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Donald Trump’s doctors were
keeping a close eye on their
patient, after the 74-year-old
president checked out of hos-
pital just three days after being
admitted for treatment for
covid-19. Around 20 other
peoplein Mr Trump’s circle
have also tested positive, in-
cluding his wife, Melania,
Stephen Miller, an adviser, and
Chris Christie, a former
governor who helped Mr
Trump prepare for his first
debate. The president de-
scribed catching the virus as a
“blessing from God”. The Com-
mission on Presidential De-
bates said that the next debate
between Mr Trump and Joe
Biden should be held virtually.

Covid-19 featured large in the
vice-presidential debate
between Kamala Harris and
Mike Pence, a more orderly
affair compared with the fire-
works of the Biden-Trump
encounter a week earlier.

The Department of Homeland
Security said that white
supremacists are “the most
persistent and lethal” terrorist
threat to America, as foreign
groups are “constrained” in
their ability to conduct attacks.
Since 2018 white racists have
carried out more lethal as-
saults in the United States than
any other extremist group,
targeting racial and religious
minorities, gay people and
fans of globalisation.

Thirty-nine countries called on
China torespect human rights
in Xinjiang. A similar state-
ment last year gained the
backing of only 23. However, 45
countries said China’s policies
towards Uighurs were just fine.
Human Rights Watch called
the pro-China group a “Who’s
Who of leading rights abusers”.

Parties backing the president
appeared to have swept elec-
tions in Kyrgyzstan. Protesters
said the voting was crooked,
and freed a former president
from jail. The government
offered to hold a new vote and
the prime minister resigned.

Indonesia’s parliament
approved a law to cut red tape
and stimulate investment. The
measure had been champi-
oned by the president, Joko
Widodo. Left-wing activists
fret that it will weaken protec-
tions for workers and the
environment.

Authorities in Vietnam arrest-
ed Pham Doan Trang, a promi-
nent democracy activist, for
“anti-state activities”. Her
arrest came hours after Ameri-
caand Vietnam concluded a
“human-rights dialogue”.

A British appeals court ruled in
favour of Nicolas Maduro’s
regime in Venezuelaina
dispute over who controls
nearly $2bn-worth of gold
stored at the Bank of England.
The court overturned a deci-
sion by the High Court, which
said that because Britain recog-
nises the leader of the opposi-
tion, Juan Guaido, as the coun-
try’s interim president, he is in
charge of the gold. The appeals
court said that Britain’s recog-
nition of Mr Guaidé is ambig-
uous and sent the case back to
the High Court for a clearer
ruling on which manis
Venezuela’s president in the
eyes of British law.

Guatemalan security forces
stopped 3,500 Hondurans
from heading towards Ameri-
ca. Guatemala’s president,
Alejandro Giammattei, said
they might spread covid-19.
The group was the first big
migrant caravan to form since
the pandemic began.

Tanzania barred Tundu Lissu,
the opposition leader, from
campaigning for president for
seven days, claiming that his
speeches criticising the gov-
ernment were “unethical”.
Elections are on October 28th.
Opposition offices have been
firebombed.

West Africa’s regional bloc,
ECOWAS, blinked in its stand-
off with the leaders of a coup in
Mali and lifted sanctions on
the country. It had previously
insisted that power be handed
toacivilian government and
thatit would not accept the
appointment as president of
Bah Ndaw, a former defence
minister.

Prince Bandar bin Sultan, a
senior member of the royal
family of Saudi Arabia, ac-
cused Palestinian leaders of
betraying their people, inan
interview on Saudi-owned
television. The comments
were seen as a signal of declin-
ing Saudi support for the Pales-
tinians and a possible first step
towards closer relations be-
tween Israel and the kingdom.

Fighting intensified in and
around the disputed enclave of
Nagorno-Karabakh. At least
200 people have been killed.
Azerbaijan is trying to wrest
back territory seized from it by
neighbouring Armenia after
the collapse of the Soviet Un-
ion. Turkey has armed Azerbai-
jan and encouraged it to break
a fragile peace that has mostly
held since1994.

The leaders of Golden Dawn, a
neo-fascist Greek political
party, were convicted in Ath-
ens of runninga criminal
organisation, after a party
member murdered a rapperin
2013. The party itself has not
been banned, but lengthy
prison terms are now expected
for those who incited violence.

If the British government was
wondering what the next
clangerinits handling of
covid-19 would be, then outdat-
ed software provided the an-
swer. Public Health England’s
developers chose to use an old
version of Microsoft’s Excel
program to collate testing
results, missing some 16,000
over several days. The version
of software used by PHE was
superseded over a decade ago
and is not used in any serious
data-gathering exercise. Mean-
while, with infections up
sharply, further restrictions in
England were being mooted.

Coronavirus briefs
To 6am GMT October 8th 2020

Weekly confirmed cases by area, ‘000
India —= 600

Latin America
Us ——

Oth(7:—

Confirmed deaths*

Per 100k Total This week
Peru 99.8 32,914 518
Belgium 872 10,108 92
Bolivia 70.2 8,192 227
Brazil 69.7 148,228 4,276
Spain 69.6 32,562 771
Chile 68.5 13,090 349
Ecuador 666 11,743 388
Mexico 642 82,726 5,080
United States 63.8 211,019 4,817
Britain 626 42,515 372

Sources: Johns Hopkins University CSSE; UN;
The Economist  *Definitions differ by country

The governor of New York
state, Andrew Cuomo, refused
arequest from the mayor of
New York City, Bill de Blasio, to
close non-essential businesses
in parts of Brooklyn and
Queens that have become virus
hotspots, but imposed his own
new restrictions.

