’s biggest conventional bomb
against the Taliban. As Mark Fitzpatrick of IISS-Americas, a think-
tank, writes, the rhetoric of deterrence “is a double-edged sword
if it increasesPyongyang’s sense ofparanoia”. It isperhapsalarm-
ing that the only American to whom Mr Kim talks is Dennis Rod-
man, an erratic former basketball star who visited Pyongyang
this week. With the two sides communicating mainly through
rhetoric and military signalling, what on earth, Mr Fitzpatrick
asks, could go wrong? 7

Double-edged deterrence

What maylie behind North Korea’s manicmissile-testing
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THE transformation of Li Heping from a
dark-haired, full-bodied healthy man

to a gaunt, greying one with poor eyesight
took less than two years. In July 2015 he
was seized by police, as were some 300
other civil-rights lawyers, support staff
and activists. Most of them were soon re-
leased, butaround 40 were kept in custody.
They included Mr Li (pictured, left, on a
mobile phone held by his wife during her
dogged campaign for his release). His jail-
ers did not use his name: as “Number 108”
he spent six months in solitary confine-
ment on military bases. For eight weeks he
was made to stand each day in a single
stress position. Beatings were common. He
was forced to take pills, purportedly for
high blood pressure (a condition he does
not suffer from), that left him drowsy and
gave him muscle pain and blurry vision. In
the end Mr Li was lucky—he received a sus-
pended sentence for “subversion of state
power”, and was set free last month.

Since he took over as China’s leader in
2012, Xi Jinping has often pledged to im-
prove the rule of law. There have been
some positive results. Professional stan-
dardshave improved in some spheres, par-
ticularly in commercial law. Lower-level
courts have gained greater independence
from local governments. In May 2015 a
new procedure made it far easier to file
suits. Since then, the numberofcourt cases

accounts “fake news”. 
As the second anniversary of the

round-up of legal activists approaches, the
government appears close to wrapping up
their cases. Only four of them remain in
custody. They face serious charges, includ-
ing of subversion. Officials are refusing to
allow visits to one of them, Wang Quan-
zhang (whose photograph is displayed by
his wife on the right of the picture).

Those who have been released remain
under intense scrutiny. Police guard the en-
trance to Mr Li’s door round the clock and
monitor all his communications. Some
lawyershave been forced to move to differ-
ent cities with their families. Most of them
have been disbarred. 

Rights lawyers are used to harassment
by police. Now their families have to en-
dure similar treatment. Mr Li’s seven-year-
old daughter finds that no school will ac-
cept her. Mr Wang’s four-year-old son is
similarly shunned by kindergartens. The
two men’s wives are often detained; Mr
Wang’s says that on one occasion she was
hit by police and later forced to strip naked
and told to say“hello” into cameras. MrLi’s
relatives cannot renew their identity cards
or passports. Some rights lawyers who re-
mained free in 2015 are not allowed to
leave the country. 

Still feisty
The government has launched a public
campaign to discredit the lawyers and
their families. State media have accused
them of causing serious social disorder,
with financial backing from abroad; law-
yers’ confessions, almost certainly given
under duress, have been aired on national
television. (A foreign diplomat says that in
conversations with him, some Chinese of-
ficials refer to the lawyers as “scum”). 

has increased bya third compared with the
previous two years, say state media. 

But in any area where the rule of law is
in contest with the power of the Commu-
nist Party, it is the party that wins. It has no
truck with people like Mr Li, who has not
only represented the weak and dispos-
sessed, such as farmers thrown off their
land, but also people whose beliefs the
party finds threatening: house-church
Christians and followers of Falun Gong, a
banned religious sect. Other rights lawyers
have found themselves in court for offend-
ingofficials. The party demands that the le-
gal system shore up the party’s control. In
January China’s highest-ranking judge de-
nounced the idea of an independent judi-
ciary as a “false Western” one. 

In Mao’s day people like Mr Li would
have been shot or sent to labour camps.
Now the party is trying to appear more re-
spectable. In recent years it has abolished
the once standard practice of sending less-
er offenders to labour camps without trial.
It has also tightened rules on obtaining evi-
dence through torture. But that has had lit-
tle effect. In February 2016 the UN said the
use of torture was “deeply entrenched” in
China’s criminal-justice system, which it
said relied too much on confessions rather
than evidence. China, unconvincingly, has
rejected allegations of torture by Mr Li and
several of his fellow lawyers. It calls their

Lawyers

Rights and wrongs
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The interests of the Communist Party take precedence over the rule of law
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2 But the lawyers and their families are
not entirely cowed. Though police warn
relatives to keep quiet about those de-
tained, some family members have
formed a strong, outspoken group which is
campaigning for legal reform in China. In
May four wives testified to America’s Con-
gress about what they called China’s “war
on law”. 

That war is making it more difficult to
defend civil rights in court. It is part of a
wider campaign to silence those who fight
for labour rights, organise resistance to pol-
luting factories, or who fight expropriation
of their land. Each year thousands of such
people are harassed or detained. 

Under Mr Xi, the space for loyal dissent
has been shrinking. Now even those who
do not directly challenge the party’s right
to rule (the lawyers rarely do) risk being
treated as subversives. And the govern-
ment is using the law to crush them. In the
past two years it has published a raft of se-
curity-related legislation, including a pro-
posed version released in May of what is
called the National Intelligence Law. These
bills offer a vague and extremely broad de-
finition ofbehaviour that threatensnation-
al security. One civil-rights lawyer in Bei-
jing says he is still free to practise but finds
it hard to imagine a legal system in China
that offers true protection for the rights of
individuals. Rule of law is an “empty slo-
gan”, he says: “The law is a tool of the au-
thorities.” 

A decade ago some observers in China
were more optimistic. Rights lawyers were
emerging as a powerful new voice in de-
fence of those who felt marginalised and
downtrodden. Officials’ tolerance of such
lawyers suggested they were becoming
more enlightened. Repressing them has ex-
tinguished many people’s hopes that the
party might allow itself to be held to great-
er account before the law. 7

Sporting their detained husbands’ names

History

A not-so-golden age 

XI JINPING, China’s president, likes to
talkofhis “Chinese dream”. He says

it involves “the great rejuvenation of the
Chinese nation”. To him this means that
under the Communist Party, China will
again be the world’s richest, most pow-
erful country as it was before the “hun-
dred years ofhumiliation”—the eco-
nomic disasters and territorial grabs by
foreigners during the century after the
first opium war of1839-42. By extension
the party’s legitimacy will rest on this
rejuvenation. But what ifChina was not
the world’s richest country before 1839?
What if it has lagged behind Europe not
for175 years but for 675? Would Mr Xi’s
Chinese dream be so compelling?

A new study by Stephen Broadberry
ofOxford University, Hanhui Guan of
Peking University and David Daokui Li
ofTsinghua University in Beijing argues
that China has indeed lagged behind
Europe for centuries. It compares levels
ofGDP per person in China, England,
Holland, Italy and Japan since around the
year1000. It finds the only period when
China was richer than the others was
during the 11th century. By that time
China had invented gunpowder, the
compass, movable type, paper money
and the blast furnace. 

But according to Mr Broadberry and
his co-authors, Italy had caught up with
China before 1300, and Holland and
England by1400. Around 1800 Japan
overtookChina as the richest Asian
country. Chinese GDP per person fell
relentlessly during the Qing dynasty
(1644-1912). In 1620, it was roughly the
same as it had been in 980. By1840, it had
fallen by almost a third (see chart).

These findings challenge a hitherto
common belief that China and Europe
had similar living standards for centuries
until the West’s industrial revolution
began in the late 18th century: a point
often referred to by historians as the
“great divergence”. This view, promoted
by Kenneth Pomeranz of the University
ofChicago, lends more support to the
party’s understanding.

Researchers used not to be able to
workout GDP from 1,000 years ago.
Angus Maddison, an economic historian,
was among the first to try. But the re-
search by Mr Broadberry and his col-
leagues, which scales up local and priv-
ate records to generate national accounts,
offers greater detail. The first study of
Britain’s historical GDP using this tech-
nique appeared in 2008. It was followed

quickly by other ones focusing on Hol-
land, Italy and now on China. 

Doubts remain about the quality of
the Chinese data. A recent study by Kent
Deng and PatrickO’Brien of the London
School ofEconomics argues they are too
fragmentary. It is hard enough comparing
the living standards ofdifferent countries
today, let alone doing so in the distant
past with far less precise statistics. Mr
Broadberry responds that China’s histori-
cal sources are no worse than those
available for medieval England. He also
notes that imperial China and early-
modern Europe both used silver as a unit
ofvalue, facilitating comparison.

But there remains a vital difference of
scale. Italy and the Holland were the
richest parts ofEurope in the 14th and 15th
centuries. It might be better to compare
them not with China as a whole but with
its richest part, the Yangzi delta, around
modern-day Shanghai. Ifyou do that,
England and Holland were still richer
than the Yangzi area in 1800 but the point
at which they overtook the delta turns
out to be around 1700. This is not so
different from Mr Pomeranz’s view that
the great divergence happened in the 18th
century. But it still means the process had
begun before the industrial revolution,
which in turn implies that European
wealth and Chinese poverty cannot be
explained by industrialisation: they must
reflect institutional differences.

Mr Xi would do better to consider a
different source of legitimacy from his-
tory: poverty reduction. IfMr Broadberry
and his co-authors are right, Chinese
peasants saw almost1,000 years ofde-
cline and misery after1000. But Mr Xi’s
party has massively reduced rural pover-
ty and hopes to eradicate it by 2020. That
is an achievable dream. 

BEIJING

China has been poorer than Europe for longer than the party thinks 

*Purchasing-
power parity

A great leap, for some

Source: “China, Europe and the Great Divergence” by 
S. Broadberry, H. Guan and D. D. Li
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TO HEAR Jeff Sessions and Donald
Trump tell it, American cities are be-

coming “war zones”; and Memphis, Ten-
nessee is one of them. Visiting last month,
Mr Sessions lamented a 43% rise in mur-
ders in 2016, to a record annual total. Her-
oin-related deaths were soaring too, he
noted. The attorney-general omitted the
fall in property crime, and the nationwide
decline in violence that preceded the re-
cent spike. Still, he had a point: news in
Memphis is a grisly drumbeat of shoot-
ings, including, this week, that of a two-
year-old girl. He spoke longingly of com-
munities in which “law-abiding citizens
can live without fear.” 

In some American cities, the fear he de-
scribed is real. But in Memphis as else-
where, another kind is abroad, too: fear of
Mr Sessions’s unforgiving views on crime
and immigration. Advocates of criminal-
justice reform worry that he will fill up pri-
sons and build new ones, justifying draco-
nian punishments with massaged statis-
tics and fallacious reasoning. Activists
worry about voting rights and police over-
sight. Immigrants are laying plans for their
children’s care in case they are deported. 

Until recently, at least, some of Mr
Trump’s critics consoled themselves that
his administration would be too disorgan-
ised to have much impact on American
lives, or too distracted by scandal—such as
the Washington Post’s report, on June 14th,

Take criminal justice. Last month Mr
Sessions instructed federal prosecutors al-
most always to bring the gravest charges,
and to secure the longest sentences they
can. That is a reversal of a directive from
Barack Obama’s presidency—opposed by
Mr Sessions—that advised against seeking
harsh penalties for petty offences. The ear-
lieradvice contributed to a reduction in the
federal prison rolls; Mr Sessions is undoing
that trend, enmeshing more defendants in
mandatory minimum sentences. His
method, exemplified in Memphis, is to
highlight an emotive crime, then deploy
outrage as a dragnet to sweep up piffling,
often nonviolent criminals. “Are we mak-
ing the streets safer?” asks Doris Randle-
Holt, the federal public defender for the
Western District of Tennessee. Small-time
drug-dealers, she says, “get eaten alive” in
prison and come out hardened crooks. She
fears the knock-on effect on rehabilitation
budgets of locking up more people.

If the DOJ were a state, points out In-
imai Chettiarofthe Brennan Centre for Jus-
tice, a think-tank, its prison popula-
tion—13% of the national total—would be
the largest of any. Yet the real import of Mr
Sessions’s approach could lie in its exam-
ple. “The risk”, Ms Chettiar says, “is that
this is going to stall the bipartisan momen-
tum that has built over the last ten years to
reduce mass incarceration”—including in
Republican-controlled states that had
come to see the old regime asunaffordable.
There may be more to come. A crime task-
force, led by Steve Cook, a fierce former
prosecutor, is considering marijuana of-
fences, another bugbear of the attorney-
general’s. A change in federal marijuana
guidelinesmight lead to clasheswith states
where its use has been legalised, plus
many more imprisonments. 

In Mr Sessions’s rhetoric, if only thinly 

that the president himself was under in-
vestigation for possible obstruction of jus-
tice. Mr Sessions’s brief stewardship of the
Department of Justice (DOJ), in which the
demagoguery of Mr Trump’s campaign is
turning into action, is Exhibit A in the case
against such wishful thinking.

Scandal distracted Mr Sessions this
week, when he appeared before the Sen-
ate Intelligence Committee. No, he insist-
ed, his recommendation that James Co-
mey should be dismissed as director of the
FBI did not violate his recusal from inqui-
ries into the election (of the kind Mr Co-
mey oversaw). He offered no comment on
Mr Trump’s awkward admission that Mr
Comey was fired because of “this Russia
thing”. As for that recusal, it was to adhere
to departmental regulations, not because
of Mr Sessions’s contacts with the Russian
ambassador. Mr Comey has hinted at fur-
ther, opaque reasons for the move: “There
are none,” Mr Sessions averred. The idea
that he colluded with the Kremlin was an
“appalling and detestable lie”. 

Read his lips
Mr Sessions kept shtum about the content
of several private chats with the president;
there was much he claimed not to remem-
ber. Astrikingfeature ofhisday job, bycon-
trast, is his recall and consistency. As attor-
ney-general, he is doggedly pursuing
policies he has espoused for decades. 

Jeff Sessions

The march of justice

MEMPHIS

Embattled as he seems, the attorney-general is already leaving his markon America
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2 in fact, violent crime and the drug trade
elide with his other big preoccupation: im-
migration, the issue that brought him and
MrTrump together, and on which, as a sen-
ator, he took the chamber’s hardest line.
Much of the immigration system is outside
the DOJ’s purview; but Mr Sessions wants
prosecutors to pursue more immigration
offences—including re-entry after a depor-
tation—in federal courts. “If you charge
them with felonies,” asks Ms Randle-Holt
in Memphis, “where are we going to put
them?” Privately run prisons may be part
of the answer, after Mr Sessions ditched an
inherited commitment to reduce their role. 

The gentleman from Alabama
The DOJ also runs the immigration courts.
The newjudgesMrSessions intends to hire
will have to materialise quickly if the back-
log of cases is to be cut. On current form,
calculates TRAC, a valuable data project at
Syracuse University, some will not be
heard until after Mr Trump’s (first) term
ends. The average wait for a hearing in
Memphis, says TRAC, is 628 days: astro-
nomical, but lower than the 1,820 days in
Chicago. Mr Sessions, moreover, helps to
set an official tone which, in Memphis—
home to perhaps 30,000 undocumented
immigrants—is petrifying. Casey Bryant,
legal director of Latino Memphis, a social-
services organisation, tells ofa client hit by
a car who was too nervous to make a fuss.
Some Latino women are said to be too
fearful to report domestic abuse. Mean-
while, DOJ funding for the representation
of unaccompanied immigrant minors in
the South is set to be lost.

Memphis, according to its mayor, Jim
Strickland, is a “welcoming” city, where
police are “not in the business ofenforcing
federal immigration policy”. Mr Trump
and Mr Sessions have said they will pun-
ish that sort of stance; how and whether
they can is in dispute. In a different guise,
however, Memphis has welcomed scruti-
ny of its police. In the wake of the killing of
a young black man by an officer in 2015, it
entered into a collaborative review with
the DOJ. That is a milder instrument than
“consent decrees”, policing reform plans
that are brokered by a court, of which the
previous administration enforced over a
dozen. Ronal Serpas, chiefofpolice in New
Orleans when it negotiated a consent de-
cree, says it has been “a positive force”.

Mr Sessions thinks such tools emascu-
late the police. All such reviews, including
the kind under way in Memphis, are them-
selves now under review. In Baltimore the
DOJ tried to delay a decree bequeathed by
his predecessor, even though it had the
support of the mayor and police chief. It
went ahead, but Mr Sessions could ensure
that old agreements wither and new ones
are unforthcoming. That, says Ms Chettiar,
might “embolden police in the use of
force”. (Deidre Malone, of the Memphis

NAACP, is concerned for the fate of a deal
between the local juvenile court and the
DOJ, after a probe found discrimination.)

The department’s duty to protect civil
rights transcends policing. Under Mr
Obama it vigorously upheld voting rights
when, for instance, state voter-ID laws
threatened to disenfranchise some minor-
ity citizens. Always sceptical of intrusions
into state voting rules, Mr Sessions seems
unlikely to monitor them so zealously. Al-
ready, on his watch, the DOJ has dropped
its previous claim that a Texan law was in-
tentionally discriminatory (the court
found that it was anyway). Then there are
gay and transgender rights, of which he
hasneverbeen an advocate. He has junked
Obama-era guidance on the treatment of
transgender pupils in schools: “A major
blow,” saysSarah Warbelowofthe Human
Rights Campaign, a lobby group.

One of the questions on which Mr Ses-
sions declined to comment this week was
whether he had discussed his recusal with
the president. Mr Trump is said to be dis-
pleased by it; he has lashed out at the DOJ
over the debacle ofhis “travel ban”. MrSes-
sions is said to have offered to resign. That
would be startling. He has allies—such as
Stephen Miller, a White House adviser,
and RickDearborn, a deputychiefofstaff—
ensconced in key posts. And he is avidly
implementing cherished goals. As one
long-term Sessions-watcher says, “On the
issues he cares about, he’s running the ad-
ministration’s policy.” 7

IGOR TIHONENKO, green-eyed, with
sandy blond hair and a trim beard, looks

into the camera and intones, “I took his
words as a direction.” He is paraphrasing
the explosive testimony of the former FBI
director, James Comey, about President
Donald Trump. Mr Tihonenko, a native of
Belarus, is broadcasting live in Russian on
the day of the Comey hearing to an audi-
ence in Russia and the states on its periph-
ery. Shortly afterwards his Russian col-
league, Roman Mamonov, checks in with a
correspondent at one of the Washington
bars that opened early to allow political
junkies to drink along with the testimony.
The hearing was broadcast in its entirety
on the network (and on Facebook) in si-
multaneous Russian translation.

This is American state television,
beamed from a studio beside Capitol Hill.
Mr Tihonenko and Mr Mamonov are two

of the youthful faces of Current Time,
America’s answer to Russia Today (RT), the
Kremlin’s propaganda network. The
Broadcasting Board of Governors (BBG),
which oversees Voice of America and Ra-
dio Free Europe/Radio Liberty, has started
a 24-hour Russian-language TV channel to
counter the rise ofRT and Sputnik, another
pervasive Russian broadcaster. Viewers of
Current Time in Russia proper cannot be
many—it started quietly in October, and is
available there only online or by satellite.
No cable providers will carry it.

Current Time reflects something of a re-
turn to cold-war thinking: for the first time
since the collapse of the Soviet Union, Rus-
sian-language broadcasting is the priority
for American counter-information efforts.
Russia’s annexation of Crimea in 2014 and
its aggressions in Ukraine, followed by the
Kremlin’s disinformation campaigns to
obscure or justify those incursions, jolted
the leadership of Voice of America and Ra-
dio Free Europe/Radio Liberty into action.
In addition to news, Current Time features
documentaries from independent film-
makers depicting people’s lives inside Rus-
sia. The two serviceshave also setup a fact-
checking unit to correct Russian official
statements, called Polygraph. At present it
is available only in English, but its backers
hope to get funding to offer it in Russian
and other languages. 

It is unclear what Mr Trump thinks
about this. His administration is said to
have considered replacing the CEO ofBBG,
John Lansing, with an ally of the president.
Mr Lansing has not had a chance to brief
senior White House officials on the new
initiative. But congressional leaders seem
to approve. The BBG will spend $22m this
fiscal year on Current Time; information
warfare is politically in vogue. “We’re try-
ing to fill the void” of real news and infor-

Government broadcasting

Current Time

WASHINGTON, DC

America’s answerto Russian
propaganda

Mr Tihonenko prepares
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2 mation left by Russia, Mr Tihonenko says.
Just do not liken it to Russian propaganda,
the Americans say.

Russia’s slickly produced English-lan-
guage version of RT, featuring American
and west European presenters and guests,
could pass at times fora non-Russian chan-
nel, save for the messages the channel de-
livers (many ofthem, in 2016, attacking Hil-
lary Clinton and supporting Mr Trump).
The network is just one stream of what
RAND Corporation, a think-tank, calls Rus-

sia’s “firehose of falsehood”. People do not
even have to trust Russia’s propaganda
outlets for this saturation strategy to work.
Detektor Media, a Ukrainian NGO, found
in a survey that only 1.3% of Ukrainians
trusted Russian TV channels for news
about the conflict in the country’s Donbas
region. Yet in the same poll, more than a
third of respondents believed the official
Russian line on it.

It is in places like Ukraine—where the
media are more open and competitive—

that Current Time could get some traction
with viewers. The channel is available
there on cable TV as well in all the Baltic
states, Poland, the Czech Republic, Turkey,
Georgia, and Moldova. The BBG is running
surveys to measure viewer numbers in
these markets, and in Russia itself. In May
Current Time videos were viewed 40m
times online.

Current Time could provide a template
for broadcasting in other places: plenty of
congressmen and officials want to broad-
cast into North Korea. But even in more
open Russia, getting large numbers to
watch Current Time (mostly through the
internet) will be difficult. These are not So-
viet days, when Western government ra-
dio services could reach up to 25% of the
population in a given week. People have
more options for information about the
West, including social media. Also, under
American law, Current Time must provide
objective journalistic coverage, on topics
consistent with American policies and val-
ues. Many Russian viewers will not be
clamouring for that. But in the age of RT
and Sputnik, the bet in Washington is that
at least some of them will be. 7

Shooting politicians

Game of failure

“WE ARE united in our shock, we
are united in our anguish,” pro-

claimed Paul Ryan, the Republican Speak-
er of the House ofRepresentatives, after a
gunman fired on a group ofRepublican
congressmen and their staffat a baseball
practice in northern Virginia on June 14th.
But that was not quite true even as Steve
Scalise, a congressman from Louisiana
who was shot in the hip, was being
rushed into the operating theatre.

The shooting, which injured four
people in all, was carried out by a 66-
year-old man from Illinois called James
Hodgkinson, who lived in a nearby van,
hated Donald Trump and was shot dead
by police. The attack, though distressing,
was not unusual. Later in the day a 38-
year-old man shot dead three people,
then himself, at a UPS delivery centre in
San Francisco. Reports suggest he had
recently complained to the company
about doing too much overtime.

In both Virginia and California it is

possible to buy firearms without a per-
mit. Not illogically, campaigners for
stricter gun ownership laws responded
to the Virginia attackby suggesting the
need for tighter controls. Pro-gun cam-
paigners were as quick to argue that, had
Mr Hodgkinson’s victims been armed, as
they were catching fly-balls or warming
up on deck, they would have been better
able to defend themselves. Congressman
Tom Garrett ofVirginia, a Republican,
noted that legislation he has proposed to
make it easier for people to carry guns in
Washington, DC, where many of the
players live, should help answer that.

When a Democratic congresswoman
from Arizona, Gabrielle Giffords, was
shot and maimed in 2011, in an attack that
claimed six lives, Democrats suggested
the hostility Republicans had been stir-
ring against BarackObama was to blame.
Now it was the turn ofRepublicans,
bolstered by revelations that Mr Hodg-
kinson had volunteered to campaign for
Senator Bernie Sanders, to make the
same argument. “The hyperbolic vitriol
from the left has spurred threats and now
action without historical parallel,” Mr
Garrett tweeted.

Both sides have a point. The hatred
millions ofAmerican express towards
President Trump, four months into his
term, may be unprecedented. Then again,
no one has done more to coarsen politi-
cal debate than him: recall the “lockher
up” chants at campaign rallies last sum-
mer, or the offer to pay the legal costs of
someone who beat up a protester. But
intemperate political debate is not in-
citement to violence. Some are cynically
confusing legitimate efforts to hold a
rule-breaking president to account with
the hostility of left-leaning voters and
activists, including violent extremists like
Mr Hodgkinson. That approach is likely
to stir even more hatred—and to make
lawmakers, who have been badly shaken
by the shooting ofMr Scalise, less safe.

WASHINGTON, DC

A Republican congressman and three others are wounded by a gunman

Field of tears

THE signature cocktail at the bar of the
Trump International Hotel, in the Old

Post Office building in Washington, is a
$100 vodka potion served with oysters
and caviar. It is called “The Benjamin” after
Benjamin Franklin, America’s first post-
master-general. “You can see anyone from
RudyGiuliani to foreign dignitaries to busi-
nessmen from Dubai here,” saysa bartend-
er, who serves drinks under a vast Ameri-
can flag on loan from the Heritage
Foundation, a conservative think-tank. She
likes her job for the “exposure” it affords.
Franklin, a signatory to the constitution,
may not have been so impressed.

Over the 230 years since then, no court
has had occasion to weigh in on the mean-
ing of two so-called “emoluments” clauses
in America’s founding document. One
sayspresidentsmayreceive only their sala-
ry, and no other payment, from the federal
government or the states. The other bans
federal officials from receiving “any pre-
sent, emolument, office, or title, of any
kind whatever” from a foreign state with-
out the approval ofCongress.

Donald Trump handed control of the
Trump Organisation to his sons and a trus-
tee in January. President Trump’s lawyer

Suing the president

Emolumental

WASHINGTON, DC

The numberofparties keen to see the
president in court multiplies
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2 said back then that he would turn “leader-
ship and management” of his global busi-
ness empire over to his sons, but he contin-
ues to be its primary owner, and the
handoverwasanythingbutblind: with up-
dates at least every quarter, Eric Trump
keeps his father well apprised of how his
businesses are faring.

Since the election, the governments of
Bahrain and Kuwait have both held events
at the Washington hotel, cancelling their
reservations at other venues. The embassy
of Azerbaijan partied in its “Lincoln Li-
brary”. Saudi Arabia went on a $270,000
splurge, lobbying against legislation that
allows Americans to sue foreign govern-
ments over terror attacks. After a visit in
April Kaha Imnadze, Georgia’s ambassa-
dor to the UN, tweeted: “Great hotel and so
far the best service I’ve seen in the United
States! Keep it up!” Mr Trump promised to
donate all hotel profits from foreign gov-
ernments to the Treasury. Last month the
Trump Organisation put out a strange bro-
chure clarifying that it would not require
foreign guests to identify themselves, as
that would “diminish the guest experience
ofour brand”. 

The hotel is just the tip of the iceberg,
says Richard Painter, a law professor at the
University of Minnesota who served as
George W. Bush’s ethics lawyer. According
to a financial disclosure report, the presi-
dent owns or controls 500 businesses in
two dozen countries. Some have already
become politically entangled. Take Mr
Trump’s deal in Turkey. Incensed by Mr
Trump’s comments last year, the president,
Recep Tayyip Erdogan, threatened to strip
his name from Trump Towers Istanbul, a li-
censing deal worth several million dollars.
After Mr Erdogan backpedalled, Mr Trump
lavished him with praise and welcomed
him to the White House. The Philippines’
president, Rodrigo Duterte, made the head
of the company that built Trump Tower

Manila a special trade envoy to America. 
Mr Trump, a fan of seeing people in

court, now faces four different lawsuits
over his conflicts of interest. One filed by
the Democratic attorneys-general ofMary-
land and the District of Columbia, accuses
the presidentofviolatingboth anti-corrup-
tion rules. Another, filed by nearly 200
Democratic Congressmen, argues that the
president has failed to seekCongress’s per-
mission before accepting foreign gifts, as
the Emoluments clause says he must.

The Department of Justice has already
responded to a challenge from Citizens for
Responsibility and Ethics in Washington
(CREW), a watchdog group, by urging the
court to dismiss charges. CREW does not
have the right to sue, the administration ar-
gued, and courts have no authority to stop
presidents carrying out their “official du-
ties”. This back-of-the-hand response will
be harder to support in the suit brought by
the states, which features sovereign enti-
ties as plaintiffs and which, according to
Joshua Matz, a lawyer, and Laurence Tribe,
a professor of law at Harvard, has an “ex-
ceptionally powerful” justification for le-
gal standing. Mr Matz and Mr Tribe, who
helped design the lawsuit, point to cases
where Republicans turned to state govern-
ments as plaintiffs to challenge Barack
Obama’s agenda. 

The challenge to Mr Trump’s business
interests, which the administration dis-
missed as a merely partisan attack, will not
be resolved in a flash. The administration
has 60 days to file its first response. If the
court then permits the case to move for-
ward—not a certainty, given the novel con-
stitutional claims at stake—the clash will
turn to whether the plaintiffs may force Mr
Trump to hand over tax returns as evi-
dence of his business ties. That struggle
alone could consume the judiciary for
some time, perhaps eventually involving
the nine justices of the Supreme Court. 7

All about the Benjamins

SPEAKING in the White House Rose Gar-
den in May, Donald Trump described

the $19.9bn increase in defence spending
for 2017 (agreed upon seven months late
after much wrangling) as “massive and
badly needed”. It would soon be followed,
he promised, by further boosts to the Pen-
tagon’s funding. “We’re going to have the
finest equipment of all types—whether it’s
aeroplanes, or ships or equipment in gen-
eral—that we’ve ever had in the history of
our country,” he said. Mr Trump has prom-
ised to expand the navy from 275 ships to
350, the army from 476,000 active-duty
soldiers to 540,000 and to give the air force
hundreds ofadditional fighter jets.

As Jim Mattis, the defence secretary,
and General Joseph Dunford, chairman of
the joint chiefs of staff, went in to fight for
next year’s defence budget before a clutch
of congressional committees, a different
picture emerged. The president’sbudget re-
quest for fiscal 2018, which begins in Octo-
ber, has been pitched at $603bn (with a
base budget for the Pentagon of $575bn).
That is $54bn above the caps mandated by
the 2011 Budget Control Act (BCA), which
started to bite in 2013, but only 3.3%, above
BarackObama’s defence plans.

The increase has to cover two spending
lines in the 2017 budgetpassed byCongress
that were higher than the Obama request:
16,000 additional troops for the army, and
a 2.1% pay increase instead of 1.6%. About
half the extra $19bn would thus be ab-
sorbed by the extra personnel costs and
the higher operational and maintenance
costs that are the consequence of a larger
force. In terms of equipment, it will mean
one more destroyer ordered, but not a sin-
gle extra aircraft above the Obama request.
Mr Mattis admitted to the House Armed
Services Committee on June 12th that the
budget submitted would not go farbeyond
“filling in holes”. By that he meant improv-
ing what he sees as the poor state of readi-
ness resulting from four years of budget
caps, sequestration (automatic across-the-
board cuts when the caps were exceeded)
and continuing resolutions (to meet fund-
ingneedswhen Congresscould not reach a
longer-term agreement).“Congress as a
whole has met the present challenge with
lassitude, not leadership,” he said.

The Republican leaders of the House
and Senate Armed Services Committees,
Mac Thornberry and John McCain agree,
and also regard Mr Trump’s budget request
as inadequate. They compare the plight of

America’s defence budget

The $600bn
question

Donald Trump talks big about a military
build-up. It’s not going to happen
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2 the armed services today with the post-
Vietnam “hollow force” of the 1970s, and
would like to see a base budget this year of
$640bn, rising to $740bn by 2022. Mr
McCain wants $60bn allocated annually
to cover “overseas contingency opera-
tions” (OCO). He rightlycomplains that the
money for this, which should be largely for
fighting current wars, has been abused as a
slush fund to get around the budget caps.

There is slim chance that the $603bn re-
quested by the president will materialise,
let alone the larger military build-up envis-
aged by Senators McCain and Thornberry.
Defence will get more only if non-defence
discretionary spending gets less, says Todd
Harrison of the Centre for Strategic and In-
ternational Studies, a think-tank. The presi-
dent’s budgetalready banks deep cuts else-
where, especially to the State Department,
overseas aid and the Environmental Pro-
tection Agency. The only way to get even
close to Mr Trump’s budget request would
be to repeal or amend the BCA. Repeal
seems improbable—Mr Trump’s budget di-
rector, Mick Mulvaney, is a deficit hawk
who loves it. But after a summer of legisla-
tive gridlock, there may eventually be a
compromise amendment of the kind that
has passed three times before. MrHarrison
reckons defence will end up getting only a
few billion dollars more than Mr Obama
wanted. “This is not”, he says, “a defence
build-up.”

Nor are subsequent years likely to be
different. Mr Mattis talks hopefully about
3-5% a year“top-line” growth. “In Washing-
ton, you have to get your big increases in
early when you have political capital,”
says Mackenzie Eaglen of the American
Enterprise Institute, another think-tank.
Unfortunately forMrTrump, many in Con-
gress believe he has already exhausted
what little capital he started out with.

Does this matter? Michael O’Hanlon of
the Brookings Institution likes bits of the
McCain/Thornberry plan, but he ques-
tions their claims of a “huge readiness cri-
sis”. Mr O’Hanlon notes that “the military

is not in dire straits”, and that Congress
“should be pushing harder to see what the
services can do to manage the force bet-
ter”. The present strain could be eased by
reducing expensive rotational deploy-
ments to places such as South Korea, Oki-
nawa (Japan) and Poland, in favour of lon-
ger tours with families in tow. Ships could
stay on station for several years ifone crew
relieved another every six months, mak-
ing a much bigger navy unnecessary.

Including overseas contingency fund-

ing, this year’s defence budget, adjusted for
inflation, will actually be slightly higher
than the peakofthe much-vaunted Reagan
build-up (see chart). It is true that today’s
all-volunteer force has become more ex-
pensive and that costs such as health care
absorb more of the budget. It is also true
that automatic spending cuts have ham-
pered planning and resulted in some dys-
function. But with a little more creativity at
the Pentagon, $600bn or so could still be
made to go quite a long way. 7

The price of super power

Source: Todd Harrison, CSIS
*Using 2018

budget-price deflator

United States, national defence budget
$bn, 2018 prices*
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Illegal drugs

Life or meth

THE bucolic highways that connect
Montana’s capital, Helena, to the

leafy college town ofBozeman are clut-
tered with billboards that advertise
motels (“Stay where the cowboys stay!”),
religious hotlines and all-you-can-eat
buffets. Then, in front ofa cattle ranch,
appears a more surprising sign. The red-
white-and-blue face ofUncle Sam glares
down at drivers next to text that reads, “I
want you to end Meth.”

Drug-related deaths outnumber those
from car crashes, suicides or firearms.
Opioids account for over two-thirds of
the total. The alarm over painkillers and
heroin is justified, but it has overshad-
owed another worsening drug problem:
methamphetamine. 

Bryan Lockerby, who heads Mon-
tana’s Division ofCriminal Investigation,
says he has never seen the state more
awash with meth. Infants are being born
hooked on it, and the parents ofnearly a
third ofchildren in Montana’s foster-care
system are methamphetamine users.
Between 2009 and 2015, drug-related
arrests in the state increased by 62%. 

This problem is not confined to the
Treasure State. According to the National
Drug Threat Assessment for 2016, nearly a
third ofAmerican law-enforcement
agencies ranked methamphetamine as
the biggest drug threat in their areas. And
the problem seems to be growing. In 2016,
43% of law-enforcement agencies in the
south-east and 71% in the south-west
listed methamphetamine as the biggest
drug threat locally, compared with 23%
and 57% respectively in 2009. 

Before 2005, methamphetamine was
often made by picking up a few common-
cold medicines from the pharmacy and
mixing them with other chemicals in
sheds, kitchens and barns. To deal with
this meth plague, which ravaged rural
communities in the late 1990s and early
2000s, Congress passed a law in 2005 to
restrict medicines, such as ephedrine,

which were being used to make it. 
Instead ofdisappearing, however,

methamphetamine production migrated
south to Mexico, where today chemists
produce mammoth batches of the drug
in professional labs. Nearly all the meth
consumed in America today is smuggled
in from Mexico, often liquefied and
disguised creatively in gas tanks or re-
sealed iced-tea cans. 

High levels ofmethamphetamine
production in Mexico partly explain why
the drug is spreading: it is cheaper than
ever before. According to the Drug En-
forcement Agency (DEA), in late 2007 the
drug cost $293 per pure gram; by early
2016 its price per pure gram had plum-
meted to $66. In the same period, purity
increased from 40% to above 90%, allow-
ing users to enjoy a more potent high. 

Although deaths from methamphet-
amine are harder to track than those from
heroin or cocaine, evidence suggests that
they are increasing. The Centres for Dis-
ease Control and Prevention recorded
4,298 psychostimulant deaths in 2014—up
229% from 2004, at the height of the
previous meth epidemic. Between 2010
and 2014, 85-90% ofpsychostimulant
deaths mentioned methamphetamine
on the death certificate. Local studies in
Oregon and Texas also show deaths from
meth increasing sharply, largely because
it is more potent now. 

Drug users are far less likely to over-
dose on meth than on opioids, which kill
people by slowing or stopping their
breathing. But the drug’s surge is fright-
ening for other reasons. Meth is a stim-
ulant that increases energy, libido and— if
used at high levels or for long periods—
paranoia and aggression. A study in
Sydney in 2010 suggested that meth users
were almost twice as likely as heroin
users to have committed violent acts in
the previous year. And, in contrast to
opioid dependency, no medical treat-
ment yet exists for meth addiction. 

BOZEMAN, MONTANA

The focus on opioids overshadows anotherworsening drug plague
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AS A rule, it is not ideal for a presidential administration to re-
mind onlookersofa feuding, villain-haunted Shakespearean

tragedy. Yet that was a widely shared reaction when the first full
meeting of President Donald Trump’s cabinet, on June 12th, be-
gan with an extended flattery contest. 

Vice-President Mike Pence set the tone, confiding that serving
a president “who’s keeping his word to the American people” is
“the greatest privilege of my life”. As Mr Trump clenched his jaw,
nodded and threw in an occasional “good job” of encourage-
ment, his cabinet secretaries—who include former governors, re-
tired four-stargeneralsand more than one billionaire—mostly fol-
lowed suit. They variously reported that his presidency has
“thrilled” crime-fighters, excited the world with its “international
flair” and inspired “love” in Mississippi. “My hat is off to you!”
swooned the energy secretary, Rick Perry, who in 2015 called Mr
Trump a “cancer on conservatism”. For as long as cameras
whirred this surge of praise rolled round the room like a bureau-
crats’ Mexican wave, peaking with a testimonial from Reince
Priebus, the White House chief of staff. Unabashed by specula-
tion that he is to be sacked, Mr Priebus declared: “We thank you
for the opportunity and the blessing to serve your agenda.” The
verdict ofa Twitter-user from Toronto, “This is actually the start of
‘King Lear’,” went viral, pinging around the political internet.

No secretary quite filled the role of Cordelia, the princess
whose principled refusal to flatter King Lear in the opening scene
of that tragedy (“I cannot heave/My heart into my mouth”) helps
to precipitate her father’s descent into madness and the play’s
plunge into eye-gouging, several murders and a small war. A few
came close, notably James Mattis, the defence secretary and a
thoughtful formerfour-starMarine general. Rather than fawn, Mr
Mattisused his turn to praise troopsand to expressa core plankof
his philosophy: that America maintains potent armed forces so
that its diplomats “always negotiate from a position ofstrength”.

As Mr Trump basked in congratulations, then hailed himself
as the most “active” and productive president since Franklin D.
Roosevelt, it was understandable if some recalled Shakespeare’s
tragedies. For those works often explore how sycophancy clouds
the judgment ofgreat men, especially when pride prevents them
from seeing that they are being gulled. As he divides his kingdom

between three daughters, Learconfusesflowerywordswith love.
It is fawning that lures Julius Caesar to a fatal ambush in the Capi-
tol, as a conspirator predicts: “But when I tell [Caesar] he hates
flatterers,/He says he does, being then most flatterèd.” 

In a further demonstration that Shakespeare’s works pack a
political punch more than 400 years on, Mr Trump’s cabinet
meeting was held on the very day that a production of “Julius
Caesar” opened in New York at an outdoor theatre in Central
Park, in which the Roman dictator is played by a blonde, Trump-
like figure in a suit and red tie. That staging, including a graphic
stabbing, prompted anger from conservative news outlets and
from the president’s son, Donald Trump junior, who asked on
Twitter: “I wonderhowmuch ofthis ‘art’ is funded bytaxpayers?”
As some corporate sponsors withdrew support and the National
Endowment for the Arts, a federal agency, denied having funded
the play, its directorargued that Shakespeare’s drama does not in-
cite violence but in fact explores the terrible costs of trying to pre-
serve a republic through undemocratic means.

For all that, those drawing parallels between Shakespeare’s
tragedies and the Trump administration need to be sure that they
are comparing like with like. The present White House may be
uncomfortably reminiscent of a medieval court, with its cliques
and coerced displays offealty, all taking place under the watchful
gaze ofa rulingfamily—as cabinet members cringed this week, an
impassive Jared Kushner, Mr Trump’s son-in-law and senior
counsellor, could be seen monitoringtheir tributes from a seatbe-
hind the president. 

But Mr Trump is no King Lear, whose choleric old age was pre-
ceded by a longand fruitful reign. Nor ishe a JuliusCaesar, whose
grandeur renders him incautious around flatterers: just before his
assassins strike, Caesar sniffs that he is unmoved by their “base
spaniel fawning”. Instead Mr Trump is a boastful, thin-skinned
praise-addict. Lacking a governing record after squandering the
start of his presidency, he used his first full cabinet meeting to
stage a televised display of loyalty. He knew full well that the
powerful men and women in the room were flattering him—and
relished their humiliation. He is more bully than tragic hero.

Robes and furr’d gowns hide all
Shakespeare understood bullies. The tragedies are filled with
demagogues: orators with a genius for stirring up divisions and
stoking grievances to turn decent citizens into angry, vengeful fol-
lowers. During the election Mr Trump called rivals “disgusting”
orsaid they“choked like a dog”. Thisweekhe called the news me-
dia both fake and “dirty” and said they pursue “their agenda of
hate”. Shakespearean populists—men like the plotters in “Julius
Caesar” or the crowd-pleasing tribunes in “Coriolanus”—also de-
humanise opponents. They call their foes wolves, or an elitist
“enemy to the people”, liable to pay commoners no more heed
than dogs that are “beat for barking”.

The fact thatMrTrump isa smaller, shallowerfigure than most
Shakespearean heroes (or villains, come to that) makes the cra-
ven behaviourofhiscabinet secretariesand otherRepublican en-
ablers even harder to explain. Unlike courtiers in a Jacobean trag-
edy, they risk neither execution nor banishment. No invading
army or witches’ curse impels so many members ofTeam Trump
to sell their reputations and dignity cheap: merely ambition, and
the comforting fiction that they are indispensable. Serving Mr
Trump is a modest test of character, by Shakespearean standards.
It is one which too many underlings are failing. 7

Shakespeare it ain’t

Donald Trump’s need forflattery is trashing reputations in his innercircle 

Lexington
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THE Olaroz salt flat sits nearly 4,000 me-
tres (13,000 feet) above sea level at the

end of a road that snakes through the An-
des mountains. The loudest sound in the
featureless expanse is a mechanical one,
made by untended pumps. They extract
lithium-bearing brine from wells sunk
deep below the salt crust and deposit it in
evaporation pools. The concentrate will be
taken to a nearby plant for processing into
lithium carbonate. The operation in Argen-
tina’s Jujuy state, an Argentine-Australian-
Japanese joint venture, is one of the coun-
try’s two working lithium mines. Last year
it produced 11,845 tonnes of lithium car-
bonate, about 6% of the world’s output.
This year Sales de Jujuy plans to make
17,500 tonnes.

Lithium is a coveted commodity. Lithi-
um-ion batteries store energy that powers
mobile phones, electric cars and electricity
grids (when attached to wind turbines and
photovoltaic cells). Joe Lowry, an expert on
the lightest metal, expects demand to near-
ly triple by 2025. Supply is lagging, which
has pushed up the price. Annual contract
prices for lithium carbonate and lithium
hydroxide doubled in 2017, according to In-
dustrial Minerals, a journal. That is attract-
ing investors to the “lithium triangle” that
overlays Argentina, Bolivia and Chile (see
map on next page). The region holds 54% of
the world’s “lithium resources”, an initial
indication of potential supply before as-

nign investment climate. Chile is far ahead
in rankings of ease of doing business, lev-
els of corruption, and the quality of its bu-
reaucracy and courts (see charts on next
page). Its lithium depositsare close to Anto-
fagasta and other Chilean ports; the lithi-
um carbonate that is produced in Jujuy
passes through them. 

But growth has flattened, allowing Aus-
tralia to threaten Chile’s position as the
world’s top producer. This is mainly be-
cause, when it comes to lithium, Chile is
less liberal than it is with respect to copper,
the country’s biggest export. Fortunately,
that problem can be easily fixed.

Laws enacted in the 1970s and 1980s
classify lithium as a “strategic” material on
the ground that it can be used in future nuc-
lear-fusion power plants. There is little
prospect that Chile will soon build one of
these, but controls on lithium production
remain as a way of protecting the desert’s
fragile ecosystem.

Just two companies, Chile’s SQM and
Albemarle of the United States, are al-
lowed to extract brine under leases that
were signed in the 1980s. In addition, they
are subject to quotas on the lithium they
can produce from the brine, which also
yields other minerals. The government
wants to raise production. But the Eco-
nomic Development Agency (Corfo),
which holds the lithium reserves, is now
engaged in a legal dispute with SQM, and
so has refused to raise its quotas, which the 

sessing proven reserves (see chart).
The three countries have not been

equallyeager to seize the opportunity. Mar-
ket-friendly Chile has a big head start. Ar-
gentina is hastening to make up lost
ground, as the activity on the Olaroz salt
flat suggests. Bolivia, whose resources are
as large as Argentina’s, has barely begun to
exploit them. Those differences suggest
much about how the South American trio
treat enterprise and investment more gen-
erally. They face a formidable challenger in
Australia, where lithium must be expen-
sively crushed out of rock and shipped to
China for processing, but investment con-
ditions are friendlier. 

The regional champ
Chile dominated the world lithium mar-
kets for decades. The Atacama salt flat has
the largest and highest-quality proven re-
serves. The desert’s blazing sun, scarce
rainfall and mineral-rich brines make
Chile’s production costs the world’s low-
est. Allied to this is the region’s most be-

The lithium triangle

The white gold rush

LA PAZ, SAN SALVADOR DE JUJUY AND SANTIAGO

Three South American countries have much of the world’s lithium. They take very
different approaches to exploiting it
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2 company is likely to use up by 2021. 
Chile is looking for other ways to in-

crease output. In January Codelco, the
state-owned coppercompany, invited priv-
ate firms to invest in the Pedernales and
Maricunga salt flats, lithium-rich areas that
it controls. This year Corfo struck a new
deal with Albemarle, which extends its
mining lease to 2044 and gives it an addi-
tional quota. Albemarle agreed to sell a
quarter of its output at preferential prices
to Chile-based firms that propose to make
value-added products, starting with cath-
odes for batteries. 

Staying on top
With higher quotas, the Atacama salt flat
alone could more than quadruple produc-
tion to 350,000 tonnes a year without ex-
tracting more brine, says Eduardo Bitran,
Corfo’s chief executive. That would help
secure Chile’s spot at the top of the global
lithium league table. Ending the metal’s
strategic status and getting rid of quotas
would make still more sense. So would im-
proving Chile’s institutions and infrastruc-
ture. Although they are the region’s best,
they lagbehind those ofAustralia. “Chile is
going in the right direction, but more is
needed,” says Daniela Desormeaux of sig-
numBOX, a market-research company
based in Santiago. For SQM, this progress is
still too slow. It has turned to Argentina. 

That would not have happened two
years ago. It has been decades since any-
one thought of Argentina as business-
friendly. Cristina Fernández de Kirchner, a
populist who governed until December
2015, made things harder. Currency con-
trols to prop up the peso stopped foreign
companies from repatriating dividends.
Export taxes reduced profits and import
controls made it hard to bring in machin-
ery. Investors had to apply to the tax au-
thority for permission to import, and then
to the central bank for hard currency,

which dwindled as Ms Fernández’s ad-
ministration wore on. “It would usually
take months to get drilling equipment and
pumps into the country,” saysDavid Sidoo,
chief executive of Advantage Lithium, a
Canadian firm.

Under the constitution, provinces, not
the federal government, own the country’s
minerals. Mining firms had to find their
way through a confusion of provincial
rules and regulations. “It was like the Tow-
er of Babel,” says Daniel Meilán, the coun-
try’s current mining secretary. Investors
found it difficult to workout which compa-
nies had already been awarded conces-
sions, while provincial governments often
muscled their way into projects. JEMSE, a
mining firm owned by the province of Ju-
juy, demanded an equity stake of 20% in
Sales de Jujuy before settling for 8.5%, fi-
nanced with a loan from the company. 

Argentina’s newish president, Mauri-
cio Macri, has tried to unblock investment,
including that in lithium. In his first week
in office the former businessman eased
currency controls and started to scrap ex-
port taxes. His entrepreneurial zeal has in-
fluenced provincial governments, which
are approving permits for exploration and
extraction much more quickly. “It’s much
faster to get equipment into the country
now,” says Mr Sidoo. Jujuy’s government
has created a database to make it easier for
investors to figure out who holds mining
concessions.

The federal government is trying to har-
monise provincial regulations. It has ham-
mered out agreement on a standard royal-
ty (3% ofrevenue, plus1.5% to improve local
infrastructure), which must now pass
through provincial and federal legisla-
tures. Mr Macri has ambitious plans to im-
prove the country’s lousy infrastructure,
although that will take more time. 

These advances have started to un-
freeze investment in lithium. In 2016 the
sector attracted $1.5bn; production rose by
nearly 60%. “We’re in expansion mode,”
says Alex Losada-Calderón, the chief oper-
ating officer of Sales de Jujuy, which is in-
vesting $160m in new equipment. The
country expects to produce 145,000 tonnes
of lithium carbonate in 2022, five times last
year’s output. But Mr Meilán remains cau-

tious. Argentina lost the confidence of in-
vestors over many years, he says. “It will
take more than a day to recoup it.”

The 16th-century escutcheon of Potosí,
a city on the high Andean plain in south-
ern Bolivia, declared it the “treasure of the
world, king of all mountains and envy of
kings”. Its silver mines bankrolled Spain’s
empire. Today’sprospectorsare eagerto ex-
ploit the area’s lithium deposits, but Boliv-
ia’s democratic government is less wel-
coming than the imperial one.

The country’s investment regime suf-
fers from “lack of legal security, weak rule
of law, corruption and murky internation-
al arbitration measures”, according to the
American State Department. Under the
left-wing government led by President Evo
Morales since 2006, Bolivia has pulled out
of numerous bilateral investment treaties,
denying investors access to international
arbitration. His government has national-
ised parts of the oil and gas industries,
along with the biggest telecoms company
and most of the electricity sector. 

The government keeps an even tighter
grip on lithium than it does on gas, its big-
gest export. YPFB, the state-owned natural-
gas company, at least enters into joint ven-
tures with private-sector firms. Since 2010
the right to extract lithium brine has been 
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KNOWN, like Donald Trump, as the pre-
senter of a local version of “The Ap-

prentice”, a reality-television show, João
Doria entered Brazil’s political firmament
last year when he was elected mayor of
São Paulo by a huge margin over his near-
est rival. 

He has the smooth charm of a profes-
sional communicator and, with his lithe
build and V-necked navy-blue cashmere
sweater, a metrosexual air. He is a worka-
holic who sleeps little. He recently re-
ceived Bello at the city hall at 8.15pm, with
two further meetings ahead. 

“I am in politics, but not ofpolitics,” he
says. “I am a manager.” In his first five
months in office he cutwaiting lists athos-
pitals by persuading them to schedule
tests and operations around the clock. His
education policy consists of putting com-
puters in schools by cadging donations
from tech firms. He sentdemolition teams
to clear out Cracolândia, an area where
drugaddicts lived on the street. Critics say
he merely dispersed the problem.

At best, this is no more than a possibly
promising start. Yet Mr Doria is already
being talked about as a serious contender
in Brazil’s presidential election in October
2018. That says much about the way in
which corruption investigations and an
economic slump have mown down the
political class like a line of harvesters
scything through a prairie ofsoyabeans. 

Several former leaders are in jail; on
June 13th Sérgio Cabral, an ex-governor of
Rio de Janeiro, received 14 years. More
than 80 politicians are being investigated,
suspected of benefiting from a scheme
under which big businesses funnelled
bribes to them in return for favours. Luiz
Inácio Lula da Silva, who was wildly pop-
ular when he left the presidency in 2010,
faces five charges of corruption, which he
denounces as politically motivated. His

left-wing Workers’ Party was ousted from
office by the impeachment of Dilma Rous-
sefflastyear, forfiscal misdemeanours. Aé-
cio Neves ofthe centre-right Party of Brazil-
ian Social Democracy (PSDB), whom she
defeated in the election in 2014, faces cor-
ruption accusations (which he denies). 

Michel Temer, Ms Rousseff’s vice-presi-
dent and successor as president, is clinging
tenaciously to office. He received a boost
on June 9th when the electoral tribunal
opted (by four votes to three) not to over-
turn the election result despite evidence
that their campaign received bribes. Mr
Temer, who has pulled the economy out of
its deep recession, faces other investiga-
tions. Nevertheless, he may survive until
the presidential election next year.

No wonder polls show that Brazilians
have little respect for their politicians.
When it comes to political renewal, “the
problem isn’t demand but supply,” ob-
serves Cláudio Couto, a political scientist
at the Fundação Getulio Vargas, a universi-
ty. At this early stage, the opinion polls for
2018 show Lula with a lead. But he has a
low ceiling and has lost the support of cen-
trist voters, says Ricardo Sennes, a political

consultant, who doubts whether Lula
will run for president even if he is legally
free to do so.

The election could become a contest
among outsiders, with the risk of a popu-
list candidate exploiting the political vac-
uum. That risk would rise, argues Luiz Fe-
lipe d’Avila of the Centre for Public
Leadership, a think-tank, if congress fails
to approve reforms to pensions and other
measures backed by Mr Temer. These are
needed to ensure that the economy re-
vives before the election.

The traditional political class may not
be dead yet. Ironically, that is in part be-
cause in 2015 the electoral tribunal
banned campaign donations by compa-
nies (but not by individuals). In response,
congress is likely to approve a reform to
increase public campaign financing. It
may well tack on more measures, such as
a German-style threshold ofvotes for par-
ties to gain seats in congress and a require-
ment that parties form the same co-
alitions locally as they do nationally. All
these proposals would strengthen the
bigger parties, and established politi-
cians, at the expense ofproliferating small
rent-a-parties and newcomers.

Under these conditions someone like
Geraldo Alckmin, the powerful and mod-
erate PSDB governor of São Paulo state
who is Mr Doria’s political mentor, is a
contender. But there is a caveat. Almost
anyone who has been in politics in Brazil
fora while runs the riskofbeingensnared
in scandal because undeclared donations
were the norm. That is why Mr Doria—
who isboth an insiderand a political nov-
ice—has a chance, frail though his creden-
tials may be. So do several other young
state governors who have yet to make an
impression on the national stage. As Mr
Couto puts it, in Brazil today “the unpre-
dictable is probable”.

The rise of the political apprenticeBello

Howmuch ofBrazil’s political class will survive scandal?

reserved for the state. Private firms can
now do no more than gaze longingly upon
the Uyuni salt flat nearPotosí, the largest in
the world. 

The state’s foray into lithium extraction
is not going well. It has not yet calculated
how Uyuni’s resources translate into ex-
ploitable reserves, which normally hap-
pens before anyone sinks a well. Even so, it
has built a pilot extraction operation and is
pressing ahead with plans to construct a
full-scale lithium-carbonate plant capable
of producing 30,000 tonnes a year. The
venture is behind schedule, well over bud-
get and hobbled by a lack of expertise and

technology, says Juan Carlos Zuleta, an
economist who specialises in lithium. 

Like Chile, Bolivia hopes to form part-
nerships with private firms to make value-
added products, including batteries and
electric cars, through a new lithium enter-
prise, Yacimientos de Litio Bolivianos. But
the government’s insistence on keeping a
controlling stake is discouraging potential
investors. In 2016 Bolivia sold 25 tonnes of
lithium carbonate to China, pocketing a
princely $208,000. 

The government’s attitude towards
private investment may be softening. A
mining law enacted in 2014 permits new

contracts between private firms and the
state (though not in lithium). An invest-
ment law, passed in the same year, sets out
a framework for bringing foreign investors
into the country. Another recent measure
lays down rules for arbitrating disputes be-
tween foreign investors and the state,
which could lessen the uncertainty caused
by Bolivia’s withdrawal from bilateral trea-
ties. Together, these have piqued investors’
interest, says Fernando Aguirre, a lawyer.
Bolivia has a long way to go before it chal-
lenges Chile and Argentina for lithium-tri-
angle supremacy. If it continues to open
up, Potosí could somedayreturn to glory. 7
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FOR 165 Senegalese, the journey of a life-
time ended in a fluorescent-lit, green-

carpeted barn at the edge of Dakar’s inter-
national airport. Dressed uniformly in
new white sneakers and hoodies reading
“RISING” in large letters, they perched on
plastic chairs and ate their first meal back
on home soil out of foil containers. They
had just returned from Tripoli, in Libya, on
a flight put on by the International Organi-
sation for Migration, a UN body. Of the 165,
all but one were men, and all were young.
They had been trying to get onto boats
bound for Europe. Instead they had spent
months—over a year for some—living on
starvation rations in Libyan prisons.

And yet by their accounts, these are the
lucky ones. “Today, to be back here, it is as
good as if I made it to Europe,” says Mo-
hammed Sylla, a 30-year-old trader. “Why
did I want to go to Italy anyway? I was stu-
pid.” He headed for Libya after trying to get
to Europe through Morocco, but the mo-
ment he crossed the border from Algeria, it
became “a hell”. He describes being beat-
en up repeatedly by soldiers, and hiding in
a forest for six days without food. Two oth-
er migrants he was with, from Guinea,
were shot by militiamen in front of him. “I
thought I would die for sure,” he says, his
voice dipping to a whisper. Black people
are imprisoned, he continues, and sold on
for labour or ransom.

Centuries ago, Senegal, on the western

In Senegal it is possible to get a hint of
what leads people to riskthe journey to Eu-
rope. Kayar, a fishing village about 60km
(40 miles) outside Dakar, is a place from
where people have been seeking a way
north for decades. On the beach, hundreds
of wooden pirogues painted in dazzling
colours crowd the sand; the buzz ofsaws at
makeshift workshops fills the air. But fish-
ingprovidesworkonlyfora fewmonths of
the year, leaving young men with little to
do. Instead, they dream up schemes for
travelling north. 

Ali Diong, a 35-year-old fisherman, of-
ten chats on WhatsApp with friends who
have made it to Spain and Italy. “They can
send money to their wives, they can pay
for baptisms,” he says. “We who are still
here depend entirely on our parents.” Ev-
ery migrant’s plan is different, he says, but
in order to pay for their journeys, people
sell assets, such as their boats or motor-
cycles, or families chip in to raise the fare. It
is risky, he admits. “But here there is noth-
ing. You have to do something, and emigra-
tion is all you have.”

Kayaralso offershintsofhowillegal mi-
gration can be curbed. A decade ago, the
area was a transit point for people trying to
travel 1,500km across the Atlantic to the
Spanish Canary Islands. According to
Aliou Ndoye, the town’s assistant mayor,
at the peakofthatmigration, in 2006, some
973 men from Kayar—which has a popula-
tion of just 27,000—tried to cross. Hun-
dreds ofpeople died; some pirogues full of
bleached corpses washed up in the Carib-
bean. Today, that route is all but closed,
thanks to a deal Spain struck with Senegal
to return migrants and patrol the coast for
boats. Those who want to try to get to Eu-
rope face an even tougher journey. And
from Kayar, fewer are going. Mr Ndoye
reckons the number who have left this 

edge of Africa, was a stopping point for
European ships taking slaves to the new
world. On Goree Island, offthe coast ofDa-
kar, tourists can gawp at buildings where
human beings were once kept like cattle.
Today, Senegalese go on grim journeys of
their own volition, in hope of a better life.
Of 37,000 arrivals to Italy in the first four
months of this year, around 7% were from
Senegal. In that time the number of mi-
grants, mostly from the Middle East, cross-
ing to Greece from Turkey dropped by over
90% compared with last year. By contrast,
the number going to Italy increased—most
of them from west Africa.

Migration

What drives the huddled masses

DAKAR

West Africans nowrealise that migrating to Europe is not easy—but forsome the
appeal will neverfade
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2 year is under 100. Those who do so now
mostly head to Morocco instead of Libya.
That is Mr Diong’s plan: “The desert is very
dangerous, but I knowthe sea,” he reasons. 

The trouble for European countries,
desperate to curb the flow of boats across
the Mediterranean, is that the message
hasn’t reached other parts of Senegal yet.
Jo-Lind Roberts-Sene, the representative of
the IOM in Dakar, says that closer to the
capital people have become more wary.
But in more remote parts of the country,
the idea that Europe is El Dorado persists.
The majority of migrants going to Europe
via Libya these days are leaving from
south-east Senegal, which is separated
from the restofthe country by the Gambia,
and is far poorer. Migrants from there are
usually farmers, and do nothave much for-
mal schooling. “They think they are aware
of the dangers,” says Ms Roberts-Sene; but
those who come back tell shocking tales.

That is certainly true ofThierno Mendy,
a 37-year-old from eastern Senegal. “If I
knew the journey would be like it was, I
would never have done it,” he says. But
failure is shameful, and many migrants are
desperate to believe they have a chance.
Massyla Dieng, a 50-year-old in Kayar who
lived in Italy for ten years, sayshe hasgiven
up trying to persuade youngmen not to go.
“When I say it is tough, they treatme like an
enemy. They thinkI want them to fail.” Un-
fortunately, whatever the dangers may be,
as longas a few are making it to Europe, the
dream will never fully die. 7

South Africa’s opposition

Historical grievance

HELEN ZILLE, a doyenne ofSouth
Africa’s liberal opposition, knew it

was time to go when she stepped down
as leader of the Democratic Alliance (DA)
two years ago. Ms Zille, a white woman,
had fought hard, first against apartheid
and later to build the party into a plausi-
ble alternative to the ruling African Na-
tional Congress (ANC). She then tooka
backseat in the party to allow the rise of
a young, black leader, Mmusi Maimane,
even as she kept her position as premier
(governor) of the Western Cape, the only
province won by the opposition. “I had
fortuitously avoided the fate ofmost
politicians, captured in the aphorism
‘There is no comfortable end to a political
career; only death or disgrace,’” Ms Zille
boasted in her autobiography of2016. 

Sadly that was not to be. After a trip to
Singapore in March impressed her, she
tweeted that “For those claiming legacy
ofcolonialism was ONLYnegative, think
ofour independent judiciary, transport
infrastructure, piped water etc.” It was an
ill-judged comment in a country still
scarred by its history ofapartheid, for
which the racial foundations were laid
during its time as a colony. Worse still for
the DA, it reinforced its image among
many potential blackvoters that it is a
party that acts in the interests of whites.
Ms Zille should have known this. Yet
instead of retreating from the remarks,
she doubled down with increasingly
sanctimonious defences. “Helen is al-
ways right,” says one party insider.

This ugly row has had serious conse-
quences for a party that ought to be
scooping up new supporters by the mil-
lions in a country growing weary of the
corruption that is flourishing under the
ANC. President Jacob Zuma himself faces
783 charges of fraud, corruption and
money-laundering. Instead, blackvoters
now appear to be abandoning the DA.

Private polling by the party that was
recently leaked to the press showed that
its support among blackvoters has
slumped from 17% to 10% over the past
two months.

Instead ofkicking Ms Zille out of the
party, on June 13th Mr Maimane an-
nounced a compromise that will see her
removed from all decision-making posi-
tions in the DA while remaining premier
of the Western Cape. Given that Ms Zille
appears to have no intention ofgoing
quietly the party hopes that this will let it
avoid a divisive disciplinary process. But
repairing its image among blackvoters
will require more than cautious compro-
mise. It is also unclear whether the Eco-
nomic Freedom Fighters, a populist party
whose support has put the DA into gov-
ernment in Johannesburg and Pretoria,
will make good on its threats to with-
draw its support ifMs Zille does indeed
keep her job as premier. Having stepped
down once for the sake ofher party, Ms
Zille may yet have to do so again.

JOHANNESBURG 

Arow overcolonialism has become a divisive distraction

Should she stay or should she go?

VIEWED from the old colonial prison
nearby, the former ministry of justice

building is a pitiful sight. White sheets
barely cover gaping holes in the roof and
upper storey. The word “distressed” has
been daubed on the lowerwalls. “It’s going
to collapse very soon,” says Theo Lawson,
an architect who put up the sheets with a
group of friends in March in an effort to
keep the rain from files abandoned there.
But they were ordered out by security
guards before they could move the docu-
ments to somewhere safer. The fate of the
building, once the colonial government’s
secretariat, is uncertain.

Mr Lawson’s transformation of Her
Majesty’s Broad Street Prison has been
more successful. It is now Freedom Park, a
leafy space amid the Lagos hubbub used
for concerts, plays and art exhibitions. A
stage stands on the site of the gallows, and

food stalls where the prison kitchens were.
A bar called “Esther’s Revenge” has been
named aftera famous inmate who stabbed
her British lover in a jealous rage.

But places like Freedom Park are all too
rare in Lagos. Much ofthe city’sarchitectur-
al heritage is crumbling, orhas been pulled
down to make way for office blocks and
luxury apartments. “There was a backlash
post-independence,” says Ed Keazor, a his-
torian. “We wanted to lookforward.”

Now, though, it is more usually the lack
of money for preservation and restoration
that is destroyingold buildings. Under par-

ticular threat from the bulldozers are the
Brazilian-Portuguese-style mansions built
on Lagos Island by former slaves who re-
turned from the Americas in the second
half of the 19th century. Many of those
emancipados’ descendants cannot afford
to stay in their decaying family pile once a
patriarch dies and the house is the only as-
set to be shared out. 

The most egregious example of such
destruction was the razing in September
2016 of Ilojo Bar, a 162-year-old house built
by a returning slave. The family succeeded
in demolishing its historic home after sev-

Lagos’s heritage

Bulldozing history

LAGOS

The most ancient buildings in Nigeria’s
commercial capital are underthreat
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WHEN Omar returned home after 40
days in a boot camp run by Islamic

State, it was obvious something had
snapped. Once a quiet boy and a fan of
SpongeBob SquarePants cartoons, Omar,
12, had become aggressive. He told his
mother to stop wearing make-up, refused
to greet her female friends and became an-
gry when she tried to bathe him. “I was
scared to wear a T-shirt inside my own
house,” his mother, Amina, says. “He told
me these things were forbidden under Is-
lam. They washed his brain.”

Omar died shortly after his last visit
home. Trained by IS as one of its inghi-
masi—shocktroops sent into battle with as-
sault rifles and suicide vests—Omar was
killed fighting Syrian government forces in
the eastern city of Deir Ezzor, not far from
his home, six months ago. IS allowed his
mother15 minutes with her son’s body be-
fore burying him in a grave that she was
forbidden, as a woman, from visiting.

Amina’s anguish is sharpened by her
relationship with the man she blames for
her son’s death. Now a refugee in Turkey,
she says her husband, who had become
enamoured with IS’s ideologyshortlyafter
the group stormed their area, encouraged
Omar to join the extremists. “He told me I
should be happy when Omar died; that he
was in paradise,” she says as tears slide
down her face. “It felt like someone had ex-
tracted my soul.”

The ultra-violent jihadists have recruit-
ed thousands of children in Iraq and Syria.
Like Omar, many have been dispatched to
the front to die. Others work as spies,
bomb-makers, cooks or prison guards. In
extreme cases, children have executed pris-
oners, sawing off heads with knives or fir-
ing bullets into skulls. Thousands more
have been exposed to the group’s warped
ideology at IS-sponsored schools. 