Bars and cafés in Paris were
ordered to close again, this
time for two weeks.

The Irish government rejected
aplea from senior scientific
advisers to place the country in
a strictlockdown, saying that
therisk to jobs of closing the
economy was too great. Some
restrictions were reimposed;
people were again told to work
remotely.

October16th was set as the date
for a travel bubble between
Australia and New Zealand to
begin. It will be limited to New
Zealanders at first; New
Zealand recently declared itself
free of coronavirus, for the
second time.

- For our latest coverage of the
virus and its consequences
please visit economist.com/
coronavirus or download the
Economist app.
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The IMF urged governments in
rich countries to step up
spending on investment,
pointing out that, even before
covid-19, public-investment-
to-GDP ratios were declining.
The rates of return from spend-
ing on adaptation to climate
change in particular are often
greater than 100%, it said.
Meanwhile, Kristalina Ge-
orgieva, the IMF’'s managing
director, described the path to
economic recovery after the
pandemic as “thelong as-
cent—adifficult climb that will
belong, uneven and uncertain.
And prone to setbacks.”

The covid economy

Jerome Powell, the chairman of
the Federal Reserve, once again
called for more fiscal stimulus
measures. He described the
policy risks of supporting the
American economy as asym-
metric: providing too little
help will be worse than provid-
ing too much. Donald Trump
said he would not agree to a
stimulus package until after
the election. Employers
created 661,000 jobs in Sep-
tember, a much smaller num-
ber than in each of the previous
four months, when firms
rehired as lockdowns eased.

OurCrowd, an investment
platform based in Jerusalem,
struck a partnership with a
business-development com-
pany backed by Al Naboodah
Investments of Dubai. It is the
first big alliance between
investment firms in Israel and
the United Arab Emirates
after the recent normalisation
of relations between the two
countries.

There was more consolidation
in the payments industry with
the announcement that Nexi,
Italy’s biggest provider of
digital payments, would buy
SIA, asmallerrival thatis
owned by the Italian govern-
ment. Through a development
bank, the government will
retain a 25% stake.

Companies aiming to increase
staff diversity may be drawing
more legal scrutiny from the

American government. Micro-

soft and Wells Fargo, who have
both promised to double their
number of black executives,
were both contacted by the
Department of Labour recently
to inquire whether their plans
comply with laws that forbid
hiring practices based on race.

America’s Supreme Court
heard arguments from Google
and Oracle in a closely watched
case concerning how copyright
law should apply to computer
code. Oracle argues that Google
unlawfully reused parts of
Java, a programming language,
inits Android smartphones.
Google retorts that such reuse
has been common industry
practice for decades, and is
vital for interoperability
between software. A lower
court’s ruling in Oracle’s favour
in 2018 alarmed the rest of the
tech industry, which mostly
takes Google’s side.

A committeein America’s
House of Representatives
accused Amazon, Apple, Face-
book and Google of exploiting
their monopoly power, com-
paring them to oil and railway
tycoons in the 19th century,
and recommended sweeping
reforms to antitrust laws. That
could spell trouble for the tech
giants if the Democrats win
both chambers of Congress
next month.

Boeing’s annual outlook for the
overall aerospace industry
forecastan 1% drop in demand
for commercial planes over the
next decade, compared with
lastyear’s forecast. Over the
next 20 years, it predicts
passenger-traffic growth will
return to pre-pandemic levels
of 4% ayear.

Walmart at last found a buyer
for Asda, a British supermarket
chain thatitboughtin1999 and
has been trying to sell for more
than two years. The new owner
inthe £6.8bn ($8.7bn) dealisa
consortium led by Zuber and
Mohsin Issa. The brothers run
EG Group, which operates
petrol stations and food
concessions across ten coun-
tries, and owns many Kentucky
Fried Chicken franchises in
Britain.

Bristol-Myers Squibb made
another bigacquisition, agree-
ing to pay $13.1bn for
MyoKardia, a clinical-stage
biopharmaceutical company
specialising in treatments for
heart disease. Last year Bristol-
Myers Squibb bought Celgene
for $9o0bn, one of the largest-
ever deals in the drug industry.

Facebook said it had started to
remove all pages across all its
platforms that are linked to
QAnon, a far-right conspiracy

1L

theory that thinks Donald
Trump is battling a cabal of
Satan-worshipping paedo-
philes. The company had been
criticised for not doing enough
to counter the surge in fake
news from QAnon adherents.

Bond is back (well, next year)

Cineworld decided to close all
its cinemas in America and
Britain until next year, after the
release date of “No Time To
Die” the nextJames Bond film,
was again postponed, until
April. Already struggling as
social-distancing keeps the
crowds away from its venues,
Cineworld was banking on
what would have been this
year’s biggest box-office draw.
Other films have been delayed,
some have gone straight to
streaming. Many in the in-
dustry believe lavish block-
busters need to be seen in
cinemas firstin order to create
the all-important buzz.
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Winners and losers

The pandemic has created big performance disparities between the world’s economies. They could get even larger

N FEBRUARY THE coronavirus pandemic struck the world
Ieconomy with the biggest shock since the second world war.
Lockdowns and a slump in consumer spending led to a labour-
market implosion in which the equivalent of nearly soom full-
time jobs disappeared almost overnight. World trade shuddered
as factories shut down and countries closed their borders. An
even deeper economic catastrophe was avoided thanks only to
unprecedented interventions in financial markets by central
banks, government aid to workers and failing firms, and the ex-
pansion of budget deficits to near-wartime levels.

The crash was synchronised. As a recovery takes place, how-
ever, huge gaps between the performance of countries are open-
ing up—which could yet recast the world’s economic order. By
the end of next year, according to forecasts by the OECD, Ameri-
ca’s economy will be the same size as it was in 2019 but China’s
will be10% larger. Europe will still languish beneath its pre-pan-
demic level of output and could do so for several years—a fate it
may share with Japan, which is suffering a demographic
squeeze. It is not just the biggest economic blocs that are grow-
ing atdifferent speeds. In the second quarter of this year, accord-
ing to UBS, a bank, the distribution of growth rates across 50
economies was at its widest for at least 40 years.

The variation is the result of differences between countries.
Mostimportantis the spread of the disease. Chi-
na has all but stopped it while Europe, and per-
haps soon America, is battling a costly second
wave. Over the past week Paris has closed its
barsand Madrid has gone into partial lockdown.
In China, meanwhile, you can now down sam-
buca shots in nightclubs. Another difference is

easier to operate factories under social distanc-

ing than it is to run service-sector businesses that rely on face-
to-face contact. Manufacturing makes up a bigger share of the
economy in China than in any other big country. A third factoris
the policy response. This is partly about size: America has inject-
ed more stimulus than Europe, including spending worth 12% of
GDP and a 1.5 percentage point cut in short-term interest rates.
But policy also includes how governments respond to the struc-
tural changes and creative destruction the pandemic is causing.

As our special report this week explains, these adjustments
will be immense. The pandemic will leave economies less glob-
alised, more digitised and less equal. As they cut risks in their
supply chains and harness automation, manufacturers will
bring production closer to home. As office workers continue to
work in their kitchens and bedrooms for at least part of the week,
lower-paid workers who previously toiled as waiters, cleaners
and sales assistants will need to find new jobs in the suburbs.
Until they do, they could face long spells of unemployment. In
America permanent job losses are mounting even as the head-
line unemployment rate falls (see United States section).

As more activity moves online, business will become more
dominated by firms with the most advanced intellectual proper-
ty and the biggest repositories of data; this year’s boom in tech-
nology stocks gives a sense of what is coming, as does the digital

the pre-existing structure of economies. It is far }H} ’J—JJ—H}J

surge in the banking industry (see our leader on Ant Group). And
low real interest rates will keep asset prices high even if econo-
mies remain weak. This will widen the gulf between Wall Street
and Main Street that emerged after the global financial crisis and
which has worsened this year. The challenge for democratic gov-
ernments will be to adapt to all these changes while maintaining
popular consent for their policies and for free markets.

That is not a concern for China, which so far seems to be
emerging from the pandemic strongest—at least in the short
run. Its economy has bounced back quickly. Later this month its
leaders will agree on a new five-year plan which emphasises Xi
Jinping’s model of high-tech state capitalism and increasing
self-sufficiency. Yet the virus has exposed longer-term flaws in
China’seconomic apparatus. It has no safety-net worth the name
and this year had to focus its stimulus on firms and infrastruc-
ture investment rather than shoring up household incomes. And
in the long run its system of surveillance and state control,
which made brutal lockdowns possible, is likely to impede the
diffuse decision-making and free movement of people and ideas
that sustain innovation and raise living standards.

Europeis the laggard. Its response to the pandemic risks ossi-
fying economies there, rather than letting them adjust. In its five
biggest economies, 5% of the labour force remains on short-
work schemes in which the government pays
them to await the return of jobs or hours that
may never come back (see Finance & economics
section). In Britain the proportion is twice as
high. Across the continent, suspended bank-
ruptcy rules, tacit forbearance by banks and a
flood of discretionary state aid risk prolonging
the life of zombie firms that should be allowed
to fail. This is all the more worrying given that,
before the crisis, France and Germany were already embracing
an industrial policy that promoted national champions. If Eu-
rope sees the pandemic as a further reason to nurture a cosy rela-
tionship between government and incumbent businesses, its
long-term relative decline could accelerate.

The question-mark is America. For much of the year it got the
policy balance roughly right. It provided a more generous safety-
net forthejobless and alarger stimulus than might have been ex-
pected in the home of capitalism. Wisely, it also allowed the la-
bour market to adjust and has shown less inclination than Eur-
ope to bail out firms that are in danger of becoming obsolete as
the economy adjusts. Partly as a result, unlike Europe, Americais
already seeing the creation of many new jobs.

Instead America’s weakness is toxic and divided politics. This
week President Donald Trump seemed to ditch talks over renew-
ing its stimulus, meaning that the economy could fall over a fis-
cal cliff. Critical reforms, whether to redesign the safety-net fora
tech-driven economy or to put deficits on a sustainable course,
are all but impossible while two warring tribes define compro-
mise as weakness. Covid-19 is imposing a new economic reality.
Every country will be called on to adapt, but America faces a
daunting task. If it is to lead the post-pandemic world, it will
have to reset its politics. ®
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Nagorno-Karabakh

No one in charge

A vacuum of global leadership lets local conflicts expand

ORE THAN 200 people, mostly soldiers, have been killed in
the past ten days. Shells are falling on towns in and around
Nagorno-Karabakh. Turkish-made drones are loitering in the
sky before blasting targets on the ground—and filming the de-
struction, to be posted on YouTube (see Europe section). This is
not just a small war in a far-off place. It already involves bigger
powers, and it could get much bloodier and nastier.
Nagorno-Karabakh is a disputed enclave populated largely by
(Christian) Armenians. It broke away from (Muslim) Azerbaijan
as the Soviet Union collapsed. Armenia supported it, and seized
a huge chunk of Azerbaijani territory to connect with it, during a
war that killed tens of thousands of people and displaced per-
haps 1m more. A ceasefire was reached in 1994, but there have
been repeated flare-ups since then—and this

this sort of crisis seem to have broken down. One obstacle is the
coronavirus. In the past, the ground would have been thick with
negotiators from an alphabet soup of peacemaking outfits and
concerned nations, all trying to build local and regional confi-
dence. The pandemic makes that sort of diplomacy much harder
in conflict zones all around the world.