The jihadists portray children as the fu-

ture of their “caliphate”, who will ensure
its survival. Yet the jihadists are sending
more children to die than ever. Under pres-
sure from American-backed ground opera-
tions, IS’s territory in Iraq and Syria is
shrinking. To replace the mounting toll of
dead adult fighters, the extremists are re-
cruiting more children. In January 51 chil-
dren blew themselves up in Mosul. Many
more will die in the battle for the Syrian
city of Raqqa that has just begun. Pressed
on the battlefield, military expediency has
trumped IS’s dreams of nurturing the next
generation ofholy warriors.

Still, many child soldiers will outlive
the caliphate, and will pose a security
threat long after its demise. European intel-
ligence services are worried: children
taught to build bombs and hate the West
may find it easier than adults do to slip
across borders or past security services. In

Iraq, the government is ill-equipped to de-
mobilise thousands of trained child sol-
diers whose minds have been twisted by
ultra-violent ideology. In Syria’s chaos, for-
mer“cubs ofthe caliphate” may make easy
recruits for the country’s many other jiha-
dist groups.

The question is how to tackle this loom-
ing danger. One bleak option is to kill as
many of the child soldiers as possible on
the battlefield, and imprison the rest. His-
tory suggests, however, that this turns pri-
sons into breeding grounds for the next
generation of militants. About 2,000 chil-
dren already languish in Iraq’s jails, ac-
cused of working with IS. These detention
centres are poorly equipped to cope with
radicalised youngsters. Far from receiving
specialised care, child detainees inter-
viewed by human-rights groups say Iraqi
security forces have tortured them.
Abused and abandoned, these children
will grow up to hate the state. 

The far better option is to try to rehabili-
tate the child soldiers who survive. Re-
schooled and given jobs, children are less
likely to rejoin armed groups, radicalise
their peers or create their own insurgent
groups. The UN-led rehabilitation pro-
gramme in Sierra Leone, for instance, has
been widely praised. But what sounds
good in theory will be difficult in practice.
Many of the children will return to com-
munities whose members despise them
for joining a group that butchered and
plundered its way through their towns and
villages. “These children aren’t victims.
They have murdered our relatives and
friends. They deserve death,” said a rebel
commander who fought IS in Syria. Other
children will refuse help, terrified of being
arrested by Iraqi security forces orkilled by
IS for deserting.

The many ways IS recruits children will
make rehabilitation programmes even 

Islamic State

Tomorrow’s jihadist lions?

SANLIURFA

IslamicState’s “cubs ofthe caliphate” are growing up

Get them while they’re young

eral thwarted attempts, although it had
been listed as a national monument before
Nigeria’s independence. “I’m sure people
cried [when they heard about the demoli-
tion],” says Sola Akintunde of Legacy1995,
an NGO that made a structural assessment
of Ilojo Bar back in 2011 to prepare for its
restoration.

Federal and Lagos state laws protecting
listed buildings do exist, though the reality
is that they are rarely enforced. But Legacy
1995 says it will lobby for those responsible

for the destruction to be brought to justice,
and hopes that its detailed drawings will
allow a copy to be built on the now-barren
site. “We can’t try to have a modern Nigeri-
an architecture when we don’t even un-
derstand historical Nigerian architecture,”
says Mr Akintunde. Perhaps, though, such
carelessness about historic buildings
should come as no surprise. After all, Nige-
ria’s turbulent modern history of coups
and civil wars is barely taught in the coun-
try’s schools. 7
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2 harder to design. Some have been
snatched from orphanages or kidnapped
from minority sects. Egged on by peers,
others have been seduced by the group’s
promise of adventure, money and power.
Parents have sent their children in return
for food, cooking gas and a monthly sti-
pend of $200; others, like Omar’s father,
because they believed in IS’s ideology. 

The role played by families in the re-
cruitment process is particularly damag-
ing. In other conflicts, the parents of child
soldiers have eased the transition to civil-
ian life. In El Salvador, for example, 84% of
former child fighters said their families
were the most important factor in their re-
integration, according to Biomedica, a jour-
nal. But in Iraq and Syria many families
have at times encouraged their children to
join the militants, some in the grisly belief
that their child’s death in battle clears their
own path to heaven.

It is tempting to see IS’s use of children
as unique among militant groups. In July
2015 the jihadists released the first video of
a child beheading a captive (a pilot in the
Syrian air force). In early 2016 a four-year-
old British boy, whose motherbrought him
to Syria, became the first European child to
feature in an execution video: he was
filmed pressing a button that blew up a car
with three prisoners inside. In another vid-
eo, boys race through the ruins of a castle,
competing to see who can kill the most
captives. Others have been photographed
clutching severed heads, their fathers
beaming with pride next to them.

Although the creativity of the violence
maybe novel, the degree ofbrutality isnot.
Child soldiers in other parts of the world
have killed their own parents, cut the lips
off captives and amputated limbs. It is not
the barbarity that is new but rather how
the violence is documented and dissemi-
nated. Nor are the reasons why a child
joins IS unique. In otherconflicts, too, child
soldiers have been plucked from the poor-
est communities, easy prey for religious
leaders skilled at turning feelings of anger,
exclusion and revenge into violence. 

Plans to offerapprenticeshipsand voca-
tional training to children who have fought
with IS are now being considered in Iraq.
The caliphate’s cubs may one day be fixing
air-conditioning units, cutting hair, mend-
ing cars and repairing mobile phones. But
all this is a long way off. Creating jobs in a
country with high youth unemployment
and endemiccorruption will take time and
money. Schools are starting to open in ar-
eas once occupied by IS, but staffing them
with qualified teachers who can deal with
complex issues like radicalisation and psy-
chological trauma will be difficult. Gov-
ernments in the West have begun to show
an interest in rehabilitation programmes.
Whether today’s jihadist cubsgrowinto to-
morrow’s lions will depend largely on
how long this interest lasts. 7

WHAT is it like to be under siege in Qa-
tar? For a sense of the hardship, con-

sider the tongue-in-cheek Twitter feed
@DohaUnderSiege. It reports that at the
FourSeasons hotel in Doha, the capital, the
chocolate fountain has “slowed to a driz-
zle”; some guests are hoarding caviar; and
“escape yachts” are being prepared.

The actual privation is about as trifling.
In terms of GDP per head, Qatar is one of
the world’s richest countries. After it was
cutoffbyitsneighbours in the Gulf on June
5th, there was a brief shortage of milk and
poultry, as some locals squirrelled away
food. But the supermarkets are again fully
stocked. Shoppers may look twice at the
new Turkish labels on their dairy products,
but there is no urgent need for the 4,000
cows that a patriotic businessman plans to
airlift in.

Several Arab countries, led by Saudi
Arabia and the United Arab Emirates
(UAE), hoped to isolate Qatar over allega-
tions that it foments regional unrest, funds
terrorism and is too close to Iran—all char-
ges it denies. But their two-week-old block-
ade has so far had the opposite effect. Tur-
key has stepped in to supply most of the
food that used to come overland from Sau-
di Arabia. Iran and Morocco are sending
more. The government has also reached a
deal with Oman that will give incoming
ships an alternative to using Emirati ports.

Qatar did not trade all that much with
its neighbours even before they closed
their borders. Most of its lucrative oil and
gas exports go to Asia and are flowing out
as normal—so the economy, boosted by
public spending on infrastructure, should
continue growing. Qatar is “extremely
comfortable” with its financial position,

says Ali Sherifal-Emadi, the finance minis-
ter. Its foreign-currency savings equal 250%
of its GDP (twice the level ofSaudi Arabia),
so it can withstand any pressure on its cur-
rency. After taking an early hit, Qatar’s fi-
nancial markets have stabilised. 

There is still some cause for worry in
Doha. New trade routes may take longer
and cost more. Fitch, a credit-rating agency,
has put Qatar on a negative watch and for-
eign investors remain spooked. Banks may
find it harder to get financing, which could
dampen the credit growth that fuelled the
economy in recent years. Qatar Airways,
which just announced record profits, has
been bruised by the decision of Saudi Ara-
bia, Bahrain, Egypt and the UAE to ban it
from theirairspace. Doha’s stature as an air
hub is now in question.

But if Saudi Arabia and the UAE hoped
to cause so much pain that Qatar gave in to
their demands, their ploy has so far failed.
The Qataris insist that they do not even
knowwhat theiraccuserswant. Theydeny
supporting extremists or Islamists (though
they harbour quite a few of them and re-
cently asked some to leave). They claim
that other Gulf states, such as the UAE, also
have close ties to Iran. And they have ques-
tioned a list drawn up by Saudi Arabia and
the UAE of 59 people and 12 groups with
links to both Qatar and terrorism. Some
are based elsewhere and have links to Sau-
di Arabia as well.

What most upsets Saudi Arabia and the
UAE is Qatar’s refusal, over two decades, to
toe the line laid down by the bigger pow-
ers. Al Jazeera, its satellite-TV channel, pro-
motes dissident, often Islamist, view-
points. It cheered on Arab revolutionaries
in 2011, as the rest of the Gulf watched in
fear. Saudi Arabia and the UAE, mean-
while, fund old-fashioned strongmen,
such as Abdel-Fattah al-Sisi in Egypt. The
current dispute “is one more battle of the
Arab spring”, says Ibrahim Fraihat of the
Doha Institute for Graduate Studies.

Efforts by Kuwait and others to mediate
have gone nowhere. As a next step, the
Saudis and Emiratis have threatened to cut
off firms that do business with Qatar. But
destabilising the Gulf in this way will also
hurt their own economies. “I think if we’re
going to lose a dollar they will lose a dollar
also,” says Mr Emadi.

So far Qatar has remained calm, while
trying to rally international support. It has
not responded in kind to the expulsion of
Qatari citizens by Saudi Arabia, Bahrain
and the UAE. The Qatari media have been
told not to stir the pot. The government has
even hired the law firm of John Ashcroft, a
former American attorney-general, to au-
dit its efforts at cutting offterrorists’ funds.

The roots of the conflict run deep and
neither side is feeling much pressure, so a
stalemate has set in. No one expects it to be
resolved soon; but in the end it is still the
Qataris who have the most to lose. 7

Qatar

With a little help
from its friends
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The blockade is not working
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ON A back road in the Llobregat valley
west of Barcelona, amid a jumble of

old wine-growing villages and modern
factories, stands a research centre owned
by Gestamp, a Spanish firm that in just two
decades has become one of the world’s
leading makers of car body-parts, doors
and bonnets. With 100 plants in 21 coun-
tries and sales last year of €7.5bn ($8.4bn),
Gestamp is a specialist in hot stamping.
This process makes parts six times more re-
sistant than if they are cold-stamped, al-
lowing cars to be safer, lighter and less pol-
luting. What was once mere metal-bashing
has become a high-tech operation. 

Gestamp invests 3.8% of its sales in re-
search and development, and holds more
than 900 patents. “We are working on cars
that will only go into production in five or
six years’ time,” says Juan José Matarranz,
one ofthe 58 scientists and engineers at the
research centre. Alongside, in a factory
equipped with robots, laser-cutters and
high-temperature forges, Gestamp churns
out parts for shipment to Ford and Audi in
the United States as well as for SEAT’s large
plant down the road at Martorell.

Globalised and innovative, Gestamp is
a symbol of the transformation of Spain’s
economy. In 2012 the country was a vortex
which threatened to suck down the euro.
The conservative government of Mariano
Rajoy had to go cap in hand to Brussels for
a €100bn bail-out for Spain’s broken sav-

petitiveness,” says Mr de Guindos. 
Spain is now continental Europe’s sec-

ond-biggest car producer and exporter
after Germany. Tourism is booming, too.
The country has diversified its exports into
chemicals, pharmaceuticals, machinery
and professional services. More than
150,000 Spanish companies export, half as
many again as in 2007, according to Jesús
Sainz of the Círculo de Empresarios, a
think-tank. A digital startup economy is
sprouting in Madrid and Barcelona, and
growth is spreading from exports to the do-
mestic economy. “It was a dispirited coun-
try. That’s changed a lot,” says Iñigo Mén-
dez de Vigo, the education minister.

Good fortune, in the form of low oil
prices and interest rates, has played a part.
The export boom owes something to the
recent pickup in world trade and the
cheapness of the euro. But these have
helped all euro-zone countries; they do not
explain the fact that Spain is gaining global
market share, notes José Manuel González-
Páramo, a director ofBBVA, a bank. 

Rather, much ofSpain’s success isdown
to its structural reforms. In an election in
November 2011, Mr Rajoy won an absolute
majority, displacing the hapless Socialist
government of José Luis Rodríguez Zapa-
tero. The new team took three fundamen-
tal measures: reforming the labour market,
cleaning up the financial system and curb-
ing a burgeoning fiscal deficit.

The labour reform brought flexibility to
a rigid system. It cut severance pay from 45
days to 33 days per year worked; in the past
companies sometimes closed because
they could not afford to lay off workers.
More importantly, Spain devolved wage
bargaining to firm level, helping to make
companies competitive.

Spanish banks still have more dud
loans than their European peers, but credit 

ings banks. A housing bust and the finan-
cial crunch plunged the country into a five-
year slump, from 2009 to 2013.

Now Spain is heading for its third con-
secutive year of economic growth of just
over3%, the fastestofany large economy in
the euro area (see chart 1). It is creating
about 500,000 jobs a year. According to
Luis de Guindos, the economy minister,
last month the country’s GDP surpassed its
pre-crisis peak. Much of the credit for this
recoverygoes to structural reformsthe gov-
ernment pushed through in 2012.

Europe’s economy as a whole is picking
up, too. But apart from Spain, the European
Union’s Mediterranean countries remain
its weakest links. In Italy and Greece
growth has been disappointing. Italy’s la-
bour reforms have been tentative, and it is
only now tackling its banks’ bad debts.
Greece is being dragged into reform by its
EU creditors, but has howled all the way.
Spain tackled these issues earlierand more
decisively. Its efforts are bearing fruit.

Once more, but with exports
Spain’s renewed growth has sounder
foundations than in the past. In the early
years of this century the economy was
powered by construction, which account-
ed for up to a fifth of GDP, and by foreign
loans. This time the growth is led by ex-
ports, which have reached 33% of GDP (up
from 23% in 2009). “We’ve recovered com-

Spain’s economic recovery

Stamp of approval

MADRID 

Spain’s reforms are a lesson forEurope’s anxious south
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2 is flowing again. This month euro-zone
banking supervisors forced the shaky
Banco Popular, the country’s sixth-largest,
into a takeoverbySantander; that led bond
yields for some smaller lenders to rise. But
“nobody is confusing Popular’s situation
with the system as a whole”, says Mr Gon-
zález-Páramo. The debt of households and
firms has fallen. Meanwhile, tax increases
and spending cuts shrank the budget defi-
cit from 10.6% in 2012 to 4.3% last year. 

To the rest of southern Europe, this
looks rathergood. Italy’sGDP did not fall as
far as Spain’s in the crisis, and its budget
deficit and unemployment rate never
went as high. But neither has it experi-
enced a strong recovery: growth is stuck at
around 1% and unemployment, still over
11%, is barely declining. While Spain’s la-
bour costs fell, Italy’s kept rising, so its ex-
port growth has been far weaker. Greece’s
labour costs have fallen, but it has scarcely
any export industry to take advantage of
them. And its grudging reforms and politi-
cal bickering have deterred the investment
that would be needed to create them.

Make Talavera great again
Spain may be an example to others, but its
own recovery is far from complete. Public
debt has surged to around 100% of GDP,
and the government does not expect a
primary fiscal surplus (ie, before interest
payments) until next year. “We have lost a
decade, and our GDP today should have
been at least 20% higher than it is,” says Mr
Guindos. “That is the legacy of the bust.”
Almost 230,000 companies perished, says
Mr Sainz. Real average wages are about
where they were a decade ago. Unemploy-
ment is still close to 3.5m (or 17%), though
that is well down on the peak of 5m.
Spain’s once-stable two-party political sys-
tem has been shaken, especially by the rise
ofPodemos, a far-left group which claimed
21% of the vote in an election last year.

Talavera de la Reina, in the Tagus valley
an hour and 40 minutes south-west ofMa-
drid by train, was longknown chiefly for its
blue and yellow hand-painted pottery. It is
now notorious for unemployment. Al-
though the town’s population has shrunk

by 5,000 (to 85,000) since 2012, its jobless
rate is still around 35%. 

On the wall of the bullring someone
has spray-painted, in English, “Make Talav-
era Great Again”. There is only the faintest
hope of that. Its pottery has fallen out of
fashion; nobody thinks its textile or con-
struction jobs will come back in numbers.
The exhibition centre, usuallyused for live-
stock fairs, hosted a two-day “Job and En-
terprise Fair” earlier this month, but only
about 100 jobs were on offer. “Talavera
needs to change its economic structure,”
says Joaquín Echeverría of the local cham-
ber ofcommerce.

That applies to the country as a whole.
Most Spanish companies are small, family-
owned businesses which do not innovate,
export or grow. That is partly because they
face regulatory barriers. If a firm has 50
workers it must create a union committee.
If its sales exceed €6m—a threshold un-
changed for 20 years—it faces more oner-
ous tax procedures. 

Some digital startups must cope with
too little regulation rather than too much.
Fintech companies need a regulator if they
are to be trusted by customers and funders,
says Martha Planas, who co-founded Digi-
tal Origin, an electronic microloan and
payment service. “If the government
doesn’t make the [digital] ecosystem hap-
pen, we will have to leave,” she says.

Officials reel off a list of other reforms
undertaken since 2012. But many have
foundered on bureaucratic resistance and
amiguismo (cronyism). Companies face a
thicket of regulations by regional govern-
ments. Public bodies like employment of-
ficesoruniversitiesare notevaluated foref-
fectiveness. “The main difference between
Spain and others in Europe is its weakness
in carrying out public policies,” says Ray-
mond Torres ofFuncas, a think-tank.

The 2012 reform did not give employers
enough incentives to offer permanent con-
tracts. “Many of the new jobs are highly
unstable, low-paid and temporary,” notes
Marcel Jansen, a labour economist at Fe-
dea, a think-tank. And too little is being
done to help the unemployed get back into
work. During the boom, young Spanish

men dropped outofschool to workon con-
struction sites. They have no other skills.
Some 57% of the unemployed have been
out of work for over a year, and a quarter
for four years or more. “Spain is not devel-
oping the policies and institutions needed
to deal with this problem,” Mr Jansen says.
Training courses are patchy; employment
offices offer almost no guidance.

At the height of the boom, 32% ofyoung
Spaniards dropped out before completing
secondary school. The rate fell to 19% in
2016, but is still the highest in the EU (bar
Malta). Mr Méndez de Vigo, the education
minister, says he wants to halve it by 2025.
A parliamentary committee is discussing a
pact to overhaul the education system.

In an election in 2015 Mr Rajoy lost his
majority. After almost a year of political
limbo and a second election, he formed a
minority government last November.
With parliament split, he cannot unilater-
ally push through reforms. Compounding
the problem, last month the opposition So-
cialists re-elected Pedro Sánchez, an un-
compromisingcriticofMrRajoyand the la-
bour reform, as their leader.

“We can live for ten or 12 years from
what we did in 2012, provided we don’t
make mistakes,” says Mr de Guindos. Cer-
tainly Spain deserves much credit for the
reforms it has undertaken, and its outlook
is much sunnier. But if the global economy
becomes less favourable, Spaniards may
come to lament that Mr Rajoy did not
tackle more of the country’s problems
when he had the chance. 7
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AT TWO O’CLOCK on the afternoon of
June 12th, Elizaveta Chukicheva, a 16-

year-old technical-college student, stood
in the middle of Tverskaya Street in central
Moscow next to a large reproduction of an
idol from Russia’s pagan antiquity. Ms
Chukicheva held a sign on which she had
written the words “I love Russia”, and
wore a T-shirt bearing the image ofAleksei
Navalny, a Russian opposition leader.
Against her parents’ advice, she had an-
swered Mr Navalny’s call to attend a rally
on Russia’s national holiday against cor-
ruption, and for his campaign for the presi-
dential election in 2018. “My parents told
me that we can’t change anything and that
there are no prospects for us in this coun-
try,” she said. “But I don’twant to leave Rus-
sia, and I believe that we can change
things.” It was her first political action ever, 

Russia’s anti-corruption movement

Demonstration of
intent
MOSCOW

Aleksei Navalny shows he and his
followers are a serious force
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2 and she was nervous.
A few hours earlier, Mr Navalny had

been arrested outside his apartment block
for organising an “unsanctioned” rally.
Moscow authorities had approved a gath-
ering at a different location, but then sabo-
taged it, according to Mr Navalny, by pre-
venting audiovisual companies from
renting him a stage. Mr Navalny was wor-
ried that an amateurish-looking demon-
stration would make him look ridiculous
rather than presidential, so he directed his
followers to Tverskaya Street instead.

There, the Kremlin had blocked off traf-
fic for a pedestrian festival celebrating
“Russia’s Victorious Past” (hence the pagan
idol). The street was occupied with histori-
cal reconstructions of Russian military tri-
umphs, from the times of Ivan the Terrible
to the second world war. (The Crimean
War of 1853-56 was thrown in too, despite
the fact that Russia had lost.) 

As Mr Navalny’s supporters, many of
them young enough to have lived their en-
tire lives under Vladimir Putin, entered the
street, they found themselves surrounded
by reconstructionists dressed in medieval
body armour, 19th-century tsarist gowns
and Stalin-era military and secret-police
uniforms. The protesters chanted “Russia
without Putin!” and “We are the power
here!” Medieval knights ran for cover, and
helmeted riot police moved in, jamming
their truncheons into protesters’ stomachs
and pushing them back.

As surreal as the scene was, it also en-
capsulated the current political confronta-
tion in Russia. Vladimir Putin’s backwards-
looking regime, which legitimises itself by
restoring the symbols of Russia’s imperial
past, is being challenged by a new genera-
tion of Russians who feel that their future
has been hijacked by the corruption, hy-
pocrisy and lies of the ruling elite, whom
MrNavalnycalls “thievesand scoundrels”.

The symbol of the protests was a rub-

ber duck, a reference to a documentary
video Mr Navalny released in March that
accuses Dmitry Medvedev, the prime min-
ister, of corruption. (The video depicts Mr
Medvedev’s immense estate, allegedly do-
nated to him by an oligarch, which in-
cludes a house for a pet duck.) Mr Medve-
dev denies the accusations.

A few years ago, such a video might
have generated laughter. Now, it produces
outrage. “We’re different from our parents’
generation in that we have no future,” said
one of the young protesters. While he does
not support Mr Navalny’s nationalist poli-
tics, he sees him as the best available
means to enact change. 

Mr Navalny’s tactic of shifting the rally
to an unauthorised location was risky;
even some of his liberal supporters called
it provocative. But his intent was to show
that the rules the Kremlin has established
for the conduct of politics in Russia, and its
efforts to exclude him from the presidential
race, are irrelevant. This has echoes of the
late 1980s, when Mikhail Gorbachev, the
last Soviet president, tried to expel Boris
Yeltsin from politics by firing him as mayor
of Moscow, not realising that Mr Yeltsin
had grown too popular to quash. Mr Na-
valny has built a network of some 120,000
volunteers across the country. Whether or
not the Kremlin acknowledges it, he is seen
as an alternative to Mr Putin.

The protests were held in some 170 cit-
ies across Russia, gathering a total of about
150,000 people, according to organisers.
(An earlier round ofprotestson March 26th
drew perhaps 100,000 people in about 90
cities.) Abouthalfofthe protesters are aged
between 18 and 29. “These have been the
biggest protests since 1991,” says Leonid
Volkov, Mr Navalny’s chief of staff. Many
of the protesters are not scared by the ar-
rests, and see them as part of the action.

One reason for the unrest is economic.
Russian real incomes have fallen by 13%

over the past two and a halfyears, reaching
the level of 2009. Retail consumption has
shrunk by15%. Investment has been falling
for three years, reaching a cumulative de-
cline of 12%. Natalia Zubarevich, an expert
on Russia’s regions, says economic factors
are amplified by frustration with the lack
ofpolitical freedom and official hypocrisy.

The Kremlin is desperately searching
for a narrative that Mr Putin can sell to the
electorate next year. Some hope to present
him as an elder statesman in the mould of
Deng Xiaoping, overseeing reforms while
suppressing dissent. But whereas the re-
gime’s ability to reform is doubtful, its abil-
ity to use force is not. The police arrested
866 demonstrators in Moscow and 658 in
St Petersburg, according to OVD-info, a civ-
il-rights group. One officer in Moscow was
identified as a formerUkrainian riot-police
commander who took part in the repres-
sion ofprotests in Kiev in 2014. (“This is not
Maidan. We are not going to wait for an or-
der before we shoot,” said one young Rus-
sian soldier.)

Last year Mr Putin’s government
created a National Guard, a force of some
400,000 troops headed by his former
bodyguard and reporting directly to the
president. Most of the troops on June 12th
were about the same age as the protesters.
In the wordsofKirill Rogov, a Russian polit-
ical analyst, the spectacle on June 12th
looked like a rehearsal for a “civil war”. 7

Getting carried away

AVERDANT suburb in the northern state
of Schleswig-Holstein, Pinneberg epi-

tomises the Germany of record consumer
confidence, booming exports and a bulg-
ing federal budget surplus. Here commut-
ers stream off trains from Hamburg (local
unemployment is 4.9%), climb into big cars
and zip home to neat houses with solar
panels on the roof. 

But visit the Theodor Heuss secondary
school and you see another Germany.
Duct tape attaches wallboard partitions to
bare concrete ceilings studded with loose
wires. Pipes, weeds and bits oftile stick out
of the ground. Noisy emergency roof re-
pairs had to be carried out during exams.
“We went to the state government three
years ago but nothing has happened,”
complains Ulrike Graefen of the Pinneberg
School Alliance, a parents’ group. 

This is the underside ofGermany’s eco-
nomic miracle: a country with a budget
surplus of €23.7bn ($26.7bn), or 0.8% of

Public investment

The Germany that
doesn’t work
KIEL

Afteryears ofdeficit-cutting,
infrastructure is creaking
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Linguistic politics

Bosh, from Turkey

TURKEY’S president, Recep Tayyip
Erdogan, responded to last summer’s

attempted coup by sacking or suspend-
ing160,000 public servants and arresting
60,000 more. But his latest purge has a
more abstract target. Mr Erdogan wants to
rid Turkish ofunsightly Western loan-
words. Turkey faces a mortal threat from
foreign “affectations”, Mr Erdogan de-
clared on May 23rd. “Where do attacks
against cultures and civilisations begin?
With language.”

Mr Erdogan started by ordering the
word “arena”, which reminded him of
ancient Roman depravity, removed from
sports venues across the country. Tur-
key’s biggest teams complied overnight.
Vodafone Arena, home of the Besiktas
football club, woke up as “Vodafone
Stadyumu”. Critics wondered what the
Turkish language had gained by replacing
one foreign-derived word with another.

Like other languages, Turkish has
struggled to check the advance ofWest-
ern words. Some, like sovmen (show-
man) and atasman (attachment), make
purists cringe. But others are esssential.
The first big wave ofWestern nouns
arrived in the 19th century, accompanied
by European goods, fashions and mil-

itary advisers. Words borrowed from
French account for roughly 5% of the
Turkish vocabulary. A business traveller
in Istanbul may pop by the kuafor for a
haircut ahead ofa randevu with a client,
board a vapur (steamship) to beat the
afternoon trafik and finish the day relax-
ing in a sezlong on her hotel teras.

The mother ofall Turkish vocabulary
purges was the language revolution of
the 1930s decreed by the founder of the
republic, Kemal Ataturk. As part of his bid
to reorient Turkey away from the Middle
East, Ataturkdumped the Perso-Arabic
alphabet for a Romanised one and ban-
ished thousands ofwords with Arabic or
Persian roots. Officials at the newly
created Turkish Language Institute (TDK)
looked for replacements in Turkic lan-
guages. Where none could be found, they
invented new ones or created fanciful
etymologies tracing borrowed words to
supposed Turkish origins.

Because so much abstract vocabulary
had come from Arabic and Persian, this in
effect created a new language. From one
generation to the next, the country’s
cultural history was cut off. Mr Erdogan
seems to want to turn the clockback,
complete with imperial nostalgia and
resentment towards the West. In 2014 he
proposed introducing mandatory high-
school classes in Ottoman Turkish, which
survives today only among linguists,
historians and clerics. The plan was
shelved after a popular backlash.

The offensive against Western loan-
words will probably meet a similar fate.
In an interview, the TDK’s head, Mustafa
Kacalin, clarified that it would apply only
to “bizarre” foreign words incomprehen-
sible to most Turks. The limits became
clear in Mr Erdogan’s own speech on May
23rd, in which he denounced loanwords
by using a loanword. They were not, he
said, “sik” (“chic”). Many Turks no doubt
consider the whole thing a load ofbosh—
from the Turkish bos, “nonsense”.

ISTANBUL

Recep Tayyip Erdogan’s campaign to rid a language ofWestern words

GDP, has the lowest infrastructure invest-
ment rate of any big, rich economy. The
IMF complains that such under-spending
contributes to the country’s excessive sav-
ings, helping to unbalance global trade.
And it hurts Germany, too.

In the 1990s Germany invested mas-
sively to incorporate the formerly commu-
nist East. Then came two shocks, both to
do with rules. In 2001, with the economy
ailing, the government broke the new euro
zone’s deficit limits and had to cut spend-
ing. Ten years later, as the euro crisis again
drove deficits up, Berlin imposed a “debt
brake” on federal and state governments.
Politicians found it easier to cut long-term
outlays than current spending. The net val-
ue ofstate assets fell between 2002-07, and
has again since 2012 (see chart).

Schleswig-Holstein is typical. An ur-
gent expansion of the coastal motorway is
delayed. The railway across the Danish
border had to be closed in April because of
a rotting bridge. At the eastern entrance to
the Kiel Canal (the world’s busiest artificial
waterway, connecting the Baltic and North
seas), only one of the four Wilhelmine
locks is in operation, leaving freighters
queuing to get through. Last year broken
lock gates closed it down altogether, forc-
ing ships to take the 450km (280-mile)
route around Denmark. Comprehensive
repairs will begin in 2025. 

Such tales of leaky classrooms and pot-
holed roads, as well as patchy internet, are
the flip side of today’s wealthy, booming
Germany. In the World Economic Forum’s
global competitiveness survey in 2010-11,
Germany ranked fifth in the world for both
road and railway quality, and 12th for inter-
net bandwidth. The latest survey ranks it
16th, 11th and 29th respectively. 

Marcel Fratzscher of the German Insti-
tute for Economic Research believes that
low public investment weighs on the (also
low) private investment rate. Business lob-
bies, like the Northern Business Union in
Schleswig-Holstein, clamour for some-
thing to be done. The government is in-
creasing infrastructure spending to €14bn
in 2017, up 10% on last year. But local gov-
ernments reckon they need over €135bn

just to handle the current backlog. 
In the campaign for the national elec-

tion in September, politicians will clash
over whether to invest the federal budget
surplusor to return it in taxcuts. The liberal
Free Democratic Party and many in Angela
Merkel’s Christian Democrats prefer the
latter. But Sebastian Dullien, an economist
at Berlin’s University of Applied Sciences,
argues that past tax relief has not fuelled
higher investment; rather it mostly sits in
bank accounts. The Social Democrats and

Greens share that analysis. Mrs Merkel, in
contrast to others in her party, seems to
prefer a mix of tax cuts and investment.

Mr Fratzscher points to a longer-term
solution: requiring Berlin to invest at least
as much in state assets as the value by
which they are depreciating, and to put
aside funds in good economic times to en-
sure a smooth flow of investment in bad
ones. IfGermany’sobedience to rulesgot it
into its low-investment funk, perhaps new
rules can get it out. 7

Eating the seed corn

Source: DIW *R&D plus IP purchases
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“I AM a man of the mountains,” declared Michel Barnier in
1992, soon before the Winter Olympics that he brought to Al-

bertville, a small town in the French Alpine region of Savoy. If
snooty officials once derided Mr Barnier, who will lead the Euro-
pean Union’s talks with Britain over its exit, as le crétin des Alpes,
today few Europeans have any complaints over his navigation of
Brexit’s craggy terrain. Since his appointment last July Mr Barnier
has dutifully trotted around Europe listening to concerns from
governments, parliamentarians and businesses, while assem-
bling a crack team of negotiators in Brussels. Now, says Mr Bar-
nier, in a conversation this week with European newspapers, it is
time to get on with the job. 

Ifonly it were that easy. In March Theresa May, Britain’s prime
minister, began a two-yearBrexit negotiation by triggering Article
50 of the EU treaty. The election she called afterwards was sup-
posed to consolidate her domestic position before the talks be-
gan. But the inconclusive result, in which Mrs May lost hermajor-
ity but will stagger on with the help of Northern Irish unionists,
has thrown a pall of uncertainty over Brexit. It is all too much for
some Europeans. One recent cartoon in a Dutch newspaper por-
trays EU negotiators looking on with concern as Mrs May repeat-
edly bashes herself in the head with a hammer.

Mr Barnier, a former foreign minister, is too polite to join the
circus of Schadenfreude. But his reticence is not just courtesy, for
Europe’s serious politicians know that the chaos engulfing Brit-
ain is their problem, too. Mrs May’s vapid sloganeering—“Brexit
means Brexit” and the rest of it—grated on European ears as much
as British ones, but her point of departure was clear enough: a
“hard” Brexit in which Britain will leave the EU’s single market
and its customsunion. This was the premise upon which the EU’s
27 remaining governments drew up Mr Barnier’s negotiating
guidelines and that shaped their thinking about the EU’s future
relationship with Britain. And like everyone else, they assumed
that Mrs May was headed for a stonking win that would endorse
her vision for Brexit.

Now everything is up for grabs again. Will some of Mrs May’s
cabinet colleagues press her to seek a “softer” form of Brexit with
deeper links to the EU? Will Britain hold a second election before
the Brexit clock runs down? Can this gravely weakened prime

minister last the course? Might Britain even try to rescind its Arti-
cle 50 notification? Such questions complicate the EU’s twin aims
forBrexit: to ensure an orderly, contained process that neither tips
into chaos nor holds up other business, and to preserve the integ-
rity of its legal order (ie, no British “cherry-picking”). 

Before the election Mrs May had accepted that the price of
ending the free movement of Europeans to Britain was an exit
from the EU’s single market. Instead, Britain would seek a shal-
lower trade deal, including elements of security and judicial co-
operation but with less privileged access to Europe’s markets.
Asked if he is now preparing for a “soft Brexit”, Mr Barnier says
cheerfully that he remains open to revised offers, including the
“Norway option” (membership of the single market in exchange
for free movement and large payments to the EU). 