The bigger problem, though, is the absence of global leader-
ship. America and Russia helped bring about the ceasefire in
1994, and in the past the two powers have kept a lid on things.
America started to turn inward under Barack Obama. During the
presidency of Donald Trump it has brokered improvements in
relations between Arab rulers and Israel, which go down well at
home. But it almost entirely abandoned the long, thankless slog

of routine peace-maintenance. Turkey is an ally

one is easily the worst. The Azerbaijanis are CEORGIaY: RUSS'A in NATO, which might in the past have been a
again trying to take theirland back by force. Rus- useful forum to urge Mr Erdogan to stop med-

sia has a collective-security agreement with Ar-

AZERBAIJAN dling, and to press the combatants to lay down

menia. Turkey backs Azerbaijan, whose people ~ ARMENIA <=, e, their weapons. But Mr Trump has little time for

are ethnically and culturally close to Turks. Tur-  TURKEY Karabakh NATO, which without America is rudderless.

key’s president, Recep Tayyip Erdogan, sees the AZER. s Past American presidents might have put time,
IRAN  Armenian-

conflictasachancetoasserthimselfasaregion-
al hegemon and Muslim champion, as he is al-
ready doing in Syria and Libya. Russia has so far acquiesced, but
that may not last. Iran borders both countries and has a large Az-
eri minority; it could easily be sucked in. Pipelines carrying gas
from the Caspian Sea run near the front lines.

The outlines of a solution have been promoted by outsiders
foroveradecade. Nagorno-Karabakh must have alegally guaran-
teed autonomous status, pending a final determination based
on something like a plebiscite. In return, Armenia will have to
hand back the Azerbaijani districts it grabbed in the early 1990s,
retaining only a narrow corridor linking Armenia to Nagorno-
Karabakh. Both governments once broadly accepted these prin-
ciples. Now, however, neither is willing to compromise.

The tragedy for everyone is that the mechanisms for fixing

controlled

brainpower and muscle into preventing war in
the Caucasus, but Mr Trump showed no interest
even before he fell sick with covid-19. In the past Russia, too,
might have reined in Mr Erdogan; but Vladimir Putin, like Mr
Trump, is preoccupied with his own domestic troubles, and sees
little harm in allowing the strongman in Ankara to make mis-
chief, within limits. Pretty much anything that drives a wedge
between Turkey and the rest of NATO suits the Kremlin.

There are many “frozen conflicts” around the world: places
where war may not be raging, but where the underlying tensions
have not been resolved and historical or territorial grievances
run deep. The trouble with frozen conflicts is that they can turn
hotatany moment. In a world where the democratic superpower
isresentful, consumed and distracted, averting wars is far harder
than it was—or should be. ®
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American democracy

Don’t rob them, count them

In the midst of the pandemic, the plague of voter suppression spreads

PRESIDENT IN hospital, virus in the White House, a fight
oner the Supreme Court, leaked presidential tax returns: it is
enough to make you reel. Amid the tumult of the campaign, it is
easy to miss a less frenzied turn of events that has no less pro-
found implications for America’s democracy. It concerns sup-
pressing the vote. “Elections belong to the people,” said the Re-
publican Party’s greatest president. What, then, would Abraham
Lincoln make of his partymen’s efforts—in Florida, North and
South Carolina, Texas, Wisconsin and other contested states—to
limit the number of people the coming election belongs to?

Allegations of minority-voter suppression are hardly new.

They are also often overheated and hard to prove. Yet Greg Ab-
bott’s action in Texas stands out (see United States section). On
October 1st the Republican governor restricted the number of
drop boxes for completed ballots to just one per county. For the
4.7m residents of Harris County, 70% of whom are non-white
and liable to vote Democratic, that is a travesty.

Echoing President Donald Trump, Mr Abbott said this was
necessary to prevent voter fraud. Wisconsin’s Republican legis-
lature said the same to justify restricting early voting in the state,
as did their counterparts in the Carolinas when insisting on the

need for a witness counter-signature on mail-in ballots. Pre- M
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» venting fraud is a sound principle. Some Republican measures,
including in Texas, involve tightening up covid-19 provisions for
early voting that those same lawmakers had introduced. In prac-
tice, however, concerns about electoral fraud, which Republican
lawmakers have cited in 25 states over the past decade, are al-
mostalways unfounded. This makes theirarguments against the
special covid-19 provisions hard to sustain.

The only major instance of voter fraud in recent times was
perpetrated by a rogue Republican activist in North Carolina.
There is no evidence of the mass Democratic electoral fraud
many Republicans claim to detect. Mr Trump, who alleged that
s5m votes were cast illegally for Hillary Clinton in 2016, launched
a commission to find some. It returned empty-handed. Mean-
while, examples of new Republican restrictions have piled up.

In Georgia, Ohio and Texas at least 160,000 people, dispropor-
tionately non-white, were wrongly removed or marked for re-
moval from the electoral roll in 2018-19. And though the effect of
recent measures is unclear, Florida hints at what may be to come.
The state voted in 2018 to enfranchise felons who had met all
their obligations, an estimated 1.4m people—including a fifth of

Leaders

black Floridians. The Republican legislature passed a law enact-
ing this plebiscite that interpreted those obligations in the most
onerous way possible by demanding they first settle all out-
standing fines. Former felons were always likely to be low-pro-
pensity voters, but this erected a formidable bureaucratic hurdle
even to those able to pay. As Florida’s registration deadline
passed this week, perhaps one in six had registered to vote.

Mr Trump’s threat that he will refuse to accept the election re-
sults has raised fears of a constitutional crisis. They need to be
taken seriously. More likely, however, these practised instances
of vote suppression will turn out to be the election’s real lasting
democratic damage. It is perverse for one party in a democracy to
shape its politics around suppressing the vote. Adopting thisasa
political tool is especially foul in a country where African-Amer-
icans were denied the vote in living memory.

The tactic is the apogee of Republican short-termism. True,
Georgia’s governor may owe his job to suppressing black votes.
But the party will sooner or later be unable to win national elec-
tions if it cannot woo non-whites. With every cycle of electoral
abuse, the party of Lincoln is handing them fresh grievances. |

Sweden and covid-19

Land of the mask-free

Sweden is held up as a champion of liberty. Its experience with covid-19 contains a more pragmatic lesson

HE GREAT thing about using a small country to support your
Targument is that your opponents are unlikely to know what
is really going on there. Perhaps that is why Sweden, with 10.3m
people, has become a much-cited example in the debate about
how to deal with covid-19. Liberty-loving Swedes are supposedly
pursuing a mask-free, lockdown-light strategy that will create
herd immunity without bankrupting the economy. Sweden'’s
success, it is said, is a standing rebuke to the left-wing killjoys
who love bossing folk around and shutting everything down.

Sweden does indeed hold lessons—but they are less about
freedom than about using trade-offs to generate lasting social
cohesion. The country makes an odd paragon for fans of small
government. The last time it pursued individu-
alism red in tooth and claw, social policy was in
the hairy hands of men who went to work in
longboats. Today Sweden is a progressive bea-
con, lying seventh in the OECD’s ranking of so-
cial spending—ahead even of Germany.

Fans of Sweden are right to point out that, in

Seven-day
moving average -,

Confirmed covid-19 cases
Stockholm County, Sweden, 2020

strategy for the second phase converges with Germany’s. Con-
trary to some claims, this is not dependent on herd immunity—
Sweden still has alarge population of susceptible people. Rather,
it entails rapid large-scale testing and contact-tracing so as to
identify and suppress outbreaks early. This is accompanied by a
clear, consistent message that is sustainable because it gives
people autonomy (see Europe section). Those are the building
blocks of successful anti-covid-19 strategies everywhere.

The lesson from the new Swedish policy is not that it is liber-
tarian, but that the government weighs up the trade-offs of each
restriction. For instance, when someone tests positive, their en-
tire household must go into quarantine, but schoolchildren are
exempt—because, the government reckons, the
gains from shutting them away are over-
whelmed by the lasting harm to their education.
Likewise, the quarantine lasts five to seven days,
compared with two weeks elsewhere. The risk of
spreading covid-19 in that second week is small
and shrinking, but the harm to mental health of

400

the first phase of the disease, the government M A M |
had a light touch. Although it banned large
groups and issued plenty of health advice, it rejected blanket
lockdowns. But that was not a particularly successful approach.
Sweden has a fatality rate of around 60 per 100,000, ten times
that of Finland and Norway, which did lock themselves down.
Swedes’ freedom did not spare the economy, even though many
deaths were among elderly people no longer working. Output in
the second quarter alone shrank by 8.3%—also worse than the
other Nordic countries. A high caseload is bad for the economy.
One rejoinder is that, unlike Britain, France and Spain, Swe-
den has not seen a second wave. However, even if you leave aside
the fact that cases in Stockholm County roughly quadrupled in
September (in absolute terms, they are still low), Sweden’s new

extended isolation is growing.

Sweden is a high-trust society, where people
follow the rules. And yet its approach is based on the idea that, as
covid-19 is here for a long time, asking too much of people will
lower compliance and thus spread the disease. Low-trust societ-
ies may need a different balance between coercion and self-pol-
icing but they, too, need sustainable rules.

And what of masks? Sweden’s fans seize on mask-free crowds
in Stockholm as proof of its liberty. But that is not the basis for its
policy. Government experts argue that the evidence that masks
help is weak, and that their other measures work fine. In this,
Sweden is out of step with other countries. If the disease charges
back there, thatis likely to change. Afterall, its policy is based on
evidence and pragmatism, not blind principle. ®
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China’s fintech champion

On the march

The blockbuster listing of Ant Group shows how fintech is revolutionising finance

N 1300 OR SO Marco Polo, a Venetian merchant, introduced

Europeans to a monetary marvel witnessed in China. The em-
peror, he wrote, “causes the bark of trees, made into something
like paper, to pass for money all over his country”. Eventually the
West also adopted paper money, some six centuries after China
invented it. More recent foreign travellers to China have come
back agog at the next big step for money: the total disappearance
of paper, replaced by pixels on phone screens.

China’s pre-eminence in digital money is likely to be on dis-
play in the next few weeks with the monster listing of Ant Group,
itslargest fintech firm, in Hong Kongand Shanghai. Measured by
cash raised, it will probably be the biggest initial public offering
in history, beating Saudi Aramco’s last year. Once listed, Ant,
which was formed in 2004, could have a similar value to JPMor-
gan Chase, the world’s biggest bank, which traces its roots to
1799. Ant’s rise worries hawks in the White House and enthralls
global investors. It portends a bigger transformation of how the
financial system works—not just in China but around the world.