But a soft Brexit could be even more complicated to negotiate
than a hard one. If Britain decides to offer concessions on migra-
tion in exchange formarketaccess, every inch ofthe trade-off will
require bargaining. MrBarnierhad accepted that the unity he had
fostered among the rest of the EU’s 27 governments, his ultimate
political masters, would be tested when the talks begin. It may
prove more difficult to hold the line if the EU is confronted with a
more conciliatory British proposal. If Britain seeks a Norway-
style deal via the European Economic Area, that club’s members
(Norway, Iceland and Liechtenstein) may be leery of letting in an
economy so large that it dominates the group’s interests.

All of this will eat up more time. Mr Barnier notes that nearly
three months ofthe allotted two years have passed without a sin-
gle formal meetingunderArticle 50. Thisweekhe rebuffed British
attempts to open pre-negotiation “technical talks” on the
grounds that London would be unable to give its negotiator a
mandate. Mrs May insists that talks will begin soon after June
19th, as scheduled. But her promises carry ever less weight. 

Climbing partners
None of these questions needs to be settled immediately. The
Brexit talks, when they at last get underway, will focus first on “di-
vorce” matters, such as the rightsofEU citizens in Britain (and vice
versa) and a bill covering Britain’s outstanding financial obliga-
tions. Discussions on the future relationship will begin once “suf-
ficient progress” has been made on the first set of issues; Mr Bar-
nier says he hopes that will happen by the start of2018.

It is impossible to predict what form British politics will take
by then. Yet even if tensions over migration can be eased, Euro-
pean concerns about Britain’s ignorance of what Brexit entails
will remain. Close integration with the single market requires ac-
cepting its rules and the jurisdiction of European courts; hardly
“taking back control”. Those in Britain now advocating a softer
Brexit may have had their hand strengthened by Mrs May’s hu-
miliation. But they will still have to overcome those for whom
such a Brexit resembles no Brexit at all. And the clock will contin-
ue to tickwhile their disputes play out.

This week Germany and France both said that Europe’s door
remains open should Britain change its mind on leaving the EU.
But a “Breversal” is still unlikely; Britain’s Parliament as well as its
electorate have voted to quit. If a softer exit looks possible, Euro-
peans should set aside their irritation with Britain and help
achieve it, if only for the sake of their own citizens and firms. Ne-
gotiations, though, will require goodwill, time and creative think-
ing, none of which has been much in evidence since the British
vote. Mr Barnier still has a mountain to climb. 7

A job for mountain man

The chaos in Britain is a problem for the EU and its chiefnegotiator

Charlemagne
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MEMBERS of Parliament returned to
the Palace of Westminster on June

13th with politics in a state ofdisarray. Hav-
ing called an unnecessary election in order
to increase her majority and boost her per-
sonal clout, Theresa May succeeded in do-
ing the opposite. The Tories are eight MPs
short of a majority. Mrs May’s authority is
shattered. The great issue at the heart of
British politics, withdrawal from the Euro-
pean Union, is once more in flux. 

As the scale ofthe debacle became clear
on election night, MrsMay’s future wasun-
certain. George Osborne, a former Tory
chancellor, gleefully called her a “dead
woman walking”. Mrs May reportedly
drafted a resignation speech. Potential suc-
cessors began to manoeuvre.

Mrs May will never lead the Conserva-
tive Party into another general election,
but her immediate decapitation now looks
unlikely. She displayed the right mixture of
contrition and strength before the 1922
Committee, a group of backbench Tory
MPs, on June 10th, saying that “I’m the per-
son who got us into this mess and I’m the
one who will get us out of it.” Sir Nicholas
Soames, Winston Churchill’s grandson
and one of the Commons’ most accom-
plished tweeters, turned one of his grand-
father’s favourite sayings, “Keep buggering
on,” into a hashtag: #KBOworktodo.

Other defeated party leaders have not
been so lucky. Paul Nuttall, the UK Inde-
pendence Party’s third standard-bearer in

election polls put Jeremy Corbyn’s Labour
Party six or more points ahead of the To-
ries. So Mrs May clings on in Downing
Street, weak and unstable, balancing fac-
tion against faction, protected not by any
enthusiasm for her or her programme but
by fear ofRed Jeremy.

Mrs May spent much of the weekwork-
ing on a deal with Northern Ireland’s
Democratic Unionist Party. The DUP’s ten
MPs would provide Mrs May with the
votes that she needs to form a majority. It
has strong historical links with what Mrs
May has taken to calling her Conservative
and Unionist Party. But it is not an easy
partnership. The DUP’s opposition to gay
marriage and abortion threatens to retox-
ify the Tory brand. It is also unclear wheth-
er Mrs May can form an alliance with the
DUP without breaking the terms of the
Good Friday Agreement (see later story). 

Mrs May’s problems with her coalition
are complicated further by the Conserva-
tives’ success in Scotland. Mrs May was
kept within striking distance of a majority
only by the fact that the Tories won 12 new
seats in Scotland under the leadership of
Ruth Davidson, a charismatic liberal Tory
who is due to marry a same-sex partner.
Though Ms Davidson has no seat in West-
minster, she is making her influence felt,
criticising the DUP’s social attitudes and
making it clear that Scotland wants as soft
a Brexit as possible.

The chaos means that the Queen’s
Speech, in which the incoming govern-
ment outlines its plans, will take place two
days late, on June 21st. Mrs May will slim
down her programme, which was once
supposed to solidify a new type ofConser-
vatism that focused on the problems of the
“just about managing”. The Conservatives
have dropped plans to reintroduce gram-
mar schools and get equity-rich older peo-
ple to contribute more to the cost of being

less than a year, resigned the day after the
election. Tim Farron, the Liberal Demo-
crats’ leader, quit within the week.

Mrs May survives only on sufferance.
Before the election she was an autocratic
prime minister. She governed through her
co-chiefs of staff, Nicholas Timothy and
Fiona Hill, and frequently rode roughshod
over the civil service. Now her power has
drained away. Her co-chiefs have resigned.
She has appointed a liberal Tory, Damian
Green, as her deputy prime minister. Phil-
ip Hammond, who looked as if he was for
the chop before the election, remains as
chancellor, his position secure. This marks
a return to cabinetgovernment, and to gov-
ernment by Sir Humphrey: turmoil in poli-
tics means that the civil service is more
powerful than it has been for years. Sir Je-
remy Heywood, the cabinet secretary, will
be an important source ofstability.

A lease with all too short a date
Mrs May owes her survival to fear. First,
fear of a Tory civil war. The most promi-
nent candidates to replace her—Boris John-
son, the foreign secretary, and David Davis,
the Brexit secretary—are divisive. Their re-
spective critics regard Mr Johnson as an
unprincipled bumbler and Mr Davis as a
popinjay—“The only man who can swag-
ger while he’s sitting down,” as one puts it.
They are both Brexiteers who would be
unacceptable to the party’s Europhiles.

Second, fear of a fresh election. Post-
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2 looked after at home. They have also sig-
nalled “an end to austerity”, scrappingpro-
posed cuts to schools’ budgets and scram-
bling to find billions more for social care
without raiding pensioners’ benefits. The
party’s plan to balance the budget, which
had already been postponed until the
mid-2020s, has been put offstill further.

The chancesofgood governmentare re-
duced by the Tories’ civil war over Brexit.
The schism deepens the party’s problem
with talent by making it harder to sack
weak performers without raising suspi-
cions of ideological purges. Mrs May has
kept several ministers who are singularly
lacking in flair. The Brexit department has
lost two experienced ministers just as ne-
gotiations are due to begin.

It looks as if Mrs May will keep bugger-
ingon fora while. But that ishard when the
issue of Brexit splits her party and pro-
vokes almost primitive passions in some
Europhiles and Europhobes. Britain is
probably heading for another election be-
fore the end of the year and certainly be-
fore the end ofthis parliament. That would
necessitate a contest for a new leader—and
with it a bloody battle over Brexit. The big-
gest winner from Britain’s turmoil is Mr
Corbyn, who was elected Labour’s leader
almost by accident and who, until just be-
fore the election, was holding on to his po-
sition by a thread. 7

THE Conservative Party began the elec-
tion campaign with an enormous lead

and even on election day was expecting to
increase its majority. What went wrong?

The biggestunknown ahead ofthe elec-
tion was turnout. Labourwaswildlypopu-
lar among the young, but polling firms dif-
fered in their estimates of how many
young people would vote at all. In the
event, Labour’s young fans excelled them-
selves: turnout among people aged 18-24
was 57%, according to a large post-election
survey by YouGov, a pollster. That is 14 per-
centage points greater than in 2015.

Age is now the main determining factor
affecting party choice. The “phenomenal”
generational divide has never before been
so stark, according to John Curtice of Nat-
Cen Social Research. Mr Corbyn pulled in
young people in droves by promising free
university tuition. Labourwon 43 of the 60
constituencies where full-time students
make up 15% or more of the adult popula-
tion, five ofwhich it gained from the Tories.

Overall, turnout rose by 2.5 points to
68.7%, the highest since 1997. Seat-by-seat
analysis shows that it increased most in ar-
eas with large populations of well-educat-
ed under-45s; areas that are ethnically di-
verse; and areas that voted to remain in the
European Union last year. That probably
cost the Conservatives. Turnout in pro-EU
London, where they lost six seats, in-
creased by five points to surpass 70% for
the first time since 1992.

Brexit paid some dividends to the To-
ries. In 2015 the UK Independence Party
won 12.6% of the vote with an anti-EU mes-
sage. With the referendum won, its vote
collapsed. About 60% of those who voted
for UKIP in 2015 defected to the Conserva-
tives, according to a post-election survey
by Lord Ashcroft. The Tories did best in
constituencies that voted heavily for
Brexit: in six of their eight new English
seats the Leave vote was over 60%.

But Brexit hurt the party in other places.
Excluding Scotland, there is a strong corre-
lation between swings from the Tories to
Labour and the vote in the EU referendum
(see chart). By our seat-by-seat analysis,
Brexit was responsible forabout half of the
national swing from the Tories to Labour.
Labour said as little as possible about the
subject, allowing it to attract voters from
both sides of the referendum divide. It
gained 18 seats in lukewarm Leave constit-
uencies and 13 in areas that voted Remain. 

All told, of the 28 seats the Tories lost to
Labour, perhaps 17 can be explained by
some combination ofhigher turnout, large
populations of young and educated vot-
ers, and opposition to a hard Brexit. That
leaves 11 seats dotted around England
where those elements were not sufficient
to explain the result. Seven years of auster-
ity under the Tories are likely to have
counted; so is Theresa May’s dour cam-
paign, which failed to learn from the Scot-
tish independence referendum of2014 that
positive messages matter.

It was nearly very different. The Tories
lost fourseats by 30 votes or fewer. The cur-

rent distribution of votes means that the
number of seats won is more “elastic” rela-
tive to vote share than in the past, Mr Cur-
tice notes. A 2.5 percentage-point swing
from Labour to the Tories would have won
them 29 more seats, giving them a 51-seat
working majority—and turning the narra-
tive ofTory disaster into one of triumph. 7

The vote

Whodunnit?

Post-mortem ofan electoral upset

Brexit wrecks it

Sources: Chris Hanretty, University of East Anglia; Electoral Commission; ESRI; Press Association

Conservative/Labour swing in general elections 2015-17 
and Leave share in 2016 EU referendum 
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AS IT became clear that the Conserva-
tives had fallen short of a majority in

Parliament, the Democratic Unionist Party
(DUP) expressed its delight at the prospect
ofwielding new clout at Westminster. “We
will make our influence felt,” its deputy
leader, Nigel Dodds, declared, as the party
won ten of the 18 seats in Northern Ireland.

A hung parliament has long been the
dream result for unionists, since it holds
the prospect of transforming their MPs
from isolated backbenchers into kingmak-
ers who could have the ear ofa prime min-
ister. The unionist News Letter reported
that the DUP was “openly salivating” at the
prospect ofsuch a scenario.

It is an uncomfortable fit. For one thing,
the DUP has a fundamentalist wing and
opposes gay marriage and abortion (the
party’s manifesto is “the Bible with fort-
nightlybin collections”, itsdetractors joke).
The Tories have spent years trying to shed
their image as the “nasty party”. An alli-
ance with the DUP could set that back.

The bigger problem concerns Northern
Ireland’s peace process. Under the Good
Friday Agreement of 1998, which estab-
lished a devolved government in the prov-
ince and brought an end to decades of viol-

Coalition-building

A MayDUP
alliance
BELFAST

The prime ministerseeks a deal to stay
in power, risking the peace in Belfast
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2 ent conflict, the British government
promised to oversee matters with “rigor-
ous impartiality”. Nationalists reasonably
wonder how it will be able to do that if the
main unionist party has the power to bring
down the government at any moment.

They are not the only ones. In one ofhis
final acts as Irish prime minister, Enda Ken-
ny contacted Theresa May to express his
desire that nothing should put the Good
Friday Agreement at risk. Sir John Major,
Britain’s prime minister in 1990-97, said he
worried that the governmentmightno lon-
ger be seen as impartial. Jonathan Powell,
a British negotiator of the Good Friday
Agreement, warned in a Financial Times
article: “It is supposed to be the British and
Irish governments who chair these talks as
neutral parties, but Mrs May’s government
can hardly pretend to be neutral.”

The devolved Stormont assembly has
been in cold storage since January, when
relations between the DUP and Sinn Fein,
the main nationalist party, broke down.
The DUP maynowfocuson its relationship
with the Tories, rather than contemplating
the compromises necessary for a devolu-
tion breakthrough. The party’s psychology
has changed: it will now be primarily in
the business of extracting concessions
from Westminster.

There is no sign of a return to wide-
spread violence. But the atmosphere in
Northern Ireland has soured. All but one
of its MPs are now hardliners. The fragile
middle-ground tooka battering in the elec-
tion, with two moderate parties losing all
five of their seats, an unmistakable indica-
tion that polarisation is becoming deeper.
Mrs May’s deal with one side in this sensi-
tive, volatile conflict is a gamble. 7

ALTHOUGH little debated during the
campaign, Brexit is the government’s

biggest challenge. Formal talks begin next
week despite post-election chaos. The
Brexit department in London has just lost
two of its four ministers. Nobody knows
how long Theresa May will be in Downing
Street. Yet the EU’s timetable is oblivious to
elections. Mrs May’s letter invoking Article
50 was sent11weeks ago, and a negotiating
mandate has been given by the other 27
countries to Michel Barnier at the Euro-
pean Commission. There is no doubt over
when Britain is due to leave: two years
after Mrs May’s letter, on March 29th 2019.

Yet neither side can pretend nothing

has changed. Mrs May called the election
to win a mandate for her “hard Brexit”, pri-
oritising immigration control and escaping
the European Court of Justice (ECJ) over
the economy. That implied leaving the EU’s
single market and customs union. But the
election gave herno mandate. Some 82% of
voters backed parties promising to quit the
single market. Yet Labour’s commitment
was opaque, since it talked of retaining all
the market’s benefits. And a majority of
MPs in both parties were Remainers.

Politics reflects the new circumstances.
The appointment of Damian Green, a
strong pro-EU figure, as first secretary of
state is one sign, albeit partly offset by the
choice of Steve Baker, a hard Brexiteer, as a
Brexit minister. The prominence of Ruth
Davidson, leader of the Scottish Tories,
who wants an “open Brexit”, is another.
Mrs May’s Northern Irish partners, the
Democratic Unionists, fret over a possible
hard border with the Irish Republic. And
her political weakness has forced Mrs May
to retain the doveish Philip Hammond in a
much stronger position at the Treasury. He
has declared that voters did not back Brexit
to make themselves poorer. 

Some Remainers want Mrs May to
switch to the softer option of staying in the
single market and customs union. A few
want to withdraw the Article 50 letter or
extend its deadline. But an abrupt change
of policy is unlikely. Many Remainers also
favour the idea of tougher immigration
controls, although the single market pre-
cludes them. Most voters now just want to
get on with Brexit. Extending the deadline
requires unanimous support from the 27,
which is unlikely to be forthcoming. 

Yet it is possible to draw three broad
conclusions about where next for Brexit.
One is that Mrs May’s priorities will have
to change to put the economy and jobs
first. That means listening to British busi-
ness. A new report from the Harvard Ken-
nedy School (“Making Brexit work for Brit-
ish Business”), based on many interviews,
stresses the case for barrier-free access to
the single market, more talented immi-
grants and continuing engagement with
EU regulatory agencies. This suggests it
would be wise to keep open both the sin-
gle-market and customs-union options.

A second is that the vast quantity of
Brexit-related legislation, described recent-
ly by Lord Judge as a tsunami, will be far
harder to process in a hung parliament.
And that points to a need for cross-party
collaboration. Even David Cameron, Mrs
May’s predecessor, has called for this. It
may be tricky formally to involve other
parties in the Brexit negotiations, not least
because they have little reason to help Mrs
May. But compromiseswill be necessary to
get the Great Repeal Bill and other laws
through both parliamentary houses.

The third is that far more time is needed
than is available. Mrs May will now surely

have to accept the EU’s sequencing plan,
which means dealing with the Article 50
divorce before discussing new trade ar-
rangements. That makes a case for more
generosity from the British side, particular-
ly over EU citizens in Britain and the sums
needed to pay the “Brexit bill”. But even
then, negotiations on a deep and special
trade partnership will take a lot longer
than the year or so likely to be left before
the Article 50 deadline. To avoid a cliff-
edge exitof“no deal” thus requiresa transi-
tion. And the only plausible transition on
offer will be to keep the status quo, which
implies continuing free movement of peo-
ple, budget payments and the ECJ.

The end-point for Brexit is far less cer-
tain, though some clarity may be needed
before entering any transition. It could still
be Mrs May’s hard Brexit, with a relation-
ship analogous to the EU’s planned deals
with Canada or Ukraine. But it might
equally be a softer Brexit into a relation-
ship more like Norway’s or Switzerland’s,
which could mean retention of either or
both the single market and customs union.
There is surely scope for some creative ad-
ditions to these. On migration, for instance,
Britain might secure an emergency brake
(as Norway has) orpermission to offer jobs
first to British nationals. Subjection to the
ECJ could be partly disguised by deft use of
the EFTA court, like Switzerland.

The economic outlook matters: hence
Mr Hammond’s new clout. Growth has
slowed in Britain but picked up in the rest
of the EU. Not only will that make voters
more aware of the potential costs of Brexit,
but also it will mean that net EU migration
continues to fall sharply. In a year’s time,
there could just be a better chance of com-
promises that suit all sides. 7

Brexit after the election

Compromises
ahead

The Brexit process will move forward,
but in a context that has changed utterly
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THE most influential business idea of recent years is Clayton
Christensen’s theory of disruptive innovation. It is celebrated

because it explains why so many tech companies come from no-
where to revolutionise their industries. But it also provides a
good analysis of Jeremy Corbyn’s success in taking the Labour
Party to the edge ofpower. 

Mr Christensen, who teaches at the Harvard Business School,
argues that the most interesting businesses start life on the mar-
gins. They succeed by spotting underserved markets and invent-
ing ways ofreaching them. Disruptive innovators start off by pro-
ducing unpolished products for the bottom of the market.
Successful incumbents dismiss them as cranks. But as they im-
prove their products they end up revolutionising their markets
and humbling yesterday’s incumbents. Think of classified ads
(Craigslist), long-distance calls (Skype), record stores (iTunes), tax-
is (Uber) and newspapers (Twitter).

Jeremy Corbyn, Labour’s leader, spent 30 years on the mar-
gins ofBritish political life, from enteringParliament as the MP for
Islington North in 1983 to winning the leadership of the Labour
Party in 2015. He was treated as at best a harmless eccentric who
liked making his own jam and at worst a terrorist-sympathiser
who threatened the Labour brand. But he spotted the biggest un-
derserved market in British politics—the young—and provided it
with what it wanted: the promise ofa new kind ofpolitics. 

Youngish people, particularly 18- to 30-year-olds but also
those in their 30s, have been abysmally treated by the British es-
tablishment. They have borne the brunt of the introduction of a
pay-as-you-go welfare state, taking out big student loans while
even rich old people get free bus passes and winter-fuel allow-
ances. They have also been the victims of house-price inflation.
Whereas older people have seen their homes rise in value, the
young have struggled to get on the property ladder.

The 68-year-old Mr Corbyn turned himself into the champion
of the young in part by resorting to the ancient art of buying
votes, with a promise to get rid of university tuition fees. But he
offered hope and enthusiasm as well as money. He reintroduced
phrases thathad been banned during the long, technocratic years
of New Labour, such as “social justice”. He talked about promot-
ing universal peace rather than nuclear deterrents. He even

looked different from traditional politicians. Tony Blair forced his
troops to dress in suits to impress middle England. Mr Corbyn
sports a beard and looks unhappy in a tie.

Labour’s leader produced a new business model to cater for
underserved audiences. Under the old one, politics was primari-
ly done by professionals—the MPs—who chose their leader and
went to the public every few years. MrCorbyn advanced a partic-
ipatorymodel in which MPsplayed second fiddle to LabourParty
members and their vanguard of activists in groups such as Mo-
mentum. He will use his newfound power to push this revolu-
tion further: at the Labour Party conference in September, for ex-
ample, he will try to reduce the percentage of MPs and MEPs
required to nominate a candidate for leader from 15% to 5%.

Under the old business model the Labour Party did every-
thing it could to avoid the “tax and spend” label. Mr Corbyn ar-
gued that the country was sick of austerity and inequality. His
manifesto promised to nationalise industries, empower trade
unions and boost public spending. Under the old model the left
ran scared of the media. Mr Corbyn decided that the tabloids
were not so much Rottweilersaspaper tigersedited byold people
who failed to realise that twenty- and thirtysomethings didn’t re-
late to stories about the IRA and the three-day-week.

New business models were combined with clever use of new
technologies. Labour used a track by Lily Allen, a sympathetic
popstar, to accompany a heart-warming video about how won-
derful Britain might be if only it weren’t run by the wrong sort of
people. But much of the social-media energy came from activists.
Two young women created a program on Tinder, a dating app, to
encourage potential dates to vote Labour. Corbynistas created
websites such asThe Canary, Evolve Politicsand Skwawkbox. Fa-
cebookshares amplified the cacophony. The story ofthis election
was not a Conservative collapse but a Labour surge, with Mrs
May winning 42.4% of the vote and Labour 40%, an increase of
ten points since 2015. Lord Ashcroft’s survey of14,000 people on
election day found that two-thirds of those aged 18-24 voted La-
bour, as did more than half of those aged 25-34. The first group to
breaksubstantially for the Tories was people aged over 55.

From outsider to incumbent
Mr Corbyn is now enjoying the revenge of all disruptive innova-
tors. Moderate Labour MPs such as Chuka Umunna, who had
been convinced that MrCorbyn would go down to a catastrophic
election defeat, are now lobbying for jobs in his cabinet. One rea-
son why Theresa May called an election was that she was con-
vinced that nobody would vote for such an extremist. Now one
of the few things keeping the Tory party from tearing itself apart
is fear that Mr Corbyn will win the next election. 

The essence ofdisruptive innovation is that it is uncertain. For
everyGoogle there are several Netscapes. Winner though he may
seem, Mr Corbyn is still 64 seats short of a parliamentary major-
ity. His hard-left supporters could overplay theirhand, particular-
ly by driving Blairite “saboteurs” out of the party. Many people
voted for Mr Corbyn on the assumption that he wouldn’t win:
they wanted to give the Tories a bloody nose, not Mr Corbyn the
keys to 10 Downing Street. Mainstream Labour MPs will turn on
him at the first sign that his policies are not delivering. But for the
time being the momentum is with him. R.A. Butler, a former Tory
grandee, once describe politics as the “art of the possible”.
Whetherornot he ends up in DowningStreet, MrCorbyn has un-
doubtedly redefined the boundaries of the possible. 7

Jeremy Corbyn, entrepreneur

Labour’s leaderhas disrupted the business ofpolitics

Bagehot
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WESTMINSTERwasagog. On May31st,
eight days before Britain’s general

election, the Times splashed on YouGov’s
forecast of a hung parliament. Other poll-
sters were predicting an average lead of
eight percentage points for the incumbent
Conservatives. Party grandees, sure that
Theresa May, the prime minister, would se-
cure a big majority, rubbished the predic-
tion—as did officials from the opposition
Labour Party, convinced they were head-
ing for defeat. Jim Messina, a former cam-
paign manager for Barack Obama who
flew in to advise the Conservatives,
tweeted that he had “spent the day laugh-
ing at yet another stupid poll”. 

On the eve of the election, the polling
average put the Conservativesat44% ofthe
vote, and Labour at 36%. In the event, La-
bour beat expectations by five percentage
points, gaining 30 seats and denying Mrs
May a majority. YouGov was vindicated.
Mr Messina has not tweeted since.

Critics of polling spy a pattern. They
cite a seriesofsurprise results leading up to
the latest: the Conservatives’ narrow win
in Britain in 2015, after predictions of a
hungparliament; lastyear’svote forBritain
to leave the European Union, after every
big political party campaigned to stay; and
Donald Trump’s successful insurgent cam-
paign for the American presidency. 

he insisted that Labour had no chance of
getting 38% of the vote.

Statistical models of election outcomes
attempt to quantify the uncertainty in
polls’ central findings by generating proba-
bility estimates for various outcomes.
Some put Hillary Clinton’s chance of vic-
tory against Mr Trump above 99% (Mr
Wang came to grief because his model al-
most totally discounted the chance the
polls in battleground states were all
askew). Among the model-makers, Nate
Silver, an American journalist, was a shin-
ing success. He came to prominence by us-
ing polling averages to call every state cor-
rectly in the presidential contest of 2012.
Indeed, that success may have encouraged
misplaced faith in statistical models. He
did asbadlyas the pollstersbefore Britain’s
election in 2015. But he rightly spied uncer-
tainty in the Trump-Clinton race, and stuck
to his guns despite much ridicule. 

Predicting the outcome of elections is
an inherently chancy endeavour. “If you
look into the crystal ball,” says an experi-
enced pollster, “you’ve got to be ready to
eat ground glass.” In fact, the accuracy of
polling in developed countries has not de-
clined over the past half-century. Ameri-
can pollsters’ predictions for presidential
races are even improving (see chart 1). Last
week’s five-point average error in Britain
was not far from the average of4.3 points in
general elections since 1979. 

But pollsters’ job is getting harder. The
number of people willing to answer their
questions is plummeting. Of every ten
people in rich countries they contact by
telephone, at least nine now refuse to talk.
New political faultlines are complicating
their efforts to find representative groups
to question, and voters’ changing behav-

Sam Wang, a neuroscience professor at
Princeton and part-time psephologist, kept
a pre-election promise to eat an insect on
live television ifMr Trump won more than
240 electoral-college votes. Some Britons
also made foolhardy food wagers. In 2015
Paddy Ashdown, a former leader of the
Liberal Democrats, a small party, said he
would eat his hat after pooh-poohing the
exit poll (one specially made of marzipan
was laterpresented to him). Lastweek Mat-
thew Goodwin, a political scientist, went
one better by eating a copy of his book
about Brexit (again, on live television) after

Election forecasting

Democracy’s whipping boys

Pollsters’ sins are exaggerated, and theirpraises unsung

International

4044485256 64687276 84889296 040812

End of an error

Source: American Association for Public Opinion Research

United States, average overestimation of 
vote-share in national presidential polls
Percentage points

1

0

2

4

6

8

10

12

1936 60 80 2000 16

Mean absolute error

Democrat Republican



52 International The Economist June 17th 2017

1

2 iour blindsides them as they try to discern
the truth behind polling responses. Old
political allegiances are weakening and
public opinion is becoming more fickle.
Confidence in polling has been shaken.
Pollsters are scrambling to regain it.

One of the problems they face is be-
yond them to fix: electoral systems that
confound sharesofthe total vote. Mrs Clin-
ton defeated Mr Trump in the popular vote
by 2.1 percentage points—within one point
of the average polling prediction—but lost
because of the rules of the electoral col-
lege. Britain’sfirst-past-the-post system reg-
ularlyproducesparliaments thatonly hazi-
ly reflect national vote shares; in 2015 the
nativist UK Independence Party got 12.6%
of the vote, but just one of 650 seats.
Though pollsters urge caution in translat-
ing vote shares into final results, that warn-
ing often goes ignored. 

In such systems, knife-edge local con-
tests can be decisive. Just 77,747 extra votes
distributed suitably across Michigan, Wis-
consin and Pennsylvania would have net-
ted Mrs Clinton 46 more electoral-college
votes, enough to take the White House. A
total of just 75 British voters switching to
the Conservatives, in the seats where they
lost by the narrowest margins, could have
given Mrs May a working majority. British
pollsterswould still have got the vote share
badly wrong. But they would have come in
for less criticism, since their central predic-
tion would have fallen on the right side.
Like servants and goalies, pollsters are no-
ticed only when they fail. 

As for the Brexit referendum, more polls
had put Leave than Remain ahead. “The
message of the polls was, it’s very much a
toss-up,” says John Curtice of Strathclyde
University. But that got lost as the two big
parties campaigned forRemain, and news-
paper columnists simply could not believe
that so many British voters would really
plump for the upheaval of leaving the EU.

The widespread impression that polls
are bunk may also have been partly due to
the much-publicised betting odds offered
online. Earlier this century, online betting
exchanges beat pollsters before several big
elections. Economists argued that the fore-
casts made by punters with money on the
line were likely to be more considered than
the sometimes offhand responses given to
pollsters. But the betting markets have
flunked their recent tests. Bettors favoured
a Remain victory, a Clinton presidency and
a Conservative parliamentary majority,
with closing odds ofmore than 80%.

Last week’s election in Britain weak-
ened the evidence for the theory that cam-
paigns have little effect on voting behav-
iour, advanced bymanypolitical scientists.
Mrs May’s support seems to have plunged
during her dismal campaign: Survation,
the pollster that most accurately predicted
the final result on the eve of the election,
and YouGov both gave her party double-

digit leads just three weeks before election
day. Picking up such rapid changes in pub-
lic sentiment is straightforward, though
not cheap: it requires larger sample sizes
and more frequent surveys. These also
help with the “noise” found in anyrandom
sample, which pollsters refer to as sam-
pling error. 

Far more intractable is the bias that
creeps in when samples are not represen-
tative of the electorate. Taking bigger sam-
ples does not help. The margins of error
cited by pollsters refer to the caution ap-
propriate to samplingerror, not to this flaw,
which is revealed only on polling day.

A striking example came in 1936, when
Literary Digest, a weekly American maga-
zine, asked its affluent readers whom they
would vote for in that year’s presidential
election. Nearly 2m replied. But the sam-
ple, though large, was horribly biased.
Based on it, Literary Digest forecast a land-
slide for Alf Landon. He went on to lose all
but two states to Franklin Roosevelt. 

Poll anotherday
When Mrs May announced this year’s
snap election, British pollsters had not yet
got their houses fully in order after their
failure in 2015. An inquiry by the British
Polling Council, an industry group,
blamed unrepresentative samples: British
polls have long tended to overstate sup-
port for Labour and understate support for
the Conservatives (see chart 2). 

Faced with an election much sooner
than they had expected, they made rushed
tweaks in the hope of correcting this bias.
That led to a wide variation in their predic-
tions. On the eve of the election they
pegged the Conservative lead asanywhere
between one point and 13. One pollster,
whose firm predicted a double-digit lead,
says that his “golden rule” was to adopt
any plausible adjustment that would take
a point or two off Labour and reallocate
that share to the Conservatives.

Such adjustments seem to have con-
tributed to the latest miss. Preliminary esti-
mates by Will Jennings and Patrick Sturgis
of Southampton University suggest that
fixes intended to account for variable turn-
out—in previous elections, declared La-
bour supporters have been less likely than
others to end up casting a vote—increased
the average estimate of the Conservative
vote share by five percentage points. Sur-
vation credits its success to sticking closer
to the raw numbers. “It’s the ultimate
Greektragedy, isn’t it?” saysMichael Turner
of BMG Research, the pollster that did
worst. “What you do to correct the error
ends up causing it.” 

Internet-polling companies try to side-
step sampling bias by recruiting large, sta-
ble “panels” made up of the right numbers
of the educated, the young and so on, from
which they pick representative samples
each time they run a poll. But this can still
produce poor results. After finding that its
internet polling in 2015 oversampled politi-
cally engaged voters, who tend to be left-
ish, YouGov tried hard to recruit less-en-
gaged voters to its panel.

For telephone and face-to-face pollsters,
who try to avoid bias by choosing random-
ly from a list of telephone numbers or ad-
dresses, another problem looms. Across
the rich world, they are struggling to find
anyone willing to talk to them. In 1980, 72%
of Americans responded to a phone call
seeking their opinion. That share had
plummeted to 8% by2012, and haskept fall-
ing. Last year, less than 1% of calls received
a reply. Essential government statistics,
such as figures on consumer confidence,
unemployment and household income,
are also being undermined by fading will-
ingness to respond to official surveys.

Pollsters would not worry so much if
everyone were equally unlikely to re-
spond. But some types of people are more
reluctant than others. Pollsters refer to this
variation as non-response bias. According 
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2 to Matt Lackey of Civis Analytics, a data-
science firm, it now takes an American
pollster 350 calls to find a young Latino
man willing to answer questions—21 times
as many calls as required for an elderly
white woman. Low response rates contrib-
uted to the failures of predictions in indi-
vidual states before last year’s presidential
election. “The biggest misses…were in
places with low-educated voters,” says Mr
Lackey. “And those were also the places
that had the lowest response rates.”

Weight, weight, don’t tell me
To deal with non-response bias, pollsters
try to correct their samples by a process
known as weighting. The idea is simple: if
one group is likelier to respond to a survey
than another, giving a lower weight to the
first group’s answers ought to set matters
right. The procedure is well-established
and respectable: all pollsters weight their
samples to correct for the differences in re-
sponse rates between large demographic
groups, and usually by similar amounts to
each other.

But adjusting weights is also one of the
ways pollsters can do what political scien-
tists call “herding”. If one weighting
scheme produces a seemingly outlandish
result, the temptation is to tweak it.
“There’s an enormous pressure for confor-
mity,” says Ann Selzer, an American poll-
ster. Polls can thus narrow around a false
consensus, creating unwarranted certainty
about the eventual outcome. 