Jamie Dimon, JPMorgan’s boss, and others have kept a wary
and admiring eye on Ant for years. Spun off from Alibaba, an e-
commerce firm, it has over 1bn users, mostly in China, and its
payments network carried $16trn of transactions last year, con-
necting 8om merchants (see Briefing). Payments are just the ap-
petiser. Users can borrow money, choose from
6,000 investment products, and buy health in-
surance. Imagine if main-street banks, Wall
Street’s brokers, Boston’s asset managers and
Connecticut’sinsurers wereall shrunk to fitinto
a single app designed in Silicon Valley that al-
most everyone used. Other Chinese firms, nota-
bly Tencent, which owns the WeChat app, also
operate cutting-edge fintech arms.

China is not alone. The pandemic has supercharged activity
elsewhere (see Finance section). Alongside the surge in global e-
commerce and remote working there has been anaccompanying
boom in digital payments, which have jumped by 52% at Venmo,
an American network, compared with last year, and by 142% at
Mercado Pago, a Latin American fintech. Parisian farmers’ mar-
kets, pizza firms and Singaporean hawkers have upgraded their
systems so they can be paid instantly without physical contact or
cash. Investors sense a tectonic shift, like the one that shook re-
tailing. Conventional banks now account for only 72% of the
stockmarket value of the global banking and payments industry,
down from 96% in 2010.

If the surge in digital finance is universal, the business mod-
els behind it are not. In Latin America look out for digital banks
and e-commerce pioneers such as Nubank and MercadoLibre,
owner of Mercado Pago. In South-East Asia Grab and Gojek, two
ride-hailing services, are becoming “super-apps” with financial
arms. Fintech firms now provide the majority of consumer loans
in Sweden. In America credit-card firms such as Visa (the world’s
most valuable financial firm), digital-finance giants such as Pay-
Pal (the sixth) and the big banks both co-operate and compete.
Tech giants such as Apple and Alphabet are dipping their toes in,
tempted by the financial industry’s $1.5trn global pool of profits.

There is much to be excited about. At its best, fintech offers
big gains in efficiency. If the world’s listed banks cut expenses by
a third, the saving would be worth $80 a year for every person on
Earth. Ant makes razor-thin margins on payments and takes
minutes to grant a loan. Gone are the days of getting gouged by
money-changers in airports. Firms such as TransferWise and
Airwallex offer exchange services that are cheaper and faster.

Digitisation also promises to broaden the spread of finance.
Reaching customers will be easier and data will make loan un-
derwriting more accurate. Firms like Square and Stripe help
small businesses connect to the digital economy. In India and
Africa digital finance can free people from dodgy moneylenders
and decrepitbanks. By creating theirown digital currencies, gov-
ernments may be able to bypass the conventional banking sys-
tem and tax, take deposits from, and make payments to citizens
at the touch of a button. Compare that with the palaver of Uncle
Sam posting stimulus cheques this year.

Yet the fintech conquest also brings two risks. The first is that
it could destabilise the financial system. Fintech firms swarm to
the most profitable parts of the industry, often leaving less profit
and most of the risk with traditional lenders. Fully 98% of loans
issued through Antin China ultimately siton the books of banks,
which payitafee. Antis eventually expected to captureatenth or
more of Chinese banking’s profits. Lumbering
lenders in the rich world are already crushed by
low interest rates, legacy 1T systems and huge
compliance costs. If they are destabilised it
could spell trouble, because banks still perform
crucial economic functions, including holding
people’s deposits and transforming these short-
term liabilities into long-term loans for others.

The second danger is that the state and fin-
tech “platform” firms could grab more power from individuals.
Network effects are integral to the fintech model—the more peo-
ple use a platform the more useful it is and likely that others feel
drawn to it. So the industry is prone towards monopoly. And if
fintech gives even more data to governments and platforms, the
potential for surveillance, manipulation and cyber-hacks will
rise. In China Ant is a cog in the Communist Party’s apparatus of
control—one reason it is often unwelcome abroad. When Face-
book, a firm not known for its ethical conduct, launched a digital
currency, Libra, last year, it caused a global backlash.

As the fintech surge continues, governments should take a
holistic view of financial risk that includes banks and fintech
firms—Chinese regulators rightly snuffed out Ant’'s booming
business in loan securitisation, which had echoes of the sub-
prime fiasco. Governments should also lower barriers to entry so
as to boost competition. Singapore and India have cheap, open,
bank-to-bank payment systems which America could learn
from. Europe has flexible banking that lets customers switch ac-
counts easily. Last, the rise of fintech must be tied to a renewed
effort to protect people’s privacy from giant companies and the
state. Solongas fintech can be made safer, open and respectful of
individual rights, then a monetary innovation led by China will
once again change the world for the better. m
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Mexico’s president

The idea that Andrés Manuel
Lopez Obrador might be afraid
of two magazines and their
editors, who are sharp critics of
the Mexican president, would
be hilarious, were it not so
misleading (Bello, September
26th). The president thrives in
debate and his administration
encourages a degree of free-
dom of the media not seen in
Mexico since1913. He is the
only head of state, as farasI
know, who holds a daily press
conference.

I have known the past seven
presidents of Mexico and can
testify that Mr Lopez Obrador is
the most intellectually in-
clined among them. Heisa
voracious reader, particularly
of the history and literature of
his country, and was a protégé
of Carlos Pellicer, a great poet.
He is married to a university
professor with a php in liter-
ature. I even expect that, at the
end of his term, he will devote
his time to academic pursuits.

From your writing I suspect
that The Economist is mostly in
touch with the upper echelons
of Mexican society, the busi-
ness and financial communi-
ties, who feel threatened by
change and the new priorities
of the government, such as its
fight against corruption and
inequality. Perhaps you ought
to get closer to other parts of
society, including underprivi-
leged Mexicans, in order to
gain a more balanced view of
Mexico these days.

SENATOR HECTOR
VASCONCELOS

Chairman of the Foreign
Relations Committee in the
Mexican Senate

Mexico City

A contentious movie

Iread your review of “Cuties”, a
controversial French film on
the hyper-sexualisation of
pre-teens (“The dancer and the
dance”, September19th). You
did recognise that the film
contains uncomfortable
scenes and that its subject
matter is “a troubling phenom-
enon”, but you ultimately
called ita “strong debut
feature”, ignoring whether the

filmislegitimate atall.

In the film actresses aged
to13 dance in an extremely
sexual manner for long scenes.
They are depicted in stages of
undress. The Economist, like so
many other publications, fell
into the trap of defending this
work when it deserves censure.
Perhaps the fact that right-
wing American politicians
have condemned the film
caused you to laud it. Perhaps
because the director isa wom-
an of colour, reflecting her own
experience, you thought it was
valid commentary. Or perhaps
French-language films are just
above reproach.

Whatever the reasons,
defenders of this film should
be ashamed. Itisa mechanism
forand depiction of the sexual
exploitation of minors. Itis
another sad example of the
film industry becoming inured
to the images of sexualised
underage actors to the point
where itdoesn’t blink an eye.
LAURA STANTON HAAK
Washington, DC

Deliberative democracy
Your article on the increasing
popularity of citizens’
assemblies did not have much
to say about the Middle East
(“Some assembly required”,
September19th). Steps are
being taken in a handful of
Arab countries to establish,
with Western support, eco-
nomic and social councils.
Although more formal and not
as randomly selected than the
assemblies you mentioned,
these councils have repre-
sentatives from unions, busi-
ness, universities and other
parts of society and provide
advice to the government.
Jordan’s council just produced
a series of evidence-based
studies on the effects of
covid-19 on the country.
Asyourarticle highlighted,
some legitimacy and empow-
erment would go along way
into making citizens’ assem-
blies relevant and effective.
They could be the secret ingre-
dient to renewing the social
contract that the Arab spring
failed to achieve.
NADIM KHOURI
Washington, DC

Friedman on stakeholders
The complexities of stakehold-
er capitalism were pointed out
clearly by Schumpeter
(September19th). But although
Milton Friedman would
perhaps turn in his grave about
Walmart’s new corporate strat-
egy embracing “green energy
and gay rights”, it would not be
acomplete 18o-degree turn.

Yes, in his famous article
from1970 Friedman declared
that those who promote
desirable social ends for
companies are “preaching pure
and unadulterated socialism”.
Those opening paragraphs are
punchy, but many people stop
reading the essay too soon.
Because a little furtherdown in
the same article Friedman says
the following:

“It may well be in the long-run
interest of a corporation thatis
amajoremployerinasmall
community to devote
resources to providing ameni-
ties to that community or to
improving its government.
That may make it easier to
attract desirable employees, it
may reduce the wage bill or
lessen losses from pilferage
and sabotage or have other
worthwhile effects.”

Stakeholder capitalism is
gaining ground because there
isabusiness caseaswellasa
moral case forit. I think Fried-
man would have approved.
DANIEL MALAN

Assistant professorin business
ethics

Trinity College Dublin

Renominating John Jay

The chart in “Courting trouble”
(September 26th) of Supreme
Court nominations during a
presidential election year had a
slighterrorinit.JohnJay’s
second nomination was in fact
confirmed by the Senate in
1800. However, Jay declined
the position. John Adams then
nominated John Marshall, his
secretary of state, to the court,
who went on to become one of
its most highly regarded jus-
tices. Marshall was nominated
by alame-duck presidentand
confirmed by a lame-duck
Senate. Try imagining what
would happen if Donald Trump

tried to appoint Mike Pompeo
to the Supreme Court after
losing this election.

BARRY SWEET

Professor of political science
Clarion University of
Pennsylvania

Read all about it

You rightly praised Harold
Evans in your obituary (Octo-
ber3rd) as an outstanding
post-war editor. Butin lauding
his achievement as editor of
the Sunday Times you did a
disservice to the paper he
inherited. The colour section
was not Harry’s invention but
that of Denis Hamilton who
had introduced it five years
before, along with founding
the Insight team and a separate
business section. Far from
beinga “staid, class-bound
broadsheet”, it was a rapidly
growing title with a worldwide
reputation and a circulation of
1.5m. Hamilton, like Harry, was
from the north of England, had
left school at17 towork as a
junior reporter on the local
Middlesborough paper and as
editor of the Sunday Times
recruited a range of talent from
many backgrounds.

He brought Harold Evans to
the paperin1966 and made
him editor a year later. Hamil-
ton continued as editor-in-
chief and adviser to Harry.
ADRIAN HAMILTON
Shepton Mallet, Somerset

Tanks for the memories
“Army surplus?” (September
12th) reported that the army’s
peak-tank period is probably
behind us. However, I think
that post-peak-tank the con-
tinued existence of the
armoured vehicle will serve a
purpose of providing the
think-tanks referred toin the
article with a reason for con-
tinuing to think about tanks.
JIM LEWIS

Basel, Switzerland

Letters are welcome and should be
addressed to the Editor at

The Economist, The Adelphi Building,
1-11John Adam Street, London wc2N 6HT
Email: letters@economist.com

More letters are available at:
Economist.com/letters
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Briefing Ant’s jumbo IPO

Queen of the colony

SHANGHAI

Does the giant Chinese fintech upstart represent the future of finance?