The British Polling Council tries to dis-
courage herding by requiring its members
to publicise anychanges theymake to their
methodologies. Before the most recent
election, British pollsters largely managed
to resist the temptation—though YouGov’s
final prediction, which relied on different
methods from those used for the one in the
Times, put the Conservatives’ lead at seven
points, close to the average for other poll-
sters. And seven of the eight pollsters who
predicted the outcome of the Brexit refer-
endum adjusted their methods late in the
campaign. All of those revisions favoured
Remain by at least one percentage point. 

To make weightingwork, pollsters must
pull off two difficult tricks. The first is to di-
vide their samples into appropriate sub-
groups. Age, sex, ethnicity, social class and
party affiliation are perennial favourites.
The second is to choose appropriate
weights for each group. This is usually
done with the help ofa previous election’s
exit poll, or the most recent census. 

But the old political dividing lines are
being replaced by new ones. Increasingly,
samples must be weighted to match the
voting population for a much larger set of
characteristics than was previously need-
ed. Levels ofeducation, household income
and vaguer measures such as people’s feel-
ings of connection to their communities
have all started to be salient. Before the

Brexit vote, both the Conservatives and La-
bour supported remaining in the EU, but
their supporters split. Well-educated peo-
ple voted heavily for Remain. Those with
authoritarian leanings split for Leave by
66%, according to an analysis by NatCen, a
social-research organisation. Age, always a
factor in voting behaviour, is becoming
more important. Young Britons seem to
have plumped for Labour by an over-
whelming 40-point margin last week,
while the oldest were even keener than
usual on the Conservatives. 

The latest dividing line is disaffection.
Unusually high turnout by white Ameri-
cans living in rural areas, most of whom
have low levels of education and a long
history of political disengagement, helped
propel Mr Trump to his narrow victory.
Voters with poorer health and lower social
cohesion, as measured by low expressed
willingness to co-operate with others, also
favoured MrTrump. ManyBritonswho did
not bother to vote in 2015 turned out for the
EU referendum; they favoured Leave by a
20-point margin. 

Even when pollsters do break their
samples into appropriate groups, voters’
changing behaviour can still trip them up.
Most British pollsters, for example, as-
signed lower weights to young people’s re-
sponses to reflect theirhabitually low turn-
out: just 43% of under-24s voted in the
previous general election, compared with
66% across all age groups. But those that
most heavily discounted the young por-
tion of their samples did worst in their pre-
dictions this time round, suggesting that
the youth vote rose. The past is also little
help in deciding how to weight samples
before one-off votes like the referendums

in Britain, Italy and Colombia last year.
Spotting new electoral rifts and chang-

ingelectoral habitswill require much more
data (and data science) than pollsters now
use. And picking up changing social atti-
tudes means measuring them, too—which
will take never-ending checks and adjust-
ments, since those measurements will suf-
fer from the same problems as pre-election
polls. Pollsters will also have to improve
their handling of differential turnout and
undecided voters. Most accept self-report-
ed intention to vote, which turns out to be
a poor guide. And they often assume that
undecided voters will either stay away or
eventually split the same way as everyone
else, which seems not to have been the
case in recent contests.

And dealing with declining response
rates will probably require new ways to
contact prospective voters. During the ear-
ly days of internet polling, many feared
that online samples were bound to be un-
representative, mainly because they
would include too few older people. But
Britain’s online pollsters silenced their crit-
ics in the Brexit vote, where they came two
percentage points closer than telephone
pollsters to the result. Some startups are
now testing what they call “programmatic
sampling”: advertising very short surveys
to smartphone users. Google, which runs
bespoke market surveys for companies,
tries to ensure representative samples by
using browsing history to guess respon-
dents’ demographics.

Finally, pollsters will have to become
more statistically sophisticated. Sampling
1,000-2,000 people and massaging their
responses to correct forpast errors looks in-
creasingly antiquated. YouGov’s recent
success was based on rolling question-
naires administered daily to 7,000 people
from a 50,000-strong online panel, with
the resultscombined usingadvanced num-
ber-crunching known as “multilevel re-
gression and post-stratification”. 

Whitherforecasting
Perhaps pollsters’ strongest defence is that
no one else does better. In 2012 Peggy Noo-
nan, an American columnist, contended
that Mitt Romney would defeat MrObama
because she had seen more Romney yard
signs. Other commentators have based
election predictions on nothing more than
attendance at ralliesor the volume of parti-
san posts on social media.

If such guesswork was all there was to
go on, many more election results would
be shocks. They would routinely cause
market turmoil. From one vote to another,
politicians would have no way to gauge
the public mood. Turnout would suffer: a
recent study of Swiss referendums found
that it rose in close votes, but only when
there were pre-vote polls. Pollsters some-
times deserve a kicking. But without them,
democracies would fare worse. 7Not what he was expecting
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ITIS remarkable what a difference a single
election can make. “The wayEurope is re-

garded by the rest of the world has
changed in a few months,” says Gérard
Mestrallet, chairman of both Engie and
SUEZ, two big French energy firms, and a
board memberatSiemensofGermany, the
region’s biggest engineering firm. The ar-
rival of Emmanuel Macron as France’s re-
form-minded new president—his party is
set for a giant victory in parliamentary
elections this week—is helping to trans-
form attitudes from gloom to cheer.

Mr Mestrallet echoes many corporate
leaders in describing“real hope and enthu-
siasm”, amid expectations that the new
president will, within months, “de-block”
the euro zone’s second-largest economy.
MrMacron will start freeingbusiness activ-
ities, he says, first with legislative reform of
a rigid labour market to simplify rules on
hiring and firing, and then by cutting tax
rates (the corporate kind will fall from
34.4% to 25%). Measures to boost entrepre-
neurship and young technology firms are
also expected. This may all sound over-op-
timistic, but Mr Mestrallet merely captures
an ebullient mood that is spreading across
Europe.

In truth, business sentiment in France
and elsewhere was ticking up before Mr
Macron’s success. The gradual emergence
ofanimal spirits was encouraged by an im-

the brightest it has been in years. Inditex, a
giant Spanish producer of fast-fashion
clothing, which has sales predominantly
in Europe, reported booming sales and
profits for the first quarter on June 14th. 

Business is also reassured that Angela
Merkel, Germany’s chancellor, is likely to
be re-elected in the autumn. She is signal-
ling an intent to join Mr Macron in seeking
European-level reforms to spur growth.
These have long been promised and not
delivered upon, but could include speed-
ing the creation of a digital single market
and encouraging more cross-border merg-
ers to create industrial and other kinds of
champion. The talk in Paris is that cross-
border takeovers of banks could follow—
something that nationalist politicians, at
least in France, previously discouraged.

Renaissance era
Xavier Niel, founder of Iliad, a big French
telecoms company that is poised to ex-
pand into Italy this year or next, says that
more integration is essential if European
firms are to mature properly. (A recent sur-
vey of European business leaders found
that 60% want “more Europe”.) Mr Niel
reckons that France will emerge as a vi-
brant centre for tech firms—Station F, a
massive incubator he is funding for 1,000
startups, opens in Paris soon. But for such
companies to scale up fast, as American
ones do, he says that Europe needs to “uni-
fyall fiscal rulesand norms” into a true sin-
gle market.

Ifo, a German think-tank, talks of a “eu-
phoric” mood in Germany, after years of
sustained economic growth. Its business-
climate index has reached a peak not seen
since 1991, a year after reunification. The
Association of German Chambers of
Commerce and Industry says its 25,000 

proving European economy, owing to low
oil prices, supportive monetary policy and
a cheap euro. Worries have eased among
manufacturers that President Donald
Trump would spark a trade-stifling con-
frontation between America and China;
exports are thriving. 

German firmshave longbenefited from
a combination of a steady domestic econ-
omy and their own exporting prowess. But
most of corporate Europe is enjoying simi-
lar tailwinds: the 19 economies of the euro
zone in aggregate grew by an annualised
rate of 2.3% in the first quarter, nearly dou-
ble America’s rate. Surveys say sentiment
at manufacturers in Spain and Portugal is

European business 
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2 member companies report an outlook
brighter “than ever before”. 

Producers of capital goods are especial-
ly hopeful of a sustained upturn. Illustra-
tive of the rising cheer is Jungheinrich, a
Hamburg-based firm with 15,000 staff that
is one ofEurope’s largest producers of fork-
lift and other equipment. Its net sales leapt
by 19% year on year in the first quarter, in
part as other companies in Europe buy its
machinery. Volker Hues, its chief financial
officer, describes “persistent intensifica-
tion of business” from clients in the food,
car-making and retail industries in particu-
lar. His firm is investing 13% more this year
to meet rising orders.

Adding to this sense of dynamism is a
welter of M&A deals, even as activity has
dried up across the Atlantic. One mea-
sure—counting announced transactions in-
volving American and European firms in
the first five months of the year—points to
$172bn of transactions, an increase of over
80% on the same period in 2016. A count of
all deals involving European firms, by
Bloomberg, for the first quarter, suggests
activity is up by 34%. 

“You can feel it, smell it. It’s in the air,
real excitement,” says Forrest Alogna, an
American mergers lawyer in Paris describ-
ing a rush of business since Mr Macron’s
victory. Deals include an attempted Italian-
Spanish merger of road-toll companies,
which would be the biggest takeover in
Spain for a decade, and a gas-industry
tie-up, worth $70bn, agreed by Praxair, of
America, and Linde, ofGermany.

Some of these deals reflect European
firms’ weakness and relative cheapness, as
well as renewed optimism. Europe’s com-
panies have fallen behind their global
peers in the past decade, leaving some vul-
nerable to predators. In 2007 Europe
claimed 14 firms among the world’s largest
100 listed ones (by market capitalisation);
today it counts only seven. A big reason for
the fall is the market fragmentation that
worries Mr Niel. 

But buyers are also drawn to firms that
offer expanding revenues, and European
ones look set to profit from rising growth.
In Spain a revival of car production has
seen SEAT, a subsidiary of Volkswagen,
turn to profit for the first time in a decade.
Portuguese exporters and tourism firms re-
port rapid growth. In France defence firms
expect that talkofhighermilitaryspending
in Europe, a response to anxiety over
America’s support for NATO, will mean
new orders.

Even in Italy, an economic laggard,
manufacturers sound chipper. Alberto
Bombassei of Brembo, a producer of brake
systems, says his firm is doing well from
risingcarsalesathome and also surging ex-
ports. The declining fortunes ofItaly’s pop-
ulist Five Star Movement, and the re-emer-
gence of a centrist former prime minister,
Matteo Renzi, could portend a more busi-

ness-friendly political climate there, too
(though such hopes have repeatedly been
dashed before).

The real test is iffirms translate their op-
timism into far more investment. This is
needed, for example, for more of them to
push on with digitalisation, where conti-
nental firms lag. A recent survey of 2,000
European firms by McKinsey, a consultan-
cy, found that theystill hoard cash against a
future downturn. It estimates gross cor-
porate savings of some €2trn ($2.2trn). In-
vestment is only just back to the absolute
levels seen before the financial crisis of
2007-08 and remains low in relative terms. 

That is not because of tight credit but as
a result of lingering timidity. On average,
respondents plan investment increases of
6.9%, cumulatively, in the next three years.
That is hardly a boom. But the consultancy
received its responses before Mr Macron
and othercentrists in Austria and the Neth-
erlands had won power. Reforms by these
political leadersare notyet in the bag. But if
European business leaders trust changes
are coming, they have a simple way to re-
spond: spend again. 7

“SCLEROTIC companies abound in Eu-
rope,” says Christer Gardell, co-foun-

der and managing partner of Cevian Capi-
tal, an activist hedge fund based in
Sweden. That is an uncommonly pugna-
cious statement for a firm that operates be-
hind the scenesand usespublicpressure as
a last resort. Unlike its louder American
peers, such as Bill Ackman’s Pershing
Square, Paul Singer’s Elliott Management
or Dan Loeb’s Third Point, Cevian has nev-

er written a pointed open letter to a chief
executive or waged a proxy battle (al-
though Carl Icahn, an activist who has
been known to call bosses “morons”, is
one of its investors).

Its calm approach seems to suit cor-
porate Europe. Cevian is the region’s larg-
est activist fund, and one of the world’s
biggest, with over $15.4bn in assets. It was
founded by Mr Gardell and Lars Forberg in
Stockholm in 2002; both still run it. Its
“constructive” activism, focusing on only a
dozen companies at a time, goes back to
the founders’ time as chief executive and
chief investment officer of Custos, a listed
investment firm, in the mid-1990s. 

Although European corporate gover-
nance is often compared unfavourably
with America’s, Mr Gardell says it has
many advantages. American management
largely controls the process for nominating
new board members, so an activist fund
may need to wage a loud campaign just to
get a seat at the table. In the countries
where Cevian operates, its typical owner-
ship stake of 5-20% is enough to easily, or
even automatically, get a board seat. That
said, it operates mainly in the Nordic coun-
tries, Britain, Germany and Switzerland,
regarding governance in the wilds of
southern Europe as too unpredictable. 

Its signature move is splitting up or
spinningoffparts ofcompanies, a tactic for
which Mr Gardell earned the moniker of
“butcher” from the Swedish press in the
mid-2000s. Cevian believes that many
conglomerate structures are too sprawling,
and that simplifying them can be better
both for managers (who will have an easi-
er time running more focused companies)
and for shareholders (who will have an
easier time valuing them). 

Perhaps the best example is the separa-
tion in 2012 ofCookson Group, a British in-
dustrial firm, into Alent, a chemicals com-
pany, and Vesuvius, a ceramics firm, that
Cevian helped to engineer. The split more
than doubled the combined value of
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2 shareholders’ investment. Cevian has also
pushed for spin-offs at Volvo Group, a
Swedish truckmaker, and Bilfinger, a Ger-
man industrial-servicesfirm, amongmany
others. Such proposals often attract stiff
opposition at first, as with its current rec-
ommendations for ABB, a Swiss-Swedish
engineering firm, and ThyssenKrupp, a
German steel giant. And Cevian has had
failures. Bilfinger is one of the few exam-
ples of a truly struggling Cevian portfolio
firm. Butoverall, performance is strong. Ce-
vian returned 19.4% in 2016 alone. Euro-
pean activist funds returned 14.1% in aggre-
gate, and American ones 12.8%, according
to eVestment, a data provider. 

Institutional investors, who often
shunned or ignored activists a decade ago,
now take the initiative to contact Cevian.
Other activists are also stirring: more Euro-
pean firms are being targeted (see chart on
previous page). Mr Gardell is sceptical that
boisterous American funds will be able to
make much headway into Europe, but he
welcomes more competition. His fund an-
nounced its newest target—one that is close
to home—on May31st: Ericsson, a flounder-
ing Swedish telecoms firm. 7

“THE total number of airline miles
travelled by this team is equal to a

round trip between Earth and the moon.”
So bragged Wu Xiaohui at a recruiting
event held at Harvard University in Janu-
ary2015. The bossofAnbang, a bigChinese
insurer, was dazzling potential hires with
his plans to go global. Anbang had shot to
prominence just weeks before with a deal
worth $2bn to acquire the Waldorf Astoria
hotel in New Yorkfrom America’s Hilton.

Since then Mr Wu has attempted acqui-
sitions around the world worth a total of
some $38bn (see table). Political controver-
sies have caused a number to unravel. One

that recently fell apart was Anbang’s nego-
tiation to take a $400m stake in a property
in Manhattan, 666 5th Avenue, controlled
by a firm owned by the family of Jared
Kushner, PresidentDonald Trump’s son-in-
law. There were complaints about a poten-
tial conflict of interest on the part of Mr
Kushner, who advises Mr Trump on rela-
tions with China. 

Domestic politics in China is now a far
more pressing concern. For months ru-
mours have circulated that President Xi
Jinping’s anti-corruption campaigners had
Mr Wu in their sights. On June 13th Caijing,
a prominentbusinessmagazine, published
a story stating that on June 9th the authori-
ties had detained Mr Wu. Anbang con-
firmed on June 13th that “for personal rea-
sons” Mr Wu was “temporarily
unavailable”, but it refused to comment on
his whereabouts. The article disappeared
quickly from Caijing’s website, although
press accounts suggest he is still missing. 

Why might Mr Wu be in trouble? De-
spite his brash dealmaking, he was once
thought untouchable because he married
a granddaughter of Deng Xiaoping. His ap-
parent disappearance could be tied to an
ongoing corruption purge of Communist
Party officials. He may possibly be linked
to an investigation into Xiang Junbo, Chi-
na’s chief insurance regulator, a probe that
was announced in April. Mr Xiang had un-
leashed a burst of deregulation that al-

lowed firms such as Anbang to take on far
more risk, though allegations against him
may not involve the insurance industry.
Another possibility is that Mr Wu flouted
regulations for too long. Anbang’s risky
practices, including using short-term in-
struments to fund long-term investments,
eventually prompted the regulator to act.
Last month it banned Anbang from issuing
new products for three months.

Numerous corporate bosses have been
detained in the past three years, often for
mysterious reasons, butmosthave been re-
leased. At the end of2015, for instance, Guo
Guangchang, the boss ofShanghai’s Fosun
conglomerate, disappeared but later re-
emerged from detention. But the firm’s
dealmakingmust surelybe on hold, even if
Mr Wu is released. Anbang cannot finance
pricey foreign forays so long as its ability to
issue products at home remains curtailed. 

A plunge in confidence that prompts a
liquidity crisis is another risk. Yet Anbang
seems likely to survive. Because it controls
some $250bn-300bn in assets, the govern-
ment can be expected to shield it from col-
lapse at all costs, reckons Brock Silvers of
Kaiyuan Capital, a Shanghai-based invest-
ment advisory firm. That Mr Xi is ready to
go after such a heavyweight, well-connect-
ed tycoon, ahead of important Commu-
nist Party meetings this autumn, under-
lines his confidence that nothing too
destabilising will result. 7

Anbang

Out with an
Anbang
SHANGHAI

A high-flying Chinese dealmakerhas
his wings clipped

Premium portfolio

Sources: Dealogic; Bloomberg *10% stake    †Majority stake

Anbang, selected recent acquisition announcements

Target Value, $bn Date Status Industry

DoubleTree by Hilton, Amsterdam   0.39 May 30th 2017 Completed Dining and lodging

Kushner Companies*, US   0.40 Mar 13th 2017 Not pursued Property

Strategic Hotels & Resorts†, US   5.50 Oct 27th 2016 Completed Property

Starwood Hotels & Resorts, US  15.49 Mar 14th 2016 Withdrawn Dining and lodging

Heron Tower, London     1.17 Jul 17th 2015 Not pursued Property

Waldorf Astoria, New York       1.95 Oct 6th 2014 Completed Dining and lodging

AMERICA’S economy is enjoying its
third-longest period of uninterrupted

expansion since the 1850s. So it is at first
glance puzzling that Lidl, a German deep-
discount chain whose sales soar when
times are hard, is entering the market now.
On June 15th Lidl opened nine stores in Vir-
ginia, North Carolina and South Carolina.
Up to 90 more storesacross the country are
to follow within a year. 

The move may be far-sighted, however.
Lidl’s arch-rival, fellow-German discount-
er, Aldi, has been in America for four de-
cades and has 1,600 stores across 35 states.
It has had success not just among poor
Americans but, increasingly, among the
middle class, according to Bain, a consul-
tancy. Aldi is preparing for an expansion:
on June 12th it said it would add 900 more
in the next five years, putting it third in the
country by store count, behind Kroger and
Walmart, America’s biggest retailer.

Unlike conventional supermarkets, 

America’s grocery market

A Lidl late?

CULPEPER, VIRGINIA

EnterEurope’s biggest discount grocer 
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2 which usually carry between 20,000 and
30,000 mostly branded products, a typical
Aldi or Lidl store sells perhaps only a tenth
as many items, some 90% of which are
private-label. This no-frills approach both
permits ultra-low prices and earns cash
quickly, which is then reinvested in new
stores and offerings, luring more custom-
ers. Both privately-owned discounters
have carved out sizeable niches in practi-
cally every country in which they operate.
Lidl started in 1973; it rakes in a tenth of all
grocery spending in Germany and 5% in
Britain (where it launched in 1994). Aldi be-
gan in 1961and has enjoyed similar success
at home and abroad. 

Lidl promises that prices at its new
American stores will be up to 50% lower
than those of comparable products at oth-
er grocers (Aldi excluded). It will certainly
require steep discounts for it to make a
mark. The American groceries market has
not been kind to foreign interlopers. Other
world-class European chains, such as Car-
refour from France and Tesco from Britain,
have tried and failed to get a foothold.
Aldi’s record is unusual. 

Nor have private-label goods taken up
much space on the shelvesofconventional
American grocers. They account for only
18% ofgrocery sales, less than half the aver-
age penetration at a western European
grocer. This is partly because the stigma
that private-label products are “only for
poor people” is more firmly entrenched in
America than in Europe, notes Simon
Johnstone ofKantar Retail, a consultancy. 

Lidl has long eyed expansion into
America, but plans are said to have been
repeatedly shelved, perhaps owing to past
internal disputes. Its bungled attempt to
launch in Norwaya fewyearsbackalso left
management cautious. It must now reckon
with Aldi. Liz Ruggles, head ofmarketing at
Aldi’s American division, says that new re-
tailers “can’t match our relationships with
hundreds ofAmerica-based suppliers.”

Nevertheless, most onlookers expect

Lidl’sentrance to roil the American grocery
industry, posing yet another danger to
companies already threatened by invest-
ments from Walmart, online startups and
Amazon. Market share is often on offer at
the low and premium ends of grocery. In
Britain three of the fastest-growing grocers
by market share in 2016 were Lidl, Aldi and
Waitrose, an upmarket chain. In America,
too, sales at conventional grocers such as
Kroger are stagnant. Bain expects deep dis-
counters to grow by 8-10% each year be-
tween now and 2020, five times as fast as
traditional grocers. 

As incumbents mull their response,
some hope the European interlopers’ am-
bition will be their undoing. Lidl’s Ameri-
can stores will offer posh Italian and
French cheeses and wines, for example.
Aldi is already adding more organic pro-
ducts to its American stores. For conven-
tional grocers, such as Wayne Denning-
ham, chief operating officer of Albertsons,
another big grocery chain, who is watch-
ing Lidl’s entry (he is “concerned, but not
unduly worried”), the ideal scenario
would be for the Germans to nudge each
other upmarket. 7

Rummage sale

JEFF IMMELT looks as ifhe was born to be
a chief executive. Tall, affable and ener-
getic, he was picked to run General Elec-

tric in 2001after an interminable and mild-
ly sadistic selection process run by GE’s
then CEO, Jack Welch, at the time Ameri-
ca’s most celebrated boss. On June 12th Mr
Immelt said he would retire, replaced by
John Flannery, who runs the firm’s health-
care arm. The departing boss has reshaped
GE radically but his legacy is mixed.

Part of that reflects what he inherited.
GE was not in nearly as good a shape as Mr
Welch liked to pretend. Its share price was
overvalued, pumped up by hype about Mr
Welch’s talents. Its profits were inflated by
gains from its pension scheme and its fi-
nancial division, which had grown at
breakneck speed and which contained big
risks. Mr Immelt tried to take GE back to its
core as an industrial firm that makes so-
phisticated products such as power equip-
ment and jet engines. It has been a revolu-
tion of sorts. The firm is more global, with
57% of sales from abroad compared with
29% when Mr Immelt started.

But these efforts have been overshad-
owed by two mistakes. First, Mr Immelt
was slow to recognise just how dangerous

GE’s financial arm was. By 2007 it contrib-
uted 55% of profits and had racked up over
$500bn of debt. When the crisis struck its
funding dried up and its profits collapsed.
Mr Immelt deserves plaudits for shutting
most of it down in 2015, but by then the
damage was done.

The second flaw is less widely under-
stood but just as important: the perfor-
mance of the non-financial business has
been lacklustre. Mr Immelt’s reshuffling of
it was huge, with disposals and acquisi-
tions equivalent to 167% of its current capi-
tal employed. GE ditched its media arm,
plastics division and kitchen-appliances
unit, and bought into health care, energy
and power infrastructure. But acquisitions
and investments in new areas have been
expensive; GE’s capital employed has bal-
looned but its returns have not. Weakoper-
ating performance, along with the costs
from the restructuring, mean its cash flows
are similar to what they were in 2001. GE
has been running to stand still.

Can another consummate insider, Mr
Flannery, who has been at GE since 1987, do
better? The health-care business he runs
contributes 20% of profits. Two big tasks
await him. Mr Welch was a pioneer of off-
shoring and GE’s supply chains cross the
planet, but the firm will have to guard
against a protectionist backlash at home
and abroad. That requires diplomatic and
communication skills, which Mr Immelt
had in spades.

The other task is to deal with GE’s soggy
financial performance. Trian, an activist
hedge fund, owns a stake in GE and, be-
hind the scenes, has probably been agitat-
ing for change. Unless the numbers im-
prove soon, pressure may mount for GE to
break itself up. That would be a bad idea:
what it now needs is less re-engineering
and more consistent execution. At least Mr
Flannery, unlike Mr Immelt, takes the helm
when expectations are low. 7

Regime change at GE 

Judging Jeff

NEW YORK

The departing boss ofGE has done an
average but dignified job

John, Jeff, after Jack
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Global football

Head in the turf

AT THE World Football Museum in
Zurich, run by FIFA, football’s global

governing body, visitors take their photo
with the World Cup trophy, try their
hand at match commentary and gawkat
artefacts ranging from the original hand-
written set of the rules of the game to the
yellow card famously shown to Paul
Gascoigne, a lachrymose English foot-
baller, in 1990. Those wanting a glimpse
of the luxurious bedsheets that were
used to shield FIFA officials as they were
hustled out ofa ritzy Swiss hotel in 2015
having been arrested on corruption
charges may feel cheated—they are not
on display. 

IfFIFA’s shrine to itself ignores this
squalid period of its history, its balance-
sheet bears the traces. FIFA lost $369m in
2016, triple the losses of the year before,
and forecasts a loss of$489m in 2017.
Reserves, which have been above $1bn
since 2008, are predicted to fall to $605m
next year. 

The latest loss is partly because of
higher development funding for member
football associations, and partly because
ofaccounting changes on how costs and
revenue are booked. But the probes into
alleged bribery and corruption launched
by American and Swiss law-enforcement
officials have not helped. FIFA’s legal bills
rose from $20m in 2015 to $50m in 2016.
Its financial statements also bemoan a
series of“ill-considered” investments,
including the museum, which cost $190m
and has failed to attract many visitors.

FIFA still thinks it will meet its rev-
enue target of$5.6bn over the 2015-18

cycle, thanks to a steep rise in revenue
from the 2018 World Cup in Russia. But
that depends on money from television
and sponsorship. Several sponsors,
including Sony, Emirates and Castrol,
have not renewed their contracts. With
less than a year to go before the tourna-
ment, FIFA has lined up only12 sponsors
out of the 34 slots on offer. It has attracted
one local backer, the Moscow-based
Alfa-Bank, and is without a broadcaster
to carry the games in the host country. At
the same stage before the 2014 World Cup
in Brazil, most sponsorship slots were
filled, with many deals agreed to years in
advance. “With one year to go, this situa-
tion is unheard of,” says Michael Payne, a
former marketing chief for the Interna-
tional Olympic Committee. 

FIFA’s latest sponsorship deal is with
China’s Vivo, a smartphone-maker. It is
the third Chinese firm to backFIFA; the
country is believed to be considering a
World Cup bid of its own. Chinese firms’
stance appears to be that FIFA is changing
after its scandal. But questions remain. In
May FIFA replaced a judge and a prosecu-
tor serving on its ethics committee with
new people. The outgoing officials were
responsible for the investigations that led
to the suspension ofSepp Blatter, a for-
mer FIFA president, and other top offi-
cials. They claimed that their dismissal,
with hundreds of investigations in pro-
gress, would mean the “de facto end to
the reform efforts”. Gianni Infantino,
FIFA’s new boss, described it as a “storm
in a teacup”. That message, like FIFA’s
broadcast rights, may prove a tough sell. 

ZURICH

Ayearbefore the World Cup in Russia, FIFA is shunned by sponsors 

“IF THEY accept that they stole from us
and seek forgiveness in front of God

and the angels and all Tanzanians and en-
ter into negotiations, we are ready to do
business.” As conciliatory gestures go, that
one by John Magufuli, Tanzania’s presi-
dent, to Acacia Mining, the country’s larg-
est foreign investor, could hardly have
been more fork-tongued.

Nonetheless, two days later John
Thornton, head of Barrick Gold, Acacia’s
largest shareholder, met Mr Magufuli to
start talks on ending a dispute that has
halved Acacia’smarketvalue since the gov-
ernment in March imposed a ban on the
export of gold- and copper-concentrates. It
is a markofthe seriousnessofthe stand-off
that he is ready to negotiate on all points of
contention between the two sides. 

The context of the row is increasingly
typical of Africa’s mining industry. The
Tanzanian government is seekingmore tax
revenue from a foreign mining firm that
was initially wooed into the country by
generous tax concessions. The state also
wants to generate more value and jobs by
smeltingAcacia’s concentratesdomestical-
ly, rather than abroad.

That may seem reasonable, but Mr Ma-
gufuli’s firebrand populism, as well as his
unpredictability, have made it a particular-
ly worrying test case for mining firms
across the region. In April Tanzania an-
nounced a new presidential committee to
look into its gold exports. In late May the
committee accused Acacia ofunderreport-
ing its gold exports by a factor of ten, an ac-

cusation Mr Magufuli repeated. 
Acacia says the charges of tax evasion

are absurd. They note that if production
were as understated as the committee al-
leged, Bulyanhulu and Buzwagi, the two
mines where it produces concentrate,
would be the biggest gold producers in the
world. The firm says that it “wishes this
were true, but sadly it is not the case.” Its
gold production is audited in its accounts.

HowfarMrMagufuli wishes to go is un-
clear. The big fear is that he may favour full
nationalisation. But he may accept a more
pragmatic settlement. Analysts at UBS, a
bank, reckon the Tanzanian government
wants to bully Acacia into giving up a
share of its “tax assets”, which it values at
$532m. For example, the company is owed
some $150m in VAT refunds. 

Barrick, which owns almost 64% of
Acacia, will discuss all of this. “A negotiat-

ed solution is better than escalation, such
as going to international arbitration,” a
spokesman says. That means it is prepared
to talk about the tax problem as well as the
possible construction of Tanzania’s first
smelter of gold- and copper-concentrates,
even though the latter has long been con-
sidered uneconomic because the coun-
try’s output ofconcentrates is too low.

Since the ban was imposed, Acacia has
continued to mine, stockpiling its output
instead ofexporting it. But it cannot contin-
ue without generating cash for ever. If it
stops production, the damage will extend
to the country at large. Last year Tanzania’s
economy was among Africa’s best per-
formers, growing by about 6%. It needs
more foreign investment to maintain that
pace. Mr Magufuli’s tactics—whether he
has God and the angels on his side or not—
will make that harder to achieve. 7

Gold mining in Africa

Golden handcuffs

NAIROBI

Tanzania’s firebrand leader takes on its
largest foreign investor
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ACHEMICAL engineer at Pemex, Mexi-
co’s state-owned oil company, opens a

tap atop a maritime platform in this off-
shore oilfield in the southern part of the
Gulf of Mexico. She decants a jar of heavy
Mexican crude that comes, hot to the
touch, from 3,500 metres below the sea-
bed. It looks like a succulent chocolate
sauce, but smells like the backend of a cow.
“Taste it,” she laughs.

The crude that she is testing is pumped
a short distance across the sea to a vast
floating storage tank, known as an FPSO,
where it is blended with lighter crude for
export. The FPSO stores about 2m barrels—
roughly the equivalent of a day’s worth of
Mexican oil production. Aquarterofthat is
fed into a supertanker tied alongside, con-
tracted by Chevron, America’s second-
largest oil firm. It then sails north across the
maritime border to Texas or Louisiana
where the crude runs through refineries.
The refined petrol or diesel often then re-
turns to Mexico.

These transactions are part of a historic
transformation of North American energy
that President Donald Trump appears to
have overlooked as he fumes over his
country’s trade deficit with Mexico and
pours scorn on the North American Free
Trade Agreement (NAFTA). In 2015 the ener-
gy trade balance flipped (see chart). Be-
tween 2011 and 2016, it swung from an
American deficit of $20bn to an American
surplus of $11.5bn. America earned almost
as much from exporting hydrocarbons to
Mexico as from cars and trucks. 

This about-turn has been caused by
several factors, namely America’s shale
boom, Mexico’s slumping oil output
(down by more than 1m barrels a day in a
decade) and energy liberalisation in 2014
that ended Pemex’s 75-year-old hegemony
over the domesticoil industry. Thisshifting
landscape has already had an effect on Pe-
mex: a recent bump in oil prices, combined
with cost-cutting, has led to its first consec-
utive quarterly profit in six years. The rip-
ple effect through North America’s energy
business has also been quick, and should
expand—provided it is not derailed by a
hamfisted effort to renegotiate NAFTA.

The cross-border flow of hydrocarbons
is the most tangible change. Petrol from
American refineries amounts to about half
of Mexico’s domestic consumption. Last
month Tesoro, a Texan refiner, became the
first private firm to win an auction to move
imported petroleum products through Pe-

mex’s own tanks and pipelines. 
Mexico has also become the destina-

tion ofchoice forsurplusAmerican natural
gas, produced in the shale revolution. Sales
south of the border have almost doubled
since 2014, as Mexico switches its power
generation from coal and oil to cheaper,
cleaner fuels. The capacity of natural-gas
pipelines crossing the border is expected
almost to double over the next three years.
Since Cheniere Energy became the first
firm to export American liquefied natural
gas last year, much has flowed to Mexico.

Investment is also flowing. American
oil companies won five out of the eight
blocks auctioned in Mexico’s first sale of
deepwater oil licences last year. That forms
part ofwhat Pedro Joaquín Coldwell, Mex-

ico’s energy secretary, says are $49bn-
worth of international investment com-
mitments in exploration and drilling since
2015. José Antonio González Anaya, Pe-
mex’s boss, says he hopes to encourage
American refiners such as Tesoro and Val-
ero to co-invest in some of Mexico’s six re-
fineries. But all were built before 1980, are
decrepit, and lose about $9bn a year. 

The changes are becomingvisible at the
petrol pump. ExxonMobil, America’s larg-
est oil company, announced in May that it
would open its first petrol station in Mexi-
co this year and invest $300m in fuel distri-
bution over the next decade. Currently,
only one petrol station in Mexico is owned
by a supermajor, BP (its enthusiastic pump
attendants work for salaries, not tips, un-
like those at Pemex-branded ones). 

At a congressional hearing in Washing-
ton this month, experts noted that the Un-
ited States, Mexico and Canada are on
trackto achieve North American energy in-
dependence by 2020—meaning the region
will produce more liquid fuels than it con-
sumes. Cheap, abundantenergywill boost
the region’s industrial competitiveness; it
will also reduce its dependence on less sta-
ble producers such as Venezuela and Per-
sian GulfStates.

But in both America and Mexico, uncer-
tainties loom. The process under way to re-
negotiate NAFTA could jeopardise energy
co-operation if Mr Trump pulls America
out of the treaty, as he has threatened to do.
Since Mexico’s energy liberalisation,
NAFTA’s provisions have helped provide
certainty to foreign investors. Those safe-
guardscould be valuable ifAndrésManuel
López Obrador, a staunch opponent of en-
ergy reform, wins Mexico’s presidential
election next year. He could take issue with
the growing dependence on American
fuel. A vibrant networkofNorth American
energy markets is taking shape, but it re-
mains fragile—especially with populists
blundering about in positions ofpower. 7

NAFTA and energy

Build pipelines, not walls

KU-MALOOB-ZAAP

American energyfirms enjoya bonanza south of the border

Supply chain in action

Massed pipes and drums

Source: EIA
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AS the global financial system was engulfed in crisis in 2008-10,
onlyone setofbanks in Europe and North America stayed se-

rene and safe: Canada’s big five lenders. They were largely un-
touched by the madness south of the border and across the pond
and kept churning out profits. After the crisis experts went on pil-
grimages to Toronto and Ottawa to study the Canadian way. The
country’s central-bank governor, Mark Carney, became a finan-
cial celebrity who was headhunted to run the BankofEngland.

Canada’s banks quickly joined the select ranks of the indus-
try’s superpowers, shooting up the global league tables in the af-
termath of the crisis. Today three of them are on the list of the 20
biggest banks globally, measured by market value: Royal Bank of
Canada (RBC), Scotia and Toronto Dominion (TD). RBC is worth
more than Spain’s Santander, the euro zone’s biggest bank.

It has taken nearly a decade but Canadian lenders are back in
the spotlight, this time accused of recklessness. The country has
had two economic supercycles in the 21st century: a commodities
boom which ended in 2015 and a housingboom which ispeaking
now. House prices are up by 76% in a decade. Over that period the
big-five banks’ lending books have almost tripled in size and the
ratio of household debt (mainly mortgages) to GDP has accord-
ingly risen from 74% to 101%, one of the highest anywhere.

Rapid credit growth has been a reliable predictor of financial
crises. The mood in Canada is jittery. In the past year the authori-
ties have played regional “whack a mole”, imposing levies to
tamp down wild speculation in the housing market, first in Van-
couver, then in Toronto; Montreal may be next. In April a small
mortgage-finance firm, Home Capital, suffered a run.

The banks’ bosses have two familiar lines of defence. First,
Canada is not America. Its mortgages are designed more safely—a
borrowerhas to repay a mortgage even if they ditch the house, for
example. In America a fifth of mortgages were responsible for
half of banks’ losses. Bankers argue that Canada’s debt is more
evenly spread and that the cohort of poor, over-indebted house-
holds is relatively small. Culturally, Canadians are flinty, they say:
Alberta’s economy has been walloped by the drop in the oil price
since 2014, for example, but defaults there have barely risen.

As a result regulators reckon that the worst-case scenario
won’t be too bad. For example, the state mortgage-insurance

agency assumes a worst case of a 2% loss rate on mortgages, well
below the cumulative loss rate in America of5% in 2008-10.

The bankers’ other argument is that even if Canada faced the
high loss rates seen in America, firms can take the pain thanks to
their high capital and healthy profits. Schumpeter has kicked the
tyres of the five big banks. Assuming a 5% loss rate on their mort-
gages and consumer loans in 2017-20, equivalent to C$70bn
($53bn), their core-capital ratios would stay above 10%. In reality
the losses would be smaller, because half of mortgages are in-
sured, mainly by CMHC, a state agency. This body has the capaci-
ty to endure its share of agony, using its C$35bn cushion of cash
reserves and earnings from the insurance fees it charges lenders.

An American-style disastermight still have casualties. Asliver
of the mortgage market is in the hands ofsmall firms that are sub-
ject to fewer rules. And some banks have gorged more than oth-
ers, probably assuming more risk. For example CIBC, the fifth-
largestbank, hasupped itsmortgage bookby24% since 2012, com-
pared with 15% at TD. (BankofMontreal is the fourth-biggest.) 

But there is unlikely to be a blow-up of the entire system. In-
stead the banks face a different problem. IfCanada is up to its gills
in debt, that means they can no longer expand in a spectacularly
profitable market. Banks’ returns on equity (ROE) in Canada are
15-20%. The banks’ domestic profits have doubled, to C$24bn
over the past decade, and have risen from 0.6% of GDP to 1.3%,
higher than in America (0.7%) and Britain (0.3%).

After adjusting for dividends, the big-five banks could now
generate almost C$20bn of surplus profits each year. If the do-
mestic market cannot absorb it, the money must be returned to
shareholders or invested abroad. The five firms already have
about a third of their collective activity in foreign countries. To
soak up all the extra profits they will need to invest at a pace that
doubles the size of their foreign operations in four years.

Planting maple leaves around the world
Before the financial crisis many of the world’s banks treated their
profitable domestic businesses as springboards. They used their
highly rated shares to buy large foreign firms. This is how HSBC
and Santanderbecame global giants. But regulatorsand investors
are jumpy about big banking takeovers. 

The Canadians have so far followed a more modest diet of or-
ganic foreign expansion and smaller bolt-on deals. RBC has an in-
vestment bank ranked ninth in the world (by fees). In 2015 it
bought City National, a Californian lender to corporates and rich
individuals that has links to Hollywood—it helped to finance
“The Silence of the Lambs”. Scotia is expanding in Latin America.
TD is growing in America, and CIBC recently bought PrivateBan-
corp, a Chicago bankthat specialises in commercial lending.

These adventures may succeed—the five banks’ foreign opera-
tions together make a passable ROE ofabout10%. But they are not
big enough to absorb all the surplus profits made at home. To do
that the banks would collectively need to build the equivalent of
another Goldman Sachs in the next four years, or a new JPMor-
gan Chase in the next decade. They would have to get much big-
ger in America or venture into Europe or to emerging markets.

So the big five face a “trilemma”—they could pump even more
capital into frothy Canada, expand much faster abroad or admit
that they can’t grow and return cash to investors. They seem like-
liest to choose the second course. Even as investors fret about the
mortgage mess at home, a set ofopportunities—and risks—awaits
Canada’s banks beyond their borders. 7

Escape from Canada

Canadian banks don’t face a crisis. Theydo face a strategic trilemma

Schumpeter
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TEN days after he became America’s
45th president in January, Donald

Trump vowed to “do a big number on
Dodd-Frank”, the elephantine law that re-
cast financial regulation after the crisis of
2007-08. Soon after, he asked his treasury
secretary, Steven Mnuchin, to measure all
America’s rules (not just Dodd-Frank)
against seven broad principles, including
the prevention ofbail-outs by the taxpayer
and making regulation more efficient.

On June 12th Mr Mnuchin gave the first
part of his answer, in a 147-page report on
banks. Later instalments will cover capital
markets, insurance and asset manage-
ment, and non-bank institutions and fi-
nancial technology. Banks of all sizes will
be cheered by its proposals to ease regula-
tion, make “stress tests” of their resilience
less onerous and tame the Consumer Fi-
nancial Protection Bureau (CFPB), a watch-
dog born of the Dodd-Frank act. To allay
the confusion caused by America’s many
regulators, Mr Mnuchin wants to give co-
ordinating power to the Financial Stability
Oversight Council, comprising the heads
ofall the agencies and chaired by himself.

The report’s underlying thesis—shared
byMrTrump and manybankers—is thatex-
cessive regulation has held back lending,
which has in turn constrained economic
growth. Since the crisis, the report notes,
lending has risen by 25%, far less than in
other recent recoveries, and GDP growth

rowers. He also wants to delay an increase
in reporting requirements for home loans
and to exempt community banks from
risk-based international capital standards,
known as Basel 3: high risk-weights for
mortgage-servicing assets and commer-
cial-property loans have caused some
small banks to quit those businesses.

Higher up the scale, Mr Mnuchin wants
to raise the threshold above which banks
must carry out Dodd-Frank’s required
stress tests from $10bn ofassets to $50bn or
more, and to scrap some tests altogether.
The lower limit for the most exacting pru-
dential standards and the Federal Re-
serve’s separate capital-adequacy reviews,
now $50bn and covering more than 30
banks, from the titanic JPMorgan Chase,
with $2.5trn, to Zions Bancorp, a lender in
11 western states with just $65bn, should
also be raised, “to be better tailored to the
complexity of bank holding companies”.
The report does not say by how much.

Big banks have long grumbled about
the Fed’s annual capital-adequacy re-
views, which assess how much equity
would be burned in a hypothetical crisis
and which they consider their most pain-
ful constraint. They complain that the sce-
narios are unrealistic and that the Fed
keeps its models under wraps. (The Fed
fears that, if it revealed the models, banks
would arrange their balance-sheets to
game the test.) Mr Mnuchin says the Fed
should rethink its assumptions, be more
open with its models and consider carry-
ing out reviews every two years. He also
wants “living wills”—banks’ plans for an
orderly demise, should disaster strike—to
be submitted only biennially.

A less demanding review may allow
big banks to have less equity on their bal-
ance-sheets. So might the exclusion of cash
and Treasury securities from calculations 

has been sluggish.
In some areas red tape surely has

choked lending—notably residential mort-
gages, where recklessness led to catastro-
phe a decade ago. But the report pays scant
attention to the possibility that slow
growth may instead cause weak demand
for credit. “I don’t think the economy is
credit-constrained,” says Kim Schoenholtz
of New York University’s Stern School of
Business. In the latest monthly survey by
the National Federation of Independent
Business, a lobby group for small firms, a
mere 3% of companies said that their bor-
rowing needs were not being met; 31% said
that they had all they required and half
that they did not want a loan at all. Lack of
skilled labour was a far bigger concern.

No matter. Small banks are cock-a-hoop
at Mr Mnuchin’s proposals. “We’re pop-
ping champagne corks,” says Camden
Fine, president of the Independent Com-
munity Bankers of America (ICBA). Local
community banks with less than $10bn in
assets account for5,400 ofAmerica’s 5,900
lenders. Though they have only 13% of the
system’s assets, they make 43% of small
loans to business. “Nearly every ICBA poli-
cy was adopted,” Mr Fine says.

Thus Mr Mnuchin suggests making it
easier for mortgages to qualify for pur-
chase by the government-backed entities
that dominate the secondary market and
for protection against lawsuits from bor-

Regulating America’s banks

Turn of the wheel

The Dodd-Frankact gave regulators discretion to do more. And, underDonald
Trump, to do less 

Finance and economics
Also in this section

62 Trump’s misguided trade policy

63 Buttonwood: The business of tax

64 Zambia and the IMF

64 Inequality through the ages

65 Clearing-houses and Brexit

65 Tontines might come back

66 The American economy

67 Free exchange: National treasure



62 Finance and economics The Economist June 17th 2017

1

2 of the Basel 3 supplementary leverage ra-
tio, of equity to assets. Such high-quality
liquid assets make up 24% of big banks’ to-
tal, five times as much as before the crisis.
“Changing how capital is measured can
have a major impact,” says Aaron Klein of
the Brookings Institution, a think-tank in
Washington, DC.

Some proposals will need the approval
of Congress. These include changes to
stress-test and capital-review thresholds
and an overhaul of the Community Re-
investment Act of 1977, which scrutinises
banks’ provision of credit and other ser-
vices in poor areas and to poor people.
With a nod to Republicans in the House of
Representatives, the report says Congress
should “consider” exempting “well capi-
talised” banks from all other capital rules,
stress tests and the Volcker rule, which
bans banks from proprietary trading and
from investing in hedge funds and private-
equity funds. This is the centrepiece of a
deregulatory bill already approved by the
House. It has little chance in the Senate,
where it needs Democratic support.

However most—62—of Mr Mnuchin’s
97 proposals do not rely on Congress but
on regulators chosen by Mr Trump. He has
one in place, has nominated two more and
by 2018 will have chosen several others.
Bankers used to moan that Dodd-Frank
had greatly extended regulators’ discre-
tion. The wheel is about to turn. 7

ALUMINIUM smelting is sweaty work.
Inside the Hawesville plant of Cen-

tury, an American aluminium producer, it
can get so hot that the workers lie outside
in the blazing summer sun to cool off. Den-
nis Harbath, the plant manager, oversees
operations. He is worried about the work-
ers. “They have mental fatigue,” he says. 

The source of the stress is a number
scrawled on a wall in white chalk. That is
the dollar price of a tonne of aluminium,
set on the London Metal Exchange (LME).
The workers keep trackof it on their smart-
phones. Their wives ask about it, too. “It’s
hard to stay on the LME rollercoaster when
trying to support a family,” says one. 

A few years ago, they weren’t particu-
larly aware of the price, says Andy Me-
serve, the local union president. That
changed after2015, when the price plunged
to below $1,500 per tonne, prompting Cen-
tury to shut down 60% ofthe plant’s capac-
ity and lay off hundreds of workers. The

whole industry was affected. OfAmerica’s
five remaining aluminium smelters, only
two are running at full capacity. There
were 14 in 2011. 

Dips and dives are always a feature of
commodity markets. A fall in American
primary production could be part of a
long-term trend towards recycled alumi-
nium. Coal powers aluminium produc-
tion; workers complain of being strangled
by environmental regulation. But Mr Har-
bath thinks something fishy is going on.
Why, he asks, did his plant have to curtail
capacity when its energy costs are lower
than in China?

The Trump administration is suspi-
cious, too. On April 26th it triggered an in-
vestigation into the aluminium industry to
defend it against “unfair trade practices
and other abuses”. A public hearing on
June 22nd will give the industry the chance
to air its grievances. (A similar investiga-
tion into steel is looming.)

There is some substance to the worries.
The Chinese government doles out cheap
loans to its industry, encouraging overca-
pacity. Itsoutputhassoared in recent years.
Since China joined the World Trade Orga-
nisation (WTO) in 2001, its aluminium pro-
duction has risen from 14% of the global to-
tal to 54% in 2016. 

Its size gives it huge influence over the
global price, which fell in 2015 when Chi-
nese demand did not keep pace with its
gargantuan supply. Exporting overcapac-
ity makes for better domestic politics than
cutting it, given the potential for job losses.
Without production curbs, analysts at
Bank of America Merrill Lynch predict the
global aluminium market could be over-
supplied by 8% by 2020. 

The Trump administration is trying to
seem tough. Its official investigation in-
vokes Section 232 of the Trade Expansion

Act of 1962, which allows the president to
impose trade restrictions if he suspects im-
ports are threatening national security.
When workersat the Hawesville plant saw
the news of Mr Trump’s investigation, the
plant hummed with excitement. Perhaps
the action would restore those lost jobs.

To them, the link between aluminium
and national security seemed natural. Wil-
bur Ross, Mr Trump’s commerce secretary,
mentioned that there was only one Ameri-
can smelter left that makes high-purity
metal of the sort that the armed forces
need. That one plant is in Hawesville;
Messrs Harbath and Meserve both brim
with pride when they describe their high-
purity aluminium. A sliver of different
metal the size of a child’s finger can throw
off the blend of an aluminium pod with
the capacity of a small swimming pool.
“It’s as close as you can get to marrying art
and science,” boasts Mr Harbath. 

They worry that foreign competition is
crushing the life out of American supply.
Closed smelters take more than a year to
restart, and few ever do. Of the workers
laid off at the Hawesville plant in October
2015, 200 had stayed on a recall list, poised
to come backif the plant returned to full ca-
pacity. Now there are only112 on the list; 88
have drifted into retirement or other ca-
reers. Once there are no more American
smelters left, the workers warn that for-
eigners will charge whatever they want. 

Some are more sceptical of the Trump
administration’s approach. Trade geeks
worry that the focus on national security is
a smokescreen for protectionism. The day
after the announcement Harbor Alumi-
num, an industry consultant, estimated
that although America produces a third of
its commercial aluminium needs, it spits
out triple the requirements of the Depart-
ment ofDefence. 

The aluminium association, an indus-
try body, commended the investigation.
But its statement at the time also made ref-
erence to the “entire aluminium value 
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ONE of the hottest debates in eco-
nomic policy at the moment is how

to ensure companies are paying the opti-
mal amount of tax. On the right, politi-
cians think that a lower corporate-tax rate
will lead to more business investment
and thus faster economic growth. Hence
the initial stockmarket enthusiasm after
President Donald Trump was elected on a
platform that included cuts in business
taxes. On the left, the belief is that busi-
ness is not paying its “fair share” of tax
and that it can be further squeezed to pay
for spending commitments. Hence the
promise of the Labour Party in Britain’s
recent election campaign to push the cor-
porate-tax rate up to 26% (from 19%).

How do these theories translate into
practice? To find out the effect on business
investment, The Economist took the cor-
porate-tax rates in OECD countries and di-
vided them into quartiles from highest
(1st) to lowest. Then we calculated the
five-yearaverage in each quartile for gross
fixed capital formation as a share of GDP.

As the top chart shows, the relation-
ship is not very strong. The countries with
the highest tax rates generate less invest-
ment than those with the lowest, but
there is not much difference. That is prob-
ably because the decision to invest in a
country depends on a lot more than tax.
The underlying growth rate of the econ-
omy and the regulatory climate also play
a big part. Independent of their tax rates,
for example, South Korean and Turkish
companies are investing a lot. Perhaps
they are catching up with mature econo-
mies, perhaps they are over-investing.

What about the tax take? The picture is
complicated here, too. Lower tax rates
may just workby pinching revenues from
other countries. For example, Ireland,
with a 12.5% rate, earns a higher propor-
tion of GDP in revenues than France, at

34.4%. And the headline tax rate may not
be decisive. Countries with high rates (like
America) tend to offset them with allow-
ances and deductions that bring down the
effective rate that companies pay. 

The idea ofusing tax levels to boost rev-
enues does not get much support, either.
Most countries sit within the 2-3%-of-GDP
range (see bottom chart). The countries
with the lowest corporate-tax rates receive
a bit less in taxes. But the difference be-
tween the top and bottom quartiles is only
0.9% of GDP. Grabbing this extra chunk
might be useful revenue, but when public
spending is40% ofGDP orso, othersources
of funding are a lot more important. 

The countries with the highest tax takes
(over 4% of GDP) tend to be those, like Aus-
tralia and Norway, with plenty of natural
resources. They can take advantage of cap-
tive businesses. But that isnotan option for
most developed nations, especially given
the potential for tax competition. OECD
countries are trying to co-operate to stop
companies from gaming the international

tax system. But it is a tricky task; one
man’s tax avoidance is another man’s le-
gitimate business planning. 

Two other things are worth remem-
bering. The first is that companies are
merely legal entities. To the extent they
pay more taxes, they must get the money
to do so from elsewhere. Politicians on the
left think the money comes from share-
holders. But it is not as simple as that (and
even if it were, those shareholders may
represent the pension funds of citizens).
For instance, a large company might not
want to reduce the profits it pays out to
shareholders for fear of becoming a take-
over target. So it could move some of its
operations to a lower-tax regime. Or it
could recoup the loss by charging con-
sumers more, or by paying workers less.

Second, countries do not just want to
attract businesses for the taxes they pay
but for the workers they employ and for
the extra revenues they create for local
suppliers. The effective tax take firms gen-
erate (on wages, sales and property taxes)
is much higher than the tax on profits
alone. So there are dangers in driving
business away, something Britain needs
to contemplate after the Brexit vote.

Some argue that the profits tax should
be abolished. Governments should look
through the corporate structure and tax
shareholders directly. The problem is that
many shareholders, such as pension
funds and charities, are tax-exempt, and
others are based in low-tax regimes. That
would also create incentives for individ-
uals to incorporate to cut their tax bills. So
such a move should await much more
sweeping tax reform. In the meantime,
governments will have to make do with
what they currently get. There is no magic
trickfor collecting a lot more.

The business of tax

The right rate?
OECD countries, 2017 or latest
By quartile of corporate-tax rate

Sources: OECD; The Economist
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chain”. A tariff, or indeed any measure that
raises the aluminium price, would hurt the
metal’s many users, currently thriving on
cheap aluminium and strong demand
from the auto industry. 

The trouble is that there is a disconnect
between the problem of Chinese overca-
pacity and the tools available to the Trump
administration. The president could im-
pose tariffs or a quota on aluminium. But
around half of America’s aluminium im-
ports come from Canada, and only 6%
from China (see chart on previous page).
There is little appetite within the industry
to hit the Canadians. A tariff with a carve-

out for Canada could provide temporary
relief for domestic smelters, but would not
pack the intended punch to China.

The Obama administration had identi-
fied a more direct solution. In its dying
weeks it filed a case at the WTO, suing Chi-
na for its aluminium subsidies. Winning
the case would force China to drop its sub-
sidies or face WTO-sanctioned retaliation.
But although this approach wins the plau-
dits ofboth trade geeks and the aluminium
industry, it is teeth-grindingly slow.

The Chinese authorities have been is-
suing official instructions to shut down ca-
pacity but there isn’t much evidence yet of

results. Exports of semi-fabricated alumi-
nium have been rising quickly this year.
Some worry that some of this is misclassi-
fied raw product, processed just enough to
avoid China’s 15% export tax, and a sign of
excess aluminium capacity spilling on to
global markets. 

At the Hawesville plant, the staff are un-
sure what exactly the Trump administra-
tion will do. Mr Meserve had hoped the
WTO could resolve the issue a bit more
diplomatically. They are clear on what
they want: no handouts and a level play-
ing-field. In the meantime, at least, “the at-
tention will help tremendously.” 7
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ZAMBIANS have good reason to distrust
the IMF. In the 1990s, under the fund’s

guidance, their government cut spending,
scrapped subsidies, liberalised the ex-
change rate and privatised over 200 state-
run firms. This “structural adjustment”
was painful: employment shrivelled and,
by the end of the decade, income per per-
son had shrunk by 8%. In the words of Bin-
well Sinyangwe, a novelist, “they were the
years ofmoney first or else no friendship”.

So it was with some trepidation that
Zambia welcomed an IMF mission, which
concluded on June 10th. As in the 1990s,
Zambia has been hit by plummeting prices
for copper, its main export. The proposed
package, which is likely to be finalised over
the comingmonths, could be worth $1.3bn,
which would be the country’s biggest with
the fund in two decades. 

The retro feel extends across Africa,
where GDPgrewlastyearby1.4%, the slow-
est rate this century. Ghana agreed on a
three-year IMF bail-out in 2015. Oil export-
ers in central Africa are looking for help.
Ivory Coast, the region’s second fastest-
growing economy, is in a programme. In
all, 19 sub-Saharan countries have borrow-
ingarrangementswith the IMF; manyhave
been plagued by high debts resulting from
public-spending binges.

Some things have changed, however.
“Structural adjustments?” said Christine
Lagarde, the fund’s boss, in 2014. “That was
before my time.” The talk now is of more
flexible conditions and of countries taking

the lead in their programmes. In Zambia
some sceptics are being won over: Alex-
ander Chikwanda, the finance minister
until last September, comments that fund
staff are “not as theological” as before. A
new IMF paper notes that, since 2010, al-
most all its programmes in poor countries
have included some kind of social targets,
such as spending floors for health care and
education. In two-thirds of cases those tar-
gets were met.

Not everyone is convinced by the
fund’s new cuddliness. Social targets are
often non-binding, pointed out a study by
Cambridge University academics in 2016.
Whenever deficits are reduced, someone
has to lose out. In Lusaka, Zambia’s capital,
shopkeepers moan about cuts to fuel and
electricity subsidies, made in anticipation
of an IMF deal. Trade unionists are “appre-
hensive”. Civil activists note that cash-
transfer schemes, on which the fund is
keen, reach only a fraction of the poor.

Indeed, signs of a rapprochement may
say more about Africa than they do about
the IMF. Governments these daysare more
market-friendly. Countries from Senegal to
Uganda have sought advice from fund
economists; Ivory Coast has an ex-IMF
staffer as its president. One Zambian offi-
cial sees a fund programme as an “invest-
ment in perception”, signalling to capital
markets that things are backon track.

It doesn’t always work. Last year the
IMF suspended lending to Mozambique
over $1.4bn ofhidden debts. Its presence in
Ghana did not prevent a $1.6bn budget
hole. And in Nigeria, which has long resist-
ed IMF financing, the old stigma remains.
Muhammadu Buhari, its president,
blames a fund-inspired devaluation for a
coup against him back in 1985. Seun Kuti, a
Nigerian singer, is pursued by a horde of
briefcase-wielding zombies in the video
for “IMF”, a 2014 hit. “The fool IMF no
know what’s best for me,” he sings. 7

Zambia
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The IMFis backin Africa

The old outfit is back

ONE factorbehind the rise ofincome in-
equality in America over the past four

decades is that the labour market has in-
creasingly favoured the well-educated.
Real wages for college graduates have risen
by over a third since 1963, whereas wages
for those without high-school diplomas
have dropped. Asmore ofthe economybe-
comes automated, doomsayers worry that
the gap between the haves and the have-
nots will only grow. History shows, how-
ever, that this need not be so.

The recent rise in earnings for skilled
workers is a rare historical phenomenon.
Compiling records from churches, monas-
teries, colleges, guilds and governments,
Gregory Clark, an economist at the Univer-
sity of California, Davis, has put together a
comprehensive dataset of English wages
that stretches back to the 13th century. Mr
Clark notes that in the past the skilled-
wage premium, defined as the difference in
wages between craftsmen, such as carpen-
ters and masons, and unskilled labourers
has been fairly stable, save for two sharp
declines (see chart).

The first drop came in the 14th century,
and had nothing to do with technological
change. Life expectancy in medieval Eng-
land was short and interest rates were
high, meaning that taking on the seven-
year apprenticeship needed to become a
craftsman came with a heavy opportunity
cost. But interest rates started falling in this
period, from around 10% in 1290 to 7.5% in
1340. When the BlackDeath struckEngland
in 1348, wiping out a third of the popula-
tion, interest rates fell further, to 5%, and ap-
prenticeships became much more attrac-
tive. The increased supply ofskilled labour
relative to unskilled workers drove down
the wage premium. Data from Jan Luiten
van Zanden of Utrecht University show
similar patterns in Belgium, France and the
Netherlands. 

The second big decline in the skilled-
wage premium came after the Industrial
Revolution. Inventions like the power
loom displaced artisans, and increased the
relative demand for unskilled labour.
Craftsmen whose skills took years to hone
suddenly found themselves being re-
placed by machines operated by workers
with just a few months’ training. (The
Luddites reacted by smashing the ma-

Inequality

Wages through the
ages

The recent rise in earnings forskilled
workers is unusual

Correction: In our article on Banco Popular last week we
incorrectly described the Single Resolution Board. It is
in fact an independent body set up by the European
Commission.
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WHEN members of a private club in
Manhattan suddenly start dropping

dead at an alarming rate, Matt Scudder, a
private detective, suspects more might be
at play than bad luck to explain the bizarre
series of suicides and violent accidents. If
this sounds like the back-flap of a murder
mystery, your deduction skills are as sharp
as Mr Scudder’s. In Lawrence Block’s “A
Long Line of Dead Men,” the cunning de-
tective eventually uncovers the motive for
the killingspree: the club of31men were all
part ofa tontine.

These ancient financial instruments are
built on members paying money into a
pool, which is invested and then pays out
dividends once they reach a pre-agreed
age. Those who live longest will see their
income increase as others die; the last one
standing receives the most. They are essen-
tially a form of insurance against an unex-
pectedly long life.

Although most people will know them
from the works of Agatha Christie or Rob-
ert Louis Stevenson, tontines were once
real. Originally dreamed up by Lorenzo de
Tonti, an exiled Italian banker in France, by
the late 17th century the instruments be-
came a tool for European kings to raise
funds for wars or to pay off debts. Adam
Smith wrote in “The Wealth of Nations”
that governments would be wise to raise
funds in such a way because they ap-
pealed to people’s gambling spirits, allow-
ing governments to borrow at a lower rate.
By the turn of the 20th century, according 

Tontines

And then there
were none

Death pools might make a comeback

chines.) One study has found that the
share of unskilled workers rose from 20%
of the labour force in England in 1700 to
39% in 1850. The ratio of craftsmen’s wages
to labourers’ started to fall in the early
1800s, and did not recover until 1960.

Using a different inequality measure
leads to slightly different results. Peter Lin-
dert, also at the University of California,
Davis, says that as middle-skilled jobs in
England disappeared, the Gini coefficient
of household earnings rose, peaking in
1800. The share ofearningscaptured by the
top 1% reached a high in around 1870. But
the two measures then went on to fall, not
bottoming out until the mid-20th century.

What distinguishes the advances of the
computer age from those of the Industrial
Revolution is that they have favoured
skilled workers. So far, university degrees
have been a reliable proxy for skill but this
may change as artificial intelligence starts
taking jobs away from white-collar work-
ers. Projections from America’s Bureau of
Labour Statistics show that four of the five
fastest-growingoccupations in the country

involve personal care; none of those jobs
requires a bachelor’s degree.

In any case, to assume that current eco-
nomic trends will persist is to assume an
inefficient labour market. Ken Rogoff, an
economist at Harvard, argues that as the
wage premium for a particular group of
workers rises, firms will have a greater in-
centive to replace them. 7

Hard craft
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Clearing-houses and Brexit

The inspectors are coming

THE Brexit devils will be in the details.
That much is clear from the European

Commission’s latest plans for euro-
denominated clearing, a crucial bit of
financial plumbing. Clearing-houses sit
in the middle ofa securities or deriv-
atives transaction, and make sure that
deals are honoured even ifone side
defaults. Clearing has become a much
bigger business in the wake of the fi-
nancial crisis, after which the G20 group
of large economies mandated that over-
the-counter derivatives should be
cleared: 62% ofa notional $544trn global
market is now settled in this way. 

London houses have an outsize role,
clearing 97% ofdollar interest-rate swaps
and 75% of those in euros. Britain’s largest
clearing-house, LCH, owned by the Lon-
don StockExchange, alone clears over
50% of interest-rate swaps across all
currencies. This has long had EU regu-
lators worried about systemic-risk impli-
cations, and led them to consider their
post-Brexit options. On June 13th the
commission proposed a law that would
set up a new system ofdirect supervision
for clearing-houses that handle transac-
tions in euros or other EU currencies, but
are located outside the EU, as those in
London will be. 

Under this proposal, the European
Securities and Markets Authority (ESMA),
a regulator, would have direct oversight

over non-EU clearing-houses deemed
systemically important. Such oversight
would include the right to demand infor-
mation, conduct on-site inspections and
levy fines. This sort of regime would be
similar to America’s; indeed, LCH is
part-supervised by the American regu-
lator and has expressed its support for
this aspect of the EU’s proposal. Nonethe-
less, the draft law has a catch. It leaves the
door open to forced relocation ifa clear-
ing-house is of“such substantial systemic
importance” that even direct external
oversight does not “ensure financial
stability”. 

The proposal does not, then, bring
much clarity to the final arrangement for
clearing after Brexit. That will depend,
above all, on politics. Despite support
from some in Britain, the idea ofen-
hanced supervision may well run into
political opposition, given the powerful
role it gives to ESMA and the continued
jurisdiction of the European Court of
Justice, to which LCH would be subject.
Being able to trigger relocation at the
whim ofESMA and the commission also
hands a powerful tool to those EU poli-
ticians who favour forcing the business to
up sticks. As one London lawyer put it,
his firm has been giving advice on how
best to lobby regulators and politicians
rather than on legal matters. Next stop,
“House ofCards”.

A newproposal calls forEuropean oversight ofLondon’s clearing-houses
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2 to a study in 1987 by Roger Ransom and
Richard Sutch, two academics, as many as
half of American households may have
been saving for retirement via tontine in-
surance, a variation of the product that
combines life insurance with a tontine.

But too much of a good thing led to ex-
cesses, fraud and mismanagement and by
1905 these insurance products were
banned in New York state, with other
states following soon after. Tontines in
theirpurest form had alreadybeen banned
in Britain under the Life Assurance Act of
1774, primarily because of the perverse in-
centives inherent in a product that offers
benefitswhen othersdie. Although there is
no known evidence that tontines inspired
murder plots, they did encourage fraud.
Moshe Milevsky, of the Schulich School of
Business in Canada, has uncovered data
that suggest parents in 17th-century Britain
would take out a tontine, nominate a child
and if the child died, as was all too com-
mon, simply give another child the same
name so asnot to forgo theirdividend. This
led to lower-than-expected returns.

Despite their troubled past and nega-
tive portrayal in popular fiction, ton-
tines—or a modern variant—may just make
a comeback. A small but increasingly volu-
ble group ofacademics, as well as some as-
set managers and actuaries, think that an
adapted form of tontine might be just the
product to provide insurance against the
risk of outliving one’s savings, an issue

with which retirement planners, corpora-
tions and governments around the world
are struggling to cope.

Pooling lives has always been one of
the most cost-effective ways to cover such
longevity risk. “It’s what’s missing in the
current DC [defined-contribution pen-
sions] set-ups; nothinghas replaced the old
longevity pool which the employer used
to form,” says Chip Castille of BlackRock,
an assetmanager. Although annuitiesoffer
a guaranteed lifetime income, they are rel-
atively expensive because their issuers
must hold a large capital buffer. Retired
people tend not to like them as they pay a
low rate. Tontines are simple to under-
stand and could be much less costly than
annuities because the risks are not taken
onto the balance-sheet ofan insurer.