I N THE STAID world of Chinese banking, it
is rare for executives to voice public criti-
cism. So Jack Ma, the founder of e-com-
merce giant Alibaba, made headlines in
2008 when he bemoaned how hard it was
for small businesses to get loans: “If the
banks don’t change, we’ll change the
banks.” He has not repeated his warning
since then. He has not needed to.

Through Ant Group, which began life as
a payments service on Alibaba, Mr Ma’s im-
pact on the Chinese financial system has
been profound. Ant has helped establish
Chinaastheworldleaderin digital transac-
tions, given entrepreneurs and consumers
far greater access to loans, and changed the
way that people manage their money. It is
now a giant in its own right. Over the past
year it counted more than 1bn active users.
Last year it handled notrn yuan ($16trn) in
payments, nearly 25 times more than Pay-
Pal, the biggest online payments platform
outside China (see chart10on next page).

An initial public offering (1po) in the
coming weeks will bear testimony to Ant’s

growth. It is expected to raise more than
$30bn, eclipsing Saudi Aramco’s debut last
year as the biggest 1p0—a symbol of the
world’s transition from a century in which
oil was the most valuable resource to an era
that prizes data. With a forward price-to-
earnings multiple of 40, in line with big
global payments companies, Ant could
fetch a market capitalisation in excess of
$300bn, more than any bank in the world.

A four-legged insect

More important than its size is what Ant
represents. It matters globally in a way that
no other Chinese financial institution
does. China’s banks are huge but ineffi-
cient, burdened by state ownership. By
contrast foreign financiers look at Ant with
curiosity, envy and anxiety. Some hawks in
the White House reportedly want to rein in
the company or hobble its 1po. Ant is the
most integrated fintech platform in the
world: think of itas a combination of Apple
Pay for offline pay, PayPal for online pay,
Venmo for transfers, Mastercard for credit
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cards, JPMorgan Chase for consumer fi-
nancing and iShares for investing, with an
insurance brokerage thrown in for good
measure, all in one mobile app.

Given the abundance of consumer data
in China and the relatively lax safeguards
around its use, Ant has more to work with
than fintech peers elsewhere. More than
3,000 variables have gone into its credit-
risk models, and its automated systems de-
cide whether to grant loans within three
minutes—a claim that may seem far-
fetched but for Alibaba’s proven ability to
handle 544,000 orders per second. Ant is,
in short, the world’s purest example of the
tremendous potential of digital finance.
But as itadvances further, it may also be an
early warning of its limitations.

Start with a deceptively simple ques-
tion: what is Ant? In its decade as an inde-
pendent company it has changed names
three times—from Alibaba E-Commerce to
Ant Small and Micro Financial Services to
Ant Group. The company once called itself
a fintech leader. Then Mr Ma inverted the
term to techfin, in order better to capture
its priorities. Such are its efforts to distin-
guish itself from a purely financial firm
that it has asked some brokerages to assign
tech analysts to cover it. (Of course, it does
not hurt that the valuations for tech stocks
are much plumper than for bank stocks.)

Yet there is no doubt that Ant, at its
heart, is about finance. The clearest way of

understanding its business model is to »
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» look at the four sections into which it di-
vides its revenues. The first is payments—
how it started and still the foundation of
the company. Ant began in 2004 as a sol-
ution to a problem. Shoppers and mer-
chants were flocking to Alibaba but lacked
a trusted payment option. Alipay was
created as an escrow account, transferring
money to sellers after buyers had received
their products. With the launch of a mobile
Alipay app, it moved into the offline world,
super-charging its growth in 2011 with the
introduction of Qr codes for payments. A
shop owner needed to show only a Qr code
print-out to accept money, a big advance
fora country previously reliant on cash.

For China as a whole, digital transac-
tions reached 201trn yuan in 2019, up from
less than1itrn in 2010. Alipay’s market share
has been whittled down by Tencent, which
added a payments function to WeChat,
China’s dominant messaging app. Both
companies earn as little as 0.1% per trans-
action, less than banks do from debit-card
swipes. Given the sheer volume, this still
adds up to a lot. Ant generated nearly 52bn
yuan of revenues from its payments busi-
ness last year. But growth is slowing, drop-
ping from 55% of Ant’s revenue in 2017 to
36% inthe first half of this year. Instead, the
crucial point is that payments are a gate-
way: how Ant attracts users, understands
them and ultimately monitors them.

The biggest beneficiary of all this data is
Ant’s lending arm, the second part of the
company (which Ant, never one to shy
away from jargon, calls CreditTech). Ant
began consumer lending as recently as
2014, with the launch of Huabei, a revolv-
ing unsecured credit line for purchases—
basically a virtual credit card. Alipay users
can tap into Huabei to defer payments by a
month or to break them into instalments.
Credit cards had never taken off in China,
so Huabei was lapped up. That led to Jiebei,
an Alipay feature which allows users to
borrow larger sums. Ant also offers loans,
with a focus on very small businesses. An-
nualised interest rates hover between 7%
and 14%, lower than the alternatives from
small-loan companies.

Like many Ant clients, Zhu Yifan, owner
of Rabbits