Enthusiasts believe modern technol-
ogy and data-crunching could help over-
come the instrument’s shortcomings. Elec-
tronic records make it easier to verify
whether someone is dead; crowdfunding
could help source a tontine pool; and the
blockchain, a type of decentralised ledger,
could anonymise it (and thus avert any
murder plots). “The eventual disruption
will come not from a traditional asset man-
ager, but from a 22-year-old kid in Silicon
Valley,” predicts Mr Milevsky, who has
seen the number of tontine-related patent
applications increase recently. Tontines are
a thing of the past. But they may yet come
backfrom the grave. 7

THAT central banks cannot endlessly re-
duce unemployment without sparking

inflation is economic gospel. It follows
from “a substantial body of theory, in-
formed by considerable historical evi-
dence”, according to Janet Yellen, chair of
the Federal Reserve. Her conviction ex-
plains why, on June 14th, the Fed raised in-
terest rates by a quarter of a percentage
point, to a range of1-1.25%. 

Excluding food and energy, prices are
only 1.5% higher than a year ago; the Fed’s
inflation target is 2%. But Ms Yellen thinks
unemployment is below its so-called “nat-
ural” rate, so inflation should soon rise. Is
she right? Or has the relationship between
unemployment and inflation, dubbed the
Phillips curve, gone missing?

It is not the first time the theory has
failed. After the financial crisis unemploy-
ment soared to 10%. This surfeit of workers
should have sent inflation tumbling. But

pricesheld up well; in October2009, when
unemployment peaked, underlying infla-
tion was1.3%, onlya little lower than it is to-
day. Some economists explained this by
saying that the natural rate of unemploy-
ment had gone up in tandem—in other
words, that some of the rise in joblessness
waspermanent. In August2013 RobertGor-
don, an economist at Northwestern Uni-
versity, put the natural rate of unemploy-
ment at fully 6.5%.

Thatexplanation hasnotaged well. Un-
employment is now 4.3%, yet inflation re-
mains low. In response, the Fed’s estimates
of the natural rate have fallen (see chart).
This week they dropped again. The con-
stant catch-up undermines the Fed’s justifi-
cation for rate rises. (It plans another this
year, and also to start shrinking its balance-
sheet, which ballooned during and after
the recession as it bought assets with new-
ly created money.)

Yet economists are not about to aban-
don the Phillips curve, for three reasons.
First, the effectsofunemploymenton infla-
tion can get lost amid temporary economic
gyrations. That is most obvious when oil
prices fall, as they did in late 2014. More re-
cently, the price of mobile data has
dropped. One firm, Verizon, began offering
limitless data. At the same time, statisti-
cians have increased the weight they give
to such changes. As a result, better mobile-
phone deals have reduced consumer-price
inflation by over 0.2 percentage points
over the past year. Economists at Goldman
Sachs, a bank, think unemployment
would have to change by fully 1-2 percent-
age points to have a comparable impact.

Second, it is possible that inflation will
take offsharply when unemployment gets
too low, rather than gradually as the econ-
omy approaches the threshold. This hap-
pened during the period that best mirrors
today’s circumstances: the late 1960s. With
unemployment under 4%, inflation rose
from 1.4% in November 1965 to 3.2% a year
later, and almost 5% by the end of the de-
cade. President Lyndon Johnson was
partly to blame. He pressed the Fed not to
offset tax cuts fully with tighter money.
With President Donald Trump promising
taxcuts, and able to replace Ms Yellen early
next year, history may yet repeat itself.

The last reason not to throwout the text-
book is its emphasis on inflation expecta-
tions, as well as unemployment. Inflation
expectations have sagged while the labour
market has recovered. According to the
New York Fed, they took another dive in
May. Self-fulfilling expectations could ex-
plain low inflation and exonerate the Phil-
lips curve. Instead, they call into question
the credibility of the Fed’s promise to hit its
inflation target. 7

The American economy

Finding Phillips

WASHINGTON, DC

The missing trade-offbetween inflation and unemployment

Double down
United States

Source: Federal Reserve
*Excluding food and energy

†Federal Open Market Committee

Core PCE inflation*, % increase on a year earlier

Unemployment, %

2009 10 11 12 13 14 15 16 17
0

0.5

1.0

1.5

2.0

2.5
Federal Reserve target

2009 10 11 12 13 14 15 16 17
0

2

4

6

8

10
Unemployment rate

FOMC† sustainable 
unemployment 
estimates, midpoint



The Economist June 17th 2017 Finance and economics 67

WHEN Jeremy Corbyn unveiled his Labour manifesto ahead
of the recent British election, opponents gawked at pledges

to renationalise the postal and rail systems. Such enthusiasm for
state ownership smacks of a philosophy long since abandoned
by leaders on both left and right. Despite Labour’s decent elector-
al performance, nationalisation is not everywhere on the march;
on June 5th Donald Trump made public his desire to privatise air-
traffic control. But the rise ofMr Corbyn and Bernie Sanders hints
at a weakening of the rich-world consensus that the less of the
economy owned by government, the better. That is a pity. Ex-
panded state ownership isa poorwayto cure economicailments.

Formuch ofthe 20th century, economists were open to a bit of
dirigisme. Maurice Allais, an (admittedly French) economist who
won the Nobel prize in 1988, recommended that the government
run a few firms in each industry, the better to observe the relative
merits of public and private ownership. Economists often em-
brace state control as a solution to market failure. Since there is no
way to provide national security only to citizens who sign up to
pay for it while denying it to the rest, it requires a government
with the power to tax to provide defence. In cases of natural mo-
nopoly, in transport and telecommunications, nationalisation is
an alternative to allowing a dominant firm to use its market pow-
er to overcharge for subpar service. And state control looks attrac-
tive when private markets are bad at providing universal access
to critical services. Private schools or health insurers have an in-
centive to skim off the best-prepared students and healthiest pa-
tients, and to deny services to harder cases, creating a large pool
ofpeople that cannot profitably be served. 

But in the 1970s economists came to see state ownership as a
costly fix to such problems. Owners of private firms benefit di-
rectly when innovation reduces costs and boosts profits; bureau-
crats usually lack such a clear financial incentive to improve per-
formance. Firms with the backing of the state are less vulnerable
to competition; as they lumber on they hoard resources that
could be better used elsewhere. Inattention to cost-cutting is not
always a flaw. OliverHart, co-winnerof last year’s Nobel prize for
economics, pointed to private prisons as a case in which profit-fo-
cused managers might accept a cost-efficient decline in the wel-
fare ofprisoners that society would prefer not to have. Yet econo-
mists saw in the productivity slowdown of the 1970s evidence
that an overreaching state was throttling economic dynamism.
Mr Corbyn first won election to parliament when the Tory gov-

ernment ofMargaret Thatcher, inspired by Milton Friedman, was
busily sellingoffbitsofstate firms like British Leyland (the nation-
alised carmaker), British Airways and what was then called Brit-
ish Petroleum. Other governments followed suit although public
assets in most countries remain large (see right-hand chart).

State-owned firms pose risks beyond that to dynamism. Gov-
ernment-run companies may prioritise swollen payrolls over
customer satisfaction. More worryingly, state firms can become
vehicles for corruption, used to dole out the largesse of the state
to favoured backers or to funnel social wealth into the pockets of
the powerful. As state control over the economy grows, political
connections become a surer route to business success than entre-
preneurialism. Even botched privatisations can improve gover-
nance in corruption-plagued emerging economies. 

Ifantipathy to nationalisation is fading, however, that has less
to do with newfound confidence in state competence and more
with disappointment in private business. Although studies typi-
cally find that countries with more of the economy under state
control grow more slowly than those with less, much of the rich
world—including enthusiastic privatisers like America and Brit-
ain—is limping through productivity doldrums. High corporate
profits suggest that private markets are not hotbeds of cut-throat
competition. Recent economic growth has done more to enrich
shareholders and a small set of highly skilled workers than the
public as a whole. Tech dynamos like Google and Facebook de-
light consumers, but these companies increasingly wield unset-
tling economic and social power. Both the financial crisis and
growing suspicion of Silicon Valley fan suspicions that private
ownership is not a sure way to advance the public good. 

Modern forms ofpublic ownership are designed to look more
benign than the old models. The new nationalisation might in-
volve governments sitting quietly in the boardroom, grabbing a
share ofprofits for the publicpurse and remindingfirms not to ne-
glect their social responsibilities, while leaving enough shares in
private hands to harness the benefits of red-blooded capitalism. 

Hire, not fire
Even this modest version of state capitalism could disappoint.
Shared ownership, even at small scales, has the potential to blunt
competition in ways that harm consumers. The rise of large asset
managers, like BlackRock and Vanguard, means that huge stakes
in firms representing much of the stockmarket are controlled by a
few passive investors running money for private savers. Recent
research suggests that this concentrated ownership may be bad
for competition. As a result of common ownership of airlines by
asset managers, for instance, fares are estimated to be 3% to 5%
higher than ifownership were more dispersed.

Some on the left might see higher prices as an acceptable cost
for a reduction in corporate power (and it is hard to imagine ser-
vice at some airlines getting worse in public hands). Yet there are
other risks to consider. China’s state-owned sector is proving dif-
ficult to shrink in part because it accounts for so much employ-
ment. Governments trying to deliver good jobs may be tempted
to lean on state-controlled firms to hire more staff, particularly in
countries with powerful public-sector unions. Consumers and
taxpayers would bear the costs of such bloating. Corporate pow-
er, inequality and underemployment are all real worries. Ex-
panding state ownership is the wrong way to tackle such ills. 7
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THE symbol of the World Wide Fund for
Nature is a giant panda. The panda’s

black-and-white pelage certainly makes
for a striking logo. But, though pandas are
an endangered species, the cause of their
endangerment is depressingly quotidian: a
loss of habitat as Earth’s human popula-
tion increases. A better icon might be an
elephant, particularly an African elephant,
for elephants are not mere collateral dam-
age in humanity’srelentlessexpansion. Of-
ten, rather, they are deliberate targets, shot
by poachers, who want their ivory; by
farmers, because of the damage they do to
crops; and by cattle herders, who see them
as competitors for forage. 

In August 2016 the result of the Great
Elephant Census, the most extensive count
of a wild species ever attempted, suggest-
ed that about 350,000 African savannah
elephants remain alive. This is down by
140,000 since 2007. The census, conducted
by a team led by Mike Chase, an ecologist
based in Botswana, and paid forbyPaul Al-
len, one of the founders of Microsoft, un-
dertook almost 500,000km of aerial sur-
veys to come to its conclusion—though the
team were unable to include forest ele-

megafauna. Elephants, about as unrelated
to human beings as any mammal can be,
seem nevertheless to have evolved intelli-
gence, and possibly even consciousness.
Though they may not be alone in this (sim-
ilar claims are made for certain whales, so-
cial carnivores and a few birds), they are
certainly part of a small and select group.
Losing even one example of how intelli-
gence comes about and makes its living in
the wild would not only be a shame in its
own right, it would also diminish the abili-
ty of biologists of the future to understand
the process, and thus how it happened to
human beings.

Most of what is known about elephant
society has been found out by STE’s study
in Samburu and by an even longer-run-
ning project, led by Cynthia Moss, at Am-
boseli National Park, in the country’s
south. Both use a mixture of good, old-
fashioned fieldcraft and high-tech radio
collars that permit individual animals to
be tracked around by satellite. 

Dr Moss began her workin Amboseli in
1972, after collaborating in Tanzania with
Iain Douglas-Hamilton, a zoologist who
had been studying the animals since 1965
(and who is, coincidentally, the uncle of
our Books and Arts editor). In 1993 Dr Dou-
glas-Hamilton, who had held various con-
servation-related jobs in the interim, fol-
lowed suit by creating STE and recruiting
DrWittemyer to set up a research project in
Samburu. That project now monitors 70
family groups comprising about 300 adult
females and their offspring, and also
around 200 adult males. Since they began 

phants, a smaller, more reclusive type that
live in west and central Africa, and which
many biologists thinka separate species.

That most of the decline has been
brought about by poaching is scarcely in
doubt. Seizures of smuggled ivory, and the
size of the carved-ivory market compared
with the small amount of legal ivory avail-
able, confirm it. But habitat loss is impor-
tant, too—and not just the conversion of
bush into farmland. Roads, railways and
fences, built as Africa develops, stop ele-
phants moving around. And an elephant
needs a lot of room. According to George
Wittemyer of Save the Elephants (STE), a
Kenyan research-and-conservation chari-
ty, an average elephant living in and
around Samburu National Reserve, in
northern Kenya, ranges over 1,500 square
kilometres during the course of a year, and
may travel as much as 60km a day. 

The long road to knowledge
The question, then, is whether elephants
and people can ever co-exist peacefully.
And many ofthose who worry that the an-
swer may be “no” fear the loss of more
than just another species of charismatic

The biology and conservation of elephants

In praise of pachyderms

Samburu

Conserving elephants is worthwhile not onlyfor its own sake, but also because
theyare animals that hold a scientificmirrorup to human beings

Science and technology
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2 work, Dr Wittemyer and his team have col-
lected more than 25,000 field observations
of what the animals are up to, and around
4m individual satellite locations.

Dr Wittemyer argues that, human be-
ings aside, no species on Earth has a more
complex society than that of elephants.
And elephant society does indeed have
parallels with the way humans lived be-
fore the invention ofagriculture.

The nuclei of their social arrangements
are groups of four or five females and their
young that are led by a matriarch who is
mother, grandmother, great-grandmother,
sister or aunt to most of them. Though
malesdepart theirnatal group when matu-
rity beckons at the age of12, females usual-
ly remain in it throughout their lives. 

Within a group, most adult females
have, at any given moment, a single, de-
pendent calf. They will not give birth again
until this offspring is self-sufficient, which
takes about four years. From a male point
of view, sexually receptive females are
therefore a rare commodity, to be sought
out and often fought over. Such competi-
tion means that, though capable of father-
hood from the age of about 14, a male will
be lucky to achieve it before he is in his 20s.
Until that time arrives, he will be seen off
by stronger rivals.

Were this all there was to elephant soci-
ety, it would still be quite complex by
mammalian standards—similar in scope to
that of lions, which also live in matriarchal
family groups that eject maturing males.
But it would not deserve Dr Wittemyer’s
accolade of near-human sophistication.
Unlike lions, however, elephants have
higher levels of organisation, not immedi-
ately obvious to the observer, that are in-
deed quite humanlike. 

First of all, families are part of wider
“kinship” groups that come together and
separate as the fancy takes them. Families
commune with each other in this way
about 10% of the time. On top of this, each
kinship group is part of what Dr Douglas-
Hamilton, a Scot, calls a clan. Clans tend to
gather in the dry season, when the amount
of habitat capable of supporting elephants
is restricted. Within a clan, relations are
generally friendly. All clan members are
known to one another and, since a clan
will usually have at least 100 adult mem-
bers, and may have twice that, this means
an adult (an adult female, at least) can re-
cognise and have meaningful social rela-
tions with that many other individuals. 

A figure of between 100 and 200 ac-
quaintances is similar to the number of
people with whom a human being can
maintain a meaningful social relation-
ship—a value known as Dunbar’s number,
after Robin Dunbar, the psychologist who
proposed it. Dunbar’snumberforpeople is
about 150. It is probably no coincidence
that this reflects the maximum size of the
human clans of those who make their liv-

ing by hunting and gathering, and who
spend most of their lives in smaller groups
of relatives, separated from other clan
members, scouring the landscape for food.

Dealing with so many peers, and re-
membering details of such large ranges,
means elephants require enormous mem-
ories. Details of how their brains work are,
beyond matters of basic anatomy, rather
sketchy. But one thing which is known is
that they have big hippocampuses. These
structures, one in each cerebral hemi-
sphere, are involved in the formation of
long-term memories. Compared with the
size of its brain, an elephant’s hippocam-
puses are about 40% larger than those of a
human being, suggesting that the old prov-
erb about an elephant never forgetting
may have a grain of truth in it.

À la recherche du temps perdu
In the field, the value of the memories thus
stored increases with age. Matriarchs, usu-
ally the oldest elephant in a family group,
know a lot. The studies in Amboseli and
Samburu have shown that, in times of
trouble such as a local drought, this knowl-
edge permits them to lead their groups to
other, richer pastures visited in the past.
Though not actively taught (at least, as far
as is known) such geographical informa-
tion is passed down the generations by ex-
perience. Indeed, elephant biologists be-
lieve the ability of the young to benefit by
and learn from the wisdom of the old is
one of the most important reasons for the
existence of groups—another thing ele-
phants share with people. 

Group living brings further advantages,
as well—most notably those of collective
defence. For, though most predators apart

from humans armed with rifles would
hesitate to attack an adult elephant, they
will happily take on a youngster. A lone
mother would be able to defend her calf
against a single such predator, but many
carnivores, particularly lions and hyenas,
come in prides or packs. The solidarity of
sisterhood means a group ofelephants can
usually deter attacks by its mere existence,
and if deterrence does not work, then col-
lective defence usually does. Here, again,
experience seems to count. Data collected
by Dr Moss’s team suggest that groups led
by young matriarchs are more vulnerable
to predation than those with older leaders.

Nor is it only in their social arrange-
ments that elephants show signs of paral-
lel evolution with humans. They also
seem to have a capacity for solving pro-
blems by thinking about them in abstract
terms. This is hard to demonstrate in the
wild, for any evidence is necessarily anec-
dotal. But experiments conducted on do-
mesticated Asian elephants (easier to deal
with than African ones) show that they
can use novel objects as tools to obtain out-
of-reach food without trial and error be-
forehand. This isa tricksome otherspecies,
such as great apes, can manage, but which
most animals find impossible.

Wild elephants engage in one type of
behaviour in particular that leaves many
observers unable to resist drawing human
parallels. This is their reaction to their
dead. Elephant corpses are centres of at-
traction for livingelephants. They will visit
them repeatedly, sniffing them with their
trunks and rumbling as they do so (see pic-
ture overleaf). This is a species-specific re-
sponse; elephants show no interest in the
dead ofanyother type ofanimal. And they

Where elephants go. Red areas record the locations of radio-collared animals, sampled
every hour over 60 months. They show safe areas and the corridors between them. The
green line marks a road that is attracting development which may block these corridors
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2 also react to elephant bones, as well as bo-
dies, as Dr Wittemyer has demonstrated.
Prompted by the anecdotes of others, and
his own observations that an elephant
faced with such bones will often respond
by scattering them, he laid out fields of
bones in the bush. Wild elephants, he
found, can distinguish their conspecifics’
skeletal remains from those of other spe-
cies. And they do, indeed, pick them up
and fling them into the bush.

Elephants, then, are of great scientific
curiosity. But, as itsname suggests, Save the
Elephants was not set up solely for the dis-
interested pursuit of knowledge. Indeed,
as has often proved the way in field studies
ofother species, the focus ofalmost all ele-
phant researchers, not just those in Kenya,
has shifted from understanding the ani-
mals to preserving them.

Though poaching is still a threat in Ken-
ya, changes in land use now seem an equal
hazard. The human inhabitants of the area
around the Samburu reserve (some of
whom have given their tribal name to the
place) have traditionally made their livings
as pastoralists, driving herds of cattle from
grazing place to grazing place. One source
ofconflictwith elephantshasbeen compe-
tition for pasture as the herders’ popula-
tionshave grown. Indeed, the reserve itself
is now sometimes invaded by cowherds
and their stock. But, on top of this, some
pastoralists have begun to settle down.
Buildingsand fencesare appearingon land
which, though outside the reserve, is part
of the local elephants’ ranges as they travel
from one place to another. 

Here, the data Dr Wittemyer and his
team have accumulated can help. Satellite
tracking that shows exactly how elephants
move about (see map on previous page)
can be used to steer decisions concerning
land use in ways that help pachyderms. As
the map shows, elephants have places
they prefer to live, which often correspond
to protected areas, for the animals quickly
work out where they are safe and where
they are not. When travelling between
these, which they usually do at night, they
often follow narrow corridors.

Bee offwith you
Keeping such corridors clear of develop-
ment is crucial to the well-being of the ele-
phants which use them. Satellite maps are
an important tool for doing so. Formal au-
thorities in the country can take them into
account, but, equally important, these
maps are also quite persuasive in the pub-
licmeetingsatwhich local tribesmen agree
on the use ofwhat is collectively held land.
Such meetings can assent to the legal “ga-
zetting” ofthe corridors in question, to stop
them being built on or fenced, so that ele-
phants can pass freely.

This approach can work at a larger
scale, as well. Anew railway from Momba-
sa to Nairobi, for example, has been pro-

vided with elephant underpasses on
routes used by the beasts—though an unin-
tended consequence has been to encour-
age settlement near these transit points,
which are useful forpeople, too. In the case
of Samburu the satellite maps will be of
great value if a proposed “development
corridor”, running inland from a planned
expansion ofthe portofLamu, goesahead,
as this may bring a new highway, railway
and oil pipeline through land much used
by elephants.

Understanding elephants’ behaviour
also permits it to be manipulated in ways
that help reduce direct conflict between
elephants and people. One such project
harnesses elephants’ fear ofbee swarms.

Bees are the only animals apart from
humans that elephants seem truly afraid

of. Anecdotally, this has been known for a
long time. But the matter has now been
studied scientifically by Lucy King, a re-
searcher at Oxford University who is also
part of STE. Dr King proved the anecdotes
correct by playing the sound ofa swarm of
angry bees to wild elephants, and video-
ing the instant, panicked flight it provoked.
The reason for this panic is that, although a
bee’s sting cannot penetrate most parts of
an elephant’s hide, swarms of bees tend to
go for the eyes and the tip of the trunk, a
pachyderm’s most vulnerable parts. Bees
are enemies that no amount of collective
defence can discourage.

Armed with that knowledge, Dr King
and her colleague Fritz Vollrath came up
with the idea of protecting farms with bee
fences. The sort of fence most Kenyan
smallholders can afford is too flimsy to ex-
clude an elephant. But a bee fence, though
flimsier still, does the job. It consist of pairs
ofpoles about three metres apart, between
which beehives can be hung like ham-
mocks. The hives themselves are ten me-
tres apart, and the poles are all connected

by a single strand of wire 1.5 metres above
the ground. 

This arrangement is enough to stop ele-
phants in their tracks. Most are sufficiently
wary of hives to avoid passing the fence in
the first place—indeed, they are so wary
that half the hives can be cheap dummies,
rather than the real thing, without reduc-
ing a fence’s effectiveness. Those that do
try to pass between the poles blunder into
the wire and shake the adjacent hives,
with predictable results, and rarely at-
tempt a second passage. 

Bee-fenced farms, Dr King and Dr Voll-
rath have discovered, suffer only a fifth as
many elephant raids as those with conven-
tional protection. As a bonus, the honey
the bees produce is a useful source of rev-
enue. Indeed, the fences are so successful
that they are being tried out in at least a
dozen other countries. Though it seems al-
most a Heath-Robinson solution to the
problem, bee fencing may be an important
part of reconciling the interests of ele-
phants and people.

Jumbo threat
All the bee fences in the world, however,
will not help if the problem ofpoaching re-
mains unsolved. And that, ultimately,
means suppressing demand for ivory. For
years this looked a fool’s errand. Now,
though, it does not, for good news has ar-
rived from what many regard as an unex-
pected quarter: the government ofChina. 

Though international trade in ivory is
illegal, some countries permit internal
sales—and do not always inquire too close-
ly about where the tusks contributing to
those saleshave come from. In recent years
China, which haspermitted such sales, has
been the world’s largest ivory market, esti-
mated to account for 70% of ivory sold. By
the end of2017, though, any sale of ivory in
China will be illegal, and all licensed ivory
dealers will have had to shut up shop. 

The Chinese do seem serious about
this. Not only are dealers actually closing
down, but an anti-ivory propaganda cam-
paign has begun, with stars such as Yao
Ming, a basketball player, and Li Bingbing,
an actress, being recruited to shame those
who continue to buy objects made from
elephant tusks.

Though there is evidence of new work-
shops opening, and others expanding, in
some of China’s neighbours such as Viet-
nam, many people hope that China’s ivory
ban will prove a tipping-point in the fight
to preserve elephants. Already, the price of
the stuff in China has come down by two-
thirds, from a peak of $2,100 a kilogram in
2014 to $730 earlier this year. That is bad
news for smugglers, and for the poachers
who supply them. If the Chinese ban real-
ly does stick, rather than driving the trade
underground, then it is just possible that
historians of the future will record 2017 as
having been the year of the elephant. 7

A time to mourn
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CHARLIE HEBDO, Bataclan, Brussels,
Nice, Berlin, Manchester and now

London. The trail of blood of what Gilles
Kepel calls the “third wave” of jihad grows
ever longer. The first of Mr Kepel’s waves
featured fighters against the Soviet Union
in Afghanistan and then against Arab re-
gimes. The second was led by Osama bin
Laden, who turned from the “near enemy”
to the “far enemy”, ie, America. The third is
made up of loose networks of radical Mus-
lims in the West who murder with little or
no control from al-Qaeda or, latterly, Islam-
ic State (IS). Some think IS is lashing out
abroad as it loses ground in Iraq and Syria.
Perhaps. But even if the physical “caliph-
ate” is destroyed, the jihadist empire of the
mind seems bound to endure. 

Mr Kepel has long been at the forefront
of scholarship on Islamist radicalism. His
latest book examines how the third wave
washed over France. His workbears study-
ing: at least until this year’s attacks in Brit-
ain, France appeared to be the main incu-
bator of European jihadism. Mr Kepel puts
the turning point at around 2005: the year
when Abu Musab al-Suri (real name: Mus-
tafa Setmariam Nasar) published a 1,600-
page tract entitled “The Call for Global Is-
lamic Resistance”. YouTube was launched
thatsame year, givingjihadistsa direct, viv-
id means of publicising their grisly deeds
and radicalising Muslims. Finally, it was
the year when the alienated banlieues of
French cities erupted in riots. The seeds of

nationalism, both promising a new Utopia
in place of the workers’ paradise that died
with the demise of communism. Sadly, for
those looking for answers, Mr Kepel’s last
chapter becomes mired in abstractions
that translate poorly from the French.

Ali Soufan, a Lebanese-born former FBI
investigator, describes the other circle of ji-
hadism: open-front jihad. “AnatomyofTer-
ror” tells the stories of the leaders of al-
Qaeda and IS. Mr Kepel’s and Mr Soufan’s
different styles and focuses reflect the ex-
periences of the two authors, one an aca-
demic and the other a law-enforcement
practitioner. They also say something
about contrasting European and American
priorities: for Europeans the pressing dan-
ger is at home; for America, the main ene-
mies are still the organised groups abroad.

Mr Soufan is at his most interesting in
describing in detail the ambiguous role of
Iran in the arrest, and then the release, of
senior al-Qaeda figures fleeing Afghani-
stan—including Hamza bin Laden,
Osama’s son—to be used “either as lever-
age or as attack dogs”. Mr Soufan has a
warning, too: as IS is worn down, and its
dispute with al-Qaeda over the declara-
tion of the caliphate becomes moot, the
two movements could reunite, posing an
even graver menace to the West. His rec-
ommendations are mostly generalities
about fighting jihadism with “an entirely
new narrative”, but he makes one particu-
larly sensible point: the West should make
better use of rehabilitated former jihadists
for ideological counter-propaganda.

One reason that neither book entirely
satisfies is that the struggle against jihad-
ism may be too current, too diffuse and in
parts too inaccessible to write about fully.
The best approximation may be the note-
books of journalists who write the first
draft of history from the field. Souad Me-
khennet, a German of Turkish-Moroccan 

jihad were also fertilised by the memory
of French colonialism in north Africa, the
experience ofFrench prisons and the prox-
imity of the war in Syria, which provided a
call to arms and military training.

Abu Musab al-Suri was prescient when
he spoke of two concentric circles of jihad:
small-cell or solo jihad using “urban or
suburban gang warfare” with the aim of
“tiring the enemy and making him reach a
state of collapse and retreat”, especially in
Europe; and, when conditions permit, “ji-
had of open fronts” in Muslim lands de-
signed to seize territory and establish an Is-
lamic state. IS has done both, but Mr Kepel
focuses on the first, nebulous form. He re-
gards it as a symptom of social and politi-
cal malaise in France in general, and
among Muslims in particular. Islamism, in
his view, is the mirror-image of right-wing

Jihad and the West

Searching for the source of the bile

Three authors lookfor the roots ofvirulent, violent Islamism
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2 descent who works for the Washington
Post, is unusually well placed to describe
the interplaybetween events in the Middle
East and Europe.

“I Was Told to Come Alone” is the story
behind Ms Mekhennet’s stories. She se-
cretlymeets IS commanders; identifiesMo-
hammed Emwazi, a Kuwaiti-born Briton,
as “Jihadi John”, a masked executioner fea-
tured in gruesome IS videos; and tracks
down the Muslim woman who tipped off
French authorities about the whereabouts
of Abdelhamid Abaaoud (pictured, previ-
ous page), the mastermind of the Bataclan
attack. Abaaoud was killed by police in a
flat in St. Denis, a suburb ofParis.

Ms Mekhennet’s book is much more
than a book of journalism, admirable as
hers is: it is a remarkable record of a Mus-
lim woman struggling to understand those
who kill in the name ofher religion, and to
explain their actions to the uncompre-
hending Western world to which she be-
longs. Time and again, she picks argu-
ments with Muslims who think the West is
at war with Islam, and with other Euro-
peans who thinkall Muslims are terrorists.

The radicals she encounters in Europe
are often marked by broken homes, abu-
sive relationships and petty criminality.
Contemptuous of both secular Western
culture and the traditional Islam of their
parents, they become prey to jihadists who
claim to know true religion and offer
equality to anyone prepared to fight under
the Prophet’s banner.

There are many culprits in Ms Mekhen-
net’s stories: meddling Western govern-
ments, oppressive Arab rulers, manipula-
tive preachers, poverty, Islamic tradition.
Though she, too, has no easy answers,
there is much wisdom in her observations.
“Religion doesn’t radicalise people,” she
writes. “People radicalise religion.” 7

“EUROPE is committing suicide,” says
Douglas Murray in the opening

words of his book. The British journalist
thinks cities such as London or Malmo in
Sweden have been irrevocablychanged by
migration. European culture has been di-
minished by a mixture of self-abnegation
and political correctness, while declining
Christian values have left most western
European countries unmoored. Strands of
Islam, he feels, are bringing with them the
kinds of prejudices any liberal society

should abhor. Terrorism, sexual assault
and female genital mutilation are, in his
telling, all on the rise.

Mr Murray backs up this bleak vision
with reportingfrom squalid refugee camps
in Greece; from asylum shelters in Ger-
many; and from a conference held by the
Sweden Democrats, a right-wing political
party. The central event in the book is the
migration crisis of 2015, in which over 1m
asylum-seekers from Syria, Afghanistan,
Iraq and elsewhere came to Europe (most
to Germanyand Sweden). ButMrMurray’s
views have also been formed by four de-
cades in Britain. The Muslim population of
England and Wales increased from 1.5m in
2001to 2.7m in 2011.

The author does hit on some unfortu-
nate truths. The migrant crisis of 2015 was
unexpected, but also badly managed by
the European Union. Laws to combat anti-
Islamic hate speech tend to clamp down
on free expression, and worsen the ten-
sions. The policy of isolating anti-migrant
parties tended to make them even more
popular: when the Sweden Democrats
were first elected into parliament with 5%
of the vote in 2010, other politicians
“treated the new MPs as pariahs”. The
party is now one of the most popular in
Sweden, scoring 24% in recent opinion
polls. In some places the police or social
services have indeed failed to act against
pathologies in Muslim communities, fear-
ful ofbeing tarred with racism. 

The bookwould benefit, however, from
farmore reporting. Meetingan Afghan asy-
lum-seeker who had been tortured and
raped by the Taliban, Mr Murray momen-
tarily seems to understand the “generous
instinct” that led European politicians to
welcome refugees two years ago. But in
support of his idea that Islam has no place
in Europe, he lets fear trump analysis. He
cites polls showing that voters worry

about the number of immigrants, but not
those showing that people vastly overesti-
mate those numbers. He is prone to exag-
geration: housing shortages in Sweden are
“largely caused by immigration”, rather
than decades of under-construction; NGO
boats rescuing migrants in the Mediterra-
nean do so “minutes” after they leave the
north African shore (in reality, it takes
hours or even a day for refugee boats to be
found, which is why around 5,000 died or
went missing on that crossing last year). He
puts nearly all of the blame for the migra-
tion crisis on the shoulders of Angela Mer-
kel, the German chancellor, who in 2015
“opened a door that was already ajar”.

As a result, he shows an incomplete pic-
ture of Europe today. Mrs Merkel was in-
deed temporarily damaged by the migra-
tion crisis, with her poll ratings falling. But
her party still looks set to win the elections
this autumn, and allies have won local
elections, while support for a far-right
party has fallen. Mr Murray argues that
Marine Le Pen’s National Front, one of a
handful of“thoughtful and clearlynon-fas-
cist parties” often described as on the “far
right”, should be accepted into the main-
stream. Yet Ms Le Pen’s bleakvision did not
convince France’s voters to make her presi-
dent, while her party now looks much di-
minished. Mr Murray is right to point out
that many European politicians have not
yet come to grips with how to manage mi-
gration in the coming decades. But Europe
is a long way offfrom its last gasp. 7

Europe’s future

Not in my
continent

The Strange Death of Europe: Immigration,
Identity, Islam. By Douglas Murray.
Bloomsbury; 343 pages; $26.00 and £18.99

Some see a veiled threat

WHEN Johann Wolfgang von Goethe
was in his 60s, he recalled a friend of

his youth once telling him, “What you live
is better than what you write.” On reflec-
tion, Goethe said, “It would please me if
that were still true.” In a biography of the
great German writer and polymath, Rü-
diger Safranski sets out to show that Goe-
the was more than the sum of his works,
outstanding though they were; in fact, he
conceived his entire life as a work of art,
with a beginning, a middle and an end.

Mr Safranski is a German philosopher
who has written books on Schiller, Nietz-
sche, Schopenhauer and Heidegger.
Though he concedes that Goethe has had
more written about him than any other
German writer, he could not resist adding
to the pile. He has confined himself to
primary sources—mainly Goethe’s own 

Johann Wolfgang von Goethe

A man in full

Goethe: Life as a Work of Art. By Rüdiger
Safranski. Translated by David Dollenmayer.
Liveright; 651 pages; $35 and £26.99
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2 works, letters, diaries and conversations,
along with accounts by contemporaries—
which makes for a fresh and authentic-
feeling read. The book was published in
German four years ago and has now been
well translated by David Dollenmayer,
with much support from the author. 

Though considered a German latter-
day Shakespeare, Goethe is much less
widely read in the English-speaking world
than at home. The one exception is “Faust”,
his most famous work, on which he la-
boured on and off for most of his life.
Works about him in English are thin on the

ground, and most of what there is came
out some time ago. Two volumes of a bio-
graphy by Nicholas Boyle of Cambridge
University have been published to great
acclaim, but the third and final volume has
yet to appear. So this new account of the
German literary legend fills a gap.

Goethe was a man of protean talents,
interests, appetites and achievements who
lived through a particularly tempestuous
period of wars and revolutions in Europe.
Born in 1749 into a prosperous and well-
connected family in Frankfurt, he had writ-
ten a bestseller, “The Sorrows of Young

Werther”, by the age of 25 and had estab-
lished a glittering reputation. But after a
while he began to feel thathe wanted to ex-
perience the world at first hand, not just
write about it. The opportunity came
when the young Duke Karl August ofSaxe-
Weimar invited Goethe to come and work
for him. The writer eventually became fi-
nance minister, and he and the prince end-
ed up as lifelong friends. 

While at court in Weimar Goethe con-
tinued to write, and to build up a network
ofrelationships with the cultural and intel-
lectual elite of the time, including a deep
and long-lasting friendship with Schiller, a
fellow poet, writer and protagonist of the
Sturm und Drang (storm and urge) move-
ment. Goethe also pursued a plethora of
other interests, including natural history,
anatomy and mineralogy, and developed
a controversial theory of colour. When life
atKarl August’s courtbecame too much, he
took himself to Italy for his own version of
the Grand Tour, before eventually return-
ing to Weimar.

In his lifetime, Goethe was famous not
only for his literary achievements and po-
litical and artistic connections, but also for
the number and variety of his romantic
pursuits, ranging from innkeepers’ daugh-
ters to the cream of society. (Some of these
women were attainable, some not.) He did
not settle into a long-term relationship un-
til he was nearly 40. Christiane Vulpius,
the object of his affections and soon to be
the mother of his son, August, was so far
below his social status that marriage
seemed out of the question, though two
decades later the two did quietly wed. He
far outlived her and retained his capacity
for falling in love to an advanced age, pro-
posing to a 19-year-old when he was in his
early 70s. She turned him down.

By then the arc of Goethe’s life was de-
scending. Hisgreat friend Schillerhad been
dead for decades, and the ranks of other
friends were thinning rapidly. His princely
champion Karl August died in 1828, fol-
lowed two years later by Goethe’s own
son. For his 82nd birthday the old man
took his two grandsons on a final visit to a
local mountain retreat where as a young
man he had scratched a poem into the
wall, and was pleased to find it still there:

Peace lies over
All the peaks
In all the trees
You sense
Hardly a breath;
The little forest birds fall silent.
Wait, and soon
You too will rest.

Six months later, in the spring of1832, Goe-
the suddenly fell ill, declined rapidly and
died soon afterwards. Half a century earli-
er he had written to a friend that he hoped
to “raise up as high as possible the pyramid
of my existence”. His wish was extrava-
gantly granted. 7

Fiction

The death of ideology

AFTER September11th 2001Brian Van
Reet dropped out ofuniversity,

joined the American army, fought in Iraq
and was awarded a medal for valour. It is
impossible not to wonder to what extent
his experiences shaped his electrifying
debut novel, “Spoils”. 

Set in 2003, during the early days of
the invasion of Iraq, the novel centres on
three protagonists: Sleed, an American
tanker, Cassandra Wigheard, a 19-year-
old on her first deployment, and Abu
Al-Hool, a veteran Egyptian jihadist
whose brotherhood offighters has trav-
elled from Afghanistan to Iraq to wage
war on America. Pivoting around an
attackduring which Cassandra and two
fellow soldiers are taken prisoner by the
jihadists, the novel jumps backand forth
in time and shifts between the three
characters’ perspectives, gradually re-
vealing how each of them has come to
play a key role in a conflict they do not
fully understand.

Mr Van Reet avoids the pitfall of at-
tempting to write from an Iraqi point of
view, instead relaying events through the
eyes ofhis foreign protagonists, all of
whom are blinded by their own biases.
In doing so, he subtly conveys how the
battle they are fighting is a proxy war
between opposing ideologies, none of
them Iraqi. Consumed with their own
agendas, his characters fail to grasp—or
much care about—the impact of their
actions on the local population. “Spoils”
is a timely novel with striking relevance
to the current war in Syria, increasingly
shaped and sustained by foreign interests
and intervention.

As the novel advances, all three pro-
tagonists question their beliefs in the face
of the brutal realities ofcombat. Killing

someone, Sleed discovers, is “like win-
ning at Russian roulette and having the
taste ofgunmetal forever on your tongue
because even ifyou win, you lose.”
Meanwhile, Abu Al-Hool, who has his
own moral code, clashes with his “broth-
ers” as he starts to wonder how much
truly separates his methods and motives
from those ofhis enemies. Cassandra is
under no illusions about the hollowness
ofarmy rhetoric, which trains soldiers to
“liberate” the Iraqi people by “jogging in
cadence to cute little ditties about slaugh-
ter”. Isolated in captivity, she is forced to
assess how far her loyalty extends. 

Set over eight weeks, the novel is a
nuanced departure from the usual plot-
driven war thriller. There are no “good
guys” in “Spoils”. There are no truly “bad
guys” either. Mr Van Reet paints a har-
rowing picture of the dangers ofpropa-
ganda and the true cost of“collateral
damage”. At a time when political rheto-
ric is exacerbating divisions worldwide,
this is a novel with an urgent message.

Spoils. By Brian Van Reet. Lee Boudreaux
Books; 304 pages; $26. Jonathan Cape; £12.99
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THE man at the heart of Tony Kushner’s
“Angels in America” is not content with

mere pathological lying. Whenever reality
conflicts with his aims, he rejects the very
notion of truth: as he tells his doctor after
an unwelcome diagnosis, “Your problem,
Henry, is that you are hung up on words,
on labels, that you believe they mean what
they seem to mean.” He is thin-skinned,
and obsessed with loyalty, powerand pub-
lic displays of dominance. “I have clout,”
he proclaims. “A lot.” His response when-
ever anyone questions his ostentatiously
false claims isa threat to “destroy” his inter-
locutor. He has no regard for legal niceties
or social conventions, and holds grudges
long after their expiration dates.

If that sounds familiar, it is no coinci-
dence. Although Mr Kushner’s subject is
not Donald Trump, it is a fictionalised ver-
sion of the president’s longtime lawyer
and mentor, Roy Cohn. Cohn made his
name as the right-hand man of Joseph Mc-
Carthy, a disgraced communist-baiting
senator in the 1950s. He spent the remain-
der of his career as arguably the most
feared attorney in New York.

The play’s first part premiered in 1991,
and was performed at the National The-
atre in London the next year. The full-
length, two-part “Angels” has returned to
the same venue for a sold-out run ending
on August 19th (with live broadcasts in cin-
emas on July 20th and 27th). At first glance,
it might seem a curious choice for a revival.
Although its themes of trust, abandon-
ment, pride, shame and self-awareness are
eternal, it also focuses squarely on the
struggles of five gay men in New York in
the 1980s, two of them with HIV. Now that
the AIDS crisis has receded and gay civil
rights have become standard in rich West-
ern countries, a seven-hour play about gay
life in Ronald Reagan’s America might risk
looking anachronistic. But many subplots
of Mr Kushner’s kaleidoscopic work, from
performative, vulnerable masculinity to
conflicts within the progressive move-
ment, are still fresh today.

In “Angels”, Roy serves as an object les-
son in the cost of self-deceit. As in real life,
he is gay, deeply closeted, dying of AIDS—
which, even in his final months, he insists
to the public is liver cancer—and accused
of rampant ethical violations. Feeling ob-
liged to lie about a central truth of his life,
he grows so accustomed to deception that
it becomes second nature. And he will stop
at nothing to maintain his veneer of invin-

cibility. Joe, a closeted, strait-laced Mor-
mon, finally loses his faith in Roy when he
asks Joe to abuse a job he has been offered
in the attorney-general’s office in order to
protect Roy from disbarment.

This is a faithful representation of
Cohn, a formative influence on Mr Trump.
As Peter Fraser, Cohn’s final lover, told the
New York Times last year, “I hear Roy in the
things he says quite clearly—that bravado,
and if you say it aggressively and loudly
enough, it’s the truth. That’s the way Roy
used to operate to a degree, and Donald
was certainly his apprentice.” The presi-
dent developed his approach to adversar-
ies by watching Cohn humiliate them, in
the media and in court: he once described
his attack-dog attorney as “vicious to oth-
ers in his protection ofme”.

Political pundits have consistently mis-
read Mr Trump, predicting either that his
star would fade or, later, that he would
have to adapt to conventional expecta-
tions ofthe presidency. MrKushner’s script
would have provided a more accurate
prognostication. Roy never changes his
spots, remaininghateful even on hisdeath-
bed: “Better dead than red!” he screams at
the ghost of Ethel Rosenberg, the accused
Russian spyhe had helped send to the elec-
tric chair 30 years earlier. He refuses to
share his precious stash of AZT, an experi-
mental AIDS drug, with his nurse Belize,
even when Roy’s looming death means he
has no more use for the pills. Those still

waiting for Cohn’s former client to “pivot”
towards the centre should take note. And
the lesson Mr Trump has taken from
Cohn’s ultimate defeat at the hands of hat-
ed bureaucrats—he was disbarred a few
weeks before he died in 1986—was not the
importance of playing by the rules but
rather the perils of being laid low by ill-
ness. In the president’s recollection, “they
only got [Cohn] because he was so sick”: a
memory that may help explain his pub-
lishing a letter from his doctor during the
2016 campaign claiming Mr Trump would
be the healthiest president ever elected.

Mr Kushner’s depiction of the schisms
that Reagan opened up in the American
left also bear a stern message for today’s
Democratic Party. In the wake of Hillary
Clinton’s defeat, politicians from both the
left (Bernie Sanders) and centre (Joe Biden)
have recommended downplaying identity
politics, such as support for the Black Lives
Matter movement or transgender rights, in
the hopesofwinningbackthe white work-
ing class. A related debate unfolds in “An-
gels”, when Louis, a hilariously navel-gaz-
ing character, delivers a monologue to
Belize, who is black. Louis ostensibly sup-
ports the oppressed, but dismisses “the
race thing” as “a collection of small pro-
blems” that will get “taken care of”. Belize,
the play’s conscience, isunsparing in his re-
sponse, accusing Louis of “transforming
[himself] into an arrogant, sexual-political
Stalinist-slash-racist flag-waving thug”.
The retort leaves little doubt that Mr
Kushner thinks the left can downplay non-
economic injustice only at its peril.

“Angels” brings the past into the pre-
sent: one of its AIDS-stricken protagonists
dreams he is visited by ancestors dating all
the way back to the Black Death. It took
only a quarter-century to reveal that Mr
Kushnermanaged to worka healthychunk
of the future into his script as well. 7

American theatre

Not even past

A revival in London of“Angels in America” shows that Tony Kushner’s play has a
newresonance today

The bitter end
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REQUEST FOR PROPOSAL
EXPLOITATION OF PROPERTY IN CASTELLO BIBELLI – CORFU GREECE

I. PREAMBLE

The Hellenic Republic Asset Development Fund S.A. proceeds with the launch 
of an international highest bidder tender (the “Tender “), as it is described in 
the June 7th 2017 Request for Proposal (the “RfP”), for the exploitation of a 
land asset, located in the Municipality of Corfu, in the Region of the Ionian 
Islands (Greece) (the “Property”).

II. THE PROPERTY

The Property of a plot of land of a total surface of 77,019 m2, includes the 
main building “Castello” (1,968.25 sq.m.) and four auxiliary buildings (457,44 
sq.m.). “Castello” and three auxiliary buildings have been characterised as 
monuments. 

III. TENDER 

Interested parties that wish to participate in the Tender must submit their 
Offers in accordance with the conditions mentioned in the RfP, no later 
than 19:00 Greece Time, on October 26th, 2017. The place and procedure of 
submission are determined in the RfP.

IV.  DEVELOPMENT CONCEPT

The Property will be developed in accordance with the Special Town Planning 
Development Plan (“ESCHADA”) which has been drawn-up for the property 
in accordance with Articles 11, 12 seq. of Law 3986/2011, including the land 
uses of “Tourism-Leisure” and “Touristic Village”.

V. INFORMATION FOR THE RfP

Interested parties may request clarifi cations regarding the RfP and the Tender 
in writing, in accordance with the conditions of the RfP, until October 3rd, 
2017. Clarifi cations and RfP are available to all interested parties on the 
Fund’s website www.hradf.com.

DEPARTMENT OF CONCESSIONS, PROCUREMENT, 
EXPROPRIATION AND PRIVATIZATION

CONTRACT NOTIFICATION

Name and address of the contractual authority: Ministry of Energy and Industry
Bulevardi “Dëshmorët e Kombit”, phone number: +355 4 2222245;

Name and address of the responsible person: Etleva Kondi, Ministry of Energy and 
Industry (e-mail: ervin.duraj@energjia.gov.al; cc: etleva.kondi@energjia.gov.al;

Type of the contractual authority and the main activity or activities: Central 
Institution; 

Object of the contract: Provision through concession of the hydropower plant 
“Kalivac”;

Duration of the contract: 35years;

Location of the object of the contract: The construction of the hydropower plant 
of the type with a dam, that will be constructed near the village Kalivac, along the 
downstream of the River Vjosa, from the quota 113 m.a.s.l. up to the quota 73 m.a.s.l.;

Legal, economic, fi nancial and technical information: Appendix no.9 of ToR;

Criteria to select the winner: Appendix no. 10 of ToR;

Time limit for the submission of the bids: Within and no later than: Date: 14/07/2017 
At: 12:00 A.M;

Time limit to open the bids: Within and no later than: Date:14/07/2017 At: 12:00 A.M;

Period of the bids validity: 150 days;

SECRETARY GENERAL

KOLI BELE

REPUBLIC OF ALBANIA

MINISTRY OF ENERGY AND INDUSTRY

To advertise within the classified section, contact:

United States
Richard Dexter
Tel: (212) 554-0662 
richarddexter@economist.com

UK/Europe
Agne Zurauskaite
Tel: (44-20) 7576 8152 
agnezurauskaite@economist.com

Middle East & Africa
Philip Wrigley
Tel: (44-20) 7576 8091 
philipwrigley@economist.com

Asia
ShanShan Teo
Tel: (+65) 6428 2673 
shanshanteo@economist.com

Businesses For Sale

Tenders



Statistics on 42 econ-
omies, plus a closer
look at CO2 emissions 

Economicdata

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 Jun 14th year ago

United States +2.0 Q1 +1.2 +2.2 +2.2 Apr +1.9 May +2.2 4.3 May -481.2 Q4 -2.6 -3.5 2.22 - -
China +6.9 Q1 +5.3 +6.7 +6.5 May +1.5 May +2.1 4.0 Q1§ +170.1 Q1 +1.6 -4.0 3.58§§ 6.80 6.59
Japan +1.3 Q1 +1.0 +1.4 +5.7 Apr +0.4 Apr +0.6 2.8 Apr +188.4 Apr +3.6 -5.1 0.05 109 106
Britain +2.0 Q1 +0.7 +1.6 -0.8 Apr +2.9 May +2.7 4.6 Mar†† -115.7 Q4 -3.4 -3.6 1.02 0.78 0.71
Canada +2.3 Q1 +3.7 +2.2 +5.4 Mar +1.6 Apr +1.9 6.6 May -48.4 Q1 -2.8 -2.7 1.49 1.32 1.29
Euro area +1.9 Q1 +2.3 +1.8 +1.4 Apr +1.4 May +1.6 9.3 Apr +403.9 Mar +3.0 -1.4 0.24 0.89 0.89
Austria +2.3 Q1 +5.7 +1.8 +3.3 Mar +2.1 Apr +1.9 5.5 Apr +6.6 Q4 +2.3 -1.3 0.53 0.89 0.89
Belgium +1.6 Q1 +2.6 +1.5 +2.6 Mar +1.9 May +2.2 6.8 Apr -2.0 Dec +1.0 -2.3 0.58 0.89 0.89
France +1.0 Q1 +1.8 +1.4 +0.6 Apr +0.8 May +1.3 9.5 Apr -27.1 Apr -1.2 -3.1 0.61 0.89 0.89
Germany +1.7 Q1 +2.4 +1.8 +2.8 Apr +1.5 May +1.7 3.9 Apr‡ +272.5 Apr +8.1 +0.5 0.24 0.89 0.89
Greece +0.8 Q1 +1.8 +1.2 +1.1 Apr +1.2 May +1.0 22.5 Mar -1.2 Mar -0.9 -1.0 5.80 0.89 0.89
Italy +1.2 Q1 +1.8 +1.0 +1.0 Apr +1.4 May +1.5 11.1 Apr +46.9 Mar +2.2 -2.3 1.93 0.89 0.89
Netherlands +3.4 Q1 +1.8 +2.2 +2.3 Apr +1.1 May +1.3 6.1 May +64.8 Q4 +8.8 +0.7 0.48 0.89 0.89
Spain +3.0 Q1 +3.3 +2.8 -10.2 Apr +1.9 May +2.1 17.8 Apr +26.2 Mar +1.6 -3.3 1.42 0.89 0.89
Czech Republic +3.9 Q1 +5.4 +3.0 -2.5 Apr +2.4 May +2.3 3.3 Apr‡ +1.4 Q1 +0.9 -0.5 0.78 23.2 24.1
Denmark +3.1 Q1 +2.4 +1.5 -5.6 Apr +0.8 May +1.1 4.3 Apr +25.2 Apr +7.8 -0.6 0.49 6.59 6.63
Norway +2.6 Q1 +0.9 +1.8 -5.1 Apr +2.1 May +2.4 4.5 Mar‡‡ +22.4 Q1 +5.5 +4.1 1.50 8.37 8.35
Poland +4.4 Q1 +4.5 +3.6 -0.6 Apr +1.9 May +2.0 7.5 May§ -1.2 Apr -0.8 -2.8 3.14 3.72 3.96
Russia +0.5 Q1 na +1.4 +2.4 Apr +4.1 May +4.2 5.3 Apr§ +34.9 Q1 +2.8 -2.2 8.13 57.0 66.1
Sweden  +2.2 Q1 +1.7 +2.6 +0.8 Apr +1.7 May +1.6 7.2 Apr§ +22.0 Q1 +4.8 +0.3 0.41 8.65 8.30
Switzerland +1.1 Q1 +1.1 +1.4 -1.3 Q1 +0.5 May +0.5 3.2 May +70.6 Q4 +9.7 +0.2 -0.15 0.97 0.96
Turkey +5.0 Q1 na +2.9 +5.9 Apr +11.7 May +10.2 12.6 Feb§ -33.2 Apr -4.5 -2.4 10.49 3.49 2.93
Australia +1.7 Q1 +1.1 +2.6 -0.8 Q1 +2.1 Q1 +2.2 5.5 May -25.0 Q1 -1.5 -1.8 2.40 1.31 1.36
Hong Kong +4.3 Q1 +2.9 +3.0 +0.2 Q1 +2.1 Apr +1.6 3.2 Apr‡‡ +14.9 Q4 +6.6 +1.5 1.37 7.80 7.76
India +6.1 Q1 +7.2 +7.2 +3.1 Apr +2.2 May +4.6 5.0 2015 -11.9 Q4 -1.2 -3.2 6.47 64.3 67.3
Indonesia +5.0 Q1 na +5.2 +6.4 Apr +4.3 May +4.2 5.3 Q1§ -14.6 Q1 -1.7 -2.0 6.93 13,283 13,378
Malaysia +5.6 Q1 na +5.2 +4.1 Apr +4.4 Apr +4.0 3.4 Mar§ +6.6 Q1 +1.4 -3.0 3.87 4.26 4.11
Pakistan +5.7 2017** na +5.7 +10.5 Mar +5.0 May +4.8 5.9 2015 -7.2 Q1 -3.1 -4.5 8.93††† 105 105
Philippines +6.4 Q1 +4.5 +6.5 +5.9 Apr +3.1 May +3.1 5.7 Q2§ +0.6 Dec +0.4 -2.8 4.66 49.5 46.3
Singapore +2.7 Q1 -1.3 +2.6 +6.7 Apr +0.4 Apr +1.3 2.2 Q1 +59.0 Q1 +19.0 -1.0 2.09 1.37 1.36
South Korea +3.0 Q1 +4.3 +2.7 +1.7 Apr +2.0 May +1.9 3.6 May§ +93.0 Apr +6.0 +0.7 2.17 1,124 1,173
Taiwan +2.6 Q1 +3.8 +2.3 -0.6 Apr +0.6 May +0.5 3.8 Apr +69.1 Q1 +12.3 -0.8 1.07 30.2 32.4
Thailand +3.3 Q1 +5.2 +3.5 -1.7 Apr nil May +0.8 1.3 Apr§ +42.3 Q1 +11.8 -2.4 2.33 33.9 35.3
Argentina -2.1 Q4 +1.9 +2.5 -2.5 Oct +24.0 May‡ +24.3 9.2 Q1§ -15.0 Q4 -2.7 -5.7 na 15.8 13.8
Brazil -0.4 Q1 +4.3 +0.6 -4.5 Apr +3.6 May +4.1 13.6 Apr§ -19.8 Apr -1.3 -7.7 10.16 3.28 3.49
Chile +0.1 Q1 +0.7 +1.6 -4.2 Apr +2.6 May +2.8 6.7 Apr§‡‡ -5.0 Q1 -1.4 -2.2 3.98 659 688
Colombia +1.1 Q1 -0.9 +2.0 +4.8 Mar +4.4 May +4.2 8.9 Apr§ -12.5 Q4 -3.8 -3.2 6.31 2,923 3,004
Mexico +2.8 Q1 +2.7 +1.9 -4.4 Apr +6.2 May +5.5 3.6 Apr -22.0 Q1 -2.5 -2.3 6.99 17.9 19.0
Venezuela -8.8 Q4~ -6.2 -7.0 na  na  +591 7.3 Apr§ -17.8 Q3~ -0.6 -19.6 10.43 9.99 9.99
Egypt +3.8 Q4 na +3.5 +13.7 Mar +29.7 May +22.5 12.0 Q1§ -18.0 Q1 -5.8 -9.3 na 18.0 8.88
Israel +4.0 Q1 +1.4 +3.6 -1.5 Mar +0.7 Apr +1.0 4.4 Apr +11.7 Q1 +4.2 -2.5 2.03 3.51 3.88
Saudi Arabia +1.7 2016 na -0.5 na  -0.7 May +2.2 5.6 2015 -24.9 Q4 +2.0 -7.3 3.68 3.75 3.75
South Africa +1.0 Q1 -0.7 +1.0 -0.2 Apr +5.3 Apr +5.7 27.7 Q1§ -9.5 Q4 -3.5 -3.2 8.38 12.6 15.3
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. †††Dollar-denominated bonds. 
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Indicators for more countries and additional
series, go to: Economist.com/indicators

Othermarkets

Other markets
 % change on
 Dec 30th 2016
 Index one in local in $
 Jun 14th week currency terms
United States (S&P 500) 2,437.9 +0.2 +8.9 +8.9
United States (NAScomp) 6,194.9 -1.6 +15.1 +15.1
China (SSEB, $ terms) 321.3 -0.8 -6.0 -6.0
Japan (Topix) 1,591.8 -0.3 +4.8 +12.2
Europe (FTSEurofirst 300) 1,522.3 -0.5 +6.6 +14.0
World, dev'd (MSCI) 1,928.7 +0.1 +10.1 +10.1
Emerging markets (MSCI) 1,009.8 -0.6 +17.1 +17.1
World, all (MSCI) 467.7 nil +10.9 +10.9
World bonds (Citigroup) 926.4 -0.3 +4.8 +4.8
EMBI+ (JPMorgan) 827.4 -0.2 +7.2 +7.2
Hedge funds (HFRX) 1,232.1§ -0.2 +2.4 +2.4
Volatility, US (VIX) 10.7 +10.4 +14.0 (levels)
CDSs, Eur (iTRAXX)† 57.1 -7.3 -20.8 -15.3
CDSs, N Am (CDX)† 58.8 -3.8 -13.3 -13.3
Carbon trading (EU ETS) € 4.9 +1.0 -24.9 -19.7
Sources: IHS Markit; Thomson Reuters.  *Total return index. 
†Credit-default-swap spreads, basis points. §June 12th.

The Economist commodity-price index

The Economist commodity-price index
2005=100
 % change on
 one one
 Jun 6th Jun 13th* month year

Dollar Index
All Items 140.7 141.1 -1.4 -0.5

Food 153.0 153.7 -0.5 -11.0

Industrials    

 All 127.8 128.0 -2.5 +16.8

 Nfa† 130.8 131.3 -6.0 +11.2

 Metals 126.5 126.6 -0.9 +19.4

Sterling Index
All items 198.4 201.6 +0.1 +9.5

Euro Index
All items 155.3 156.5 -2.5 -0.5

Gold
$ per oz 1,295.3 1,263.7 +2.1 -1.7

West Texas Intermediate
$ per barrel 48.2 46.5 -4.5 -4.3
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

Markets
 % change on
 Dec 30th 2016
 Index one in local in $
 Jun 14th week currency terms
United States (DJIA) 21,374.6 +0.9 +8.2 +8.2
China (SSEA) 3,278.7 -0.3 +0.9 +3.2
Japan (Nikkei 225) 19,883.5 -0.5 +4.0 +11.3
Britain (FTSE 100) 7,474.4 -0.1 +4.6 +8.3
Canada (S&P TSX) 15,170.1 -1.3 -0.8 +0.7
Euro area (FTSE Euro 100) 1,214.1 +0.1 +9.2 +16.7
Euro area (EURO STOXX 50) 3,547.2 nil +7.8 +15.3
Austria (ATX) 3,133.5 -1.5 +19.7 +28.0
Belgium (Bel 20) 3,902.5 -0.1 +8.2 +15.7
France (CAC 40) 5,243.3 -0.4 +7.8 +15.3
Germany (DAX)* 12,806.0 +1.1 +11.5 +19.3
Greece (Athex Comp) 801.0 +3.4 +24.4 +33.1
Italy (FTSE/MIB) 20,960.6 +1.1 +9.0 +16.5
Netherlands (AEX) 521.7 -0.3 +8.0 +15.5
Spain (Madrid SE) 1,086.5 -0.4 +15.1 +23.1
Czech Republic (PX) 1,000.2 -0.5 +8.5 +20.0
Denmark (OMXCB) 916.1 +1.4 +14.7 +22.7
Hungary (BUX) 35,985.8 +2.8 +12.4 +21.4
Norway (OSEAX) 780.0 -0.5 +2.0 +4.9
Poland (WIG) 60,381.1 -0.6 +16.7 +30.9
Russia (RTS, $ terms) 1,013.8 -2.0 -12.0 -12.0
Sweden (OMXS30) 1,639.6 -0.1 +8.1 +13.5
Switzerland (SMI) 8,849.4 -0.3 +7.7 +13.2
Turkey (BIST) 99,636.3 +2.1 +27.5 +28.6
Australia (All Ord.) 5,862.2 +2.7 +2.5 +7.1
Hong Kong (Hang Seng) 25,875.9 -0.4 +17.6 +16.9
India (BSE) 31,155.9 -0.4 +17.0 +23.5
Indonesia (JSX) 5,792.9 +1.3 +9.4 +10.9
Malaysia (KLSE) 1,792.4 +0.4 +9.2 +15.0
Pakistan (KSE) 47,608.6 -5.1 -0.4 -0.9
Singapore (STI) 3,253.4 +0.7 +12.9 +19.0
South Korea (KOSPI) 2,372.6 +0.5 +17.1 +25.8
Taiwan (TWI)  10,072.5 -1.3 +8.9 +16.1
Thailand (SET) 1,577.0 +0.7 +2.2 +7.9
Argentina (MERV) 21,178.4 -4.7 +25.2 +25.1
Brazil (BVSP) 61,922.9 -2.0 +2.8 +1.9
Chile (IGPA) 24,420.0 -0.4 +17.8 +19.7
Colombia (IGBC) 10,813.2 +0.5 +7.0 +9.9
Mexico (IPC) 49,291.0 nil +8.0 +24.1
Venezuela (IBC) 108,427.5 +30.0 +242 na
Egypt (EGX 30) 13,502.1 -1.0 +9.4 +9.6
Israel (TA-100) 1,292.4 -0.2 +1.2 +10.9
Saudi Arabia (Tadawul) 6,853.5 -1.3 -5.3 -5.3
South Africa (JSE AS) 51,489.2 -1.2 +1.6 +10.3

Indicators for more countries and additional
series, go to: Economist.com/indicators

CO2 emissions

Source: BP
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Global CO2 emissions from energy use
remained roughly flat in 2016, according
to a report from BP, a big oil firm. A year-
on-year increase of 0.1% was well below
the ten-year average growth rate of 1.6%.
Improved energy efficiency and a slowing
global economy were partly responsible.
China also played a part: the country
remains the world’s largest source of CO2

but its emissions fell by 41m tonnes in
2016, partly thanks to weakness in some
energy-intensive industries. In contrast,
India’s emissions increased by 114m
tonnes last year. The landscape has
changed over the past quarter-century.
In 2016 the Asia-Pacific region produced
almost half of global emissions, up from
25% in 1990. 
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WHEN the ancient Greeks made their
whirlwinds female, bird-winged

Harpyiai tearing up the rigging of ships, it
may not have been for chauvinistic rea-
sons. After all, shaggy bearded Boreas was
the north wind, and pretty-boy Zephyrus,
with his horn of flowers, the west wind;
gruff Aiolos kept them all tied up in a bag,
and all-male thundering Zeus ruled the lot.
In later centuries, too, Christian places sim-
ply named their storms after the saints,
male or female, on whose feast they fell: so
that Puerto Rico was hit in the 19th century
by both Santa Ana and San Felipe. 

Things began to go awry around then,
however, when Clement Wragge, a British
meteorologistworking in the Pacific, began
to name storms after Polynesian beauties.
They got worse in 1941 when George Stew-
artpublished “Storm”, a bestsellingfiction-
al biography of a hurricane called Maria;
and in 1951, when “They Call the Wind
Maria” from “Paint Your Wagon”, was em-
braced by belting baritones everywhere.
Meanwhile, in the war, American naval
meteorologists had taken to tracking
storms by naming them after their wives
and girlfriends, much as bomber pilots
liked to paint curvy starlets on their air-
craft. The feminisation of destruction be-
came so normal that in 1953 the National
Weather Service made the practice official. 

Roxcy Bolton of Coral Gables, in Flori-
da, didn’t like this one bit. Living in Ameri-
ca’s most hurricane-prone state, she knew
first-hand the devastation they caused.
When she heard the weathermen say that
Carol had destroyed Louisiana, or Betsy
had torn up Mobile, she was furious at the
slur on women. These winds were not
only annihilating but unpredictable, dith-
ering about offshore and then flouncing
off somewhere else. Oh, how like women.
She felt so burned up that in 1970 she decid-
ed to tackle the meteorologists directly.

There was already plenty on her plate.
As a founder of the Florida chapter of the
National Organisation ofWomen, she was
fighting for equal pay and equal rights,
mandatory maternity leave, more women
on task-forces and reform of Florida’s stat-
utes to widen the definition of rape. “You
must do the things you think you cannot
do,” said Eleanor Roosevelt, and the words
rang loud in her ears. She was forever on
the go, hosting meetings in her kitchen
when the children had left for school,
hounding the legislature (“Tell him Roxcy
Bolton’s calling; it’s an emergency!”) and
sending out fierce typed letters, though
drafted first on flowery paper, to the man-
agers of men-only lunch rooms in Miami’s
big department stores. Back they came
grovelling: both the Men’s Grille at Bur-

dine’s and the Captain’s Table at Jordan
Marsh agreed to let in women. She
sparred, too, with the manager of the Play-
boy Plaza Hotel, asking how he and his
male staff would like to walk around with
a wad ofcotton fora tail. Well, would they? 

In the thick of all this, she went regular-
ly to pester the men at the National Hurri-
cane Centre in Miami. And she got precise-
ly nowhere. The first time, they just
thought her objections were as funny as
heck. Why not name storms after senators
instead? she suggested. (As an old-line
Democrat, she thought “Hurricane Gold-
water” had a great ring to it.) Insulting to
the Senate! they cried. How about naming
them after birds, then? The Audubon Soci-
ety wouldn’t stand for it, they said. They
cared more about senators and birds than
women, evidently. And they tookher, with
her neat dresses, white gloves and bouf-
fant hair, as a pushover Jackie Kennedy
lookalike. But she was equal parts pit-bull,
a pioneer farmer’s daughter from dirt-poor
Duck Hill, Mississippi who never dropped
a topic she cared about. Never. 

Having planted the thought, at any rate,
she wentbackto everythingelse that need-
ed doing. (“If the Back Forty has to be
hayed, you go hay.”) She had the Equal
Rights Amendment to get through Con-
gress, though sadly it failed. She prompted
Richard Nixon to proclaim August 26th as
Women’s Rights Day, set up a refuge for
battered women, and in 1974 opened in Mi-
ami the first proper rape-treatment centre
in the country. Then in 1978— hallelujah!—
the National Weather Service gave in.
Henceforth hurricanes would have male
and female names alternately, and the first,
Hurricane Bob (Barry would have been a
lot better), whirled in in 1979. 

On the streets ofCoral Gables
Though it seemed a sideshow to some, to
her it was one of her biggest victories, and
important in ways people failed to realise.
Making some storms male was never con-
vincingly proved to have made a differ-
ence to public awareness or public safety,
but that was not her point. Her campaign
was a step towards improving society’s
whole attitude to women.

She thought, for example, of Lianne, a
youngblackwoman she knewin Coral Ga-
bles, who though she had a master’s in
education wore a brown bag for a dress.
She had had a baby, the baby had died and
her husband had divorced her; she was on
the street and couldn’t cope with life, so
Mrs Bolton often talked to her, and brought
her grits and eggs from a restaurant. To her
Lianne typified how vulnerable many
women were, treated as if they were less
human beings than some noisy inconve-
nience that would soon calm down, like
wind or weather. Her stand had been for
all the Liannes. 7

The naming of winds

RoxcyO’Neal Bolton, campaignerforgenderequality in storms as well as society,
died on May17th, aged 90 

Obituary Roxcy Bolton






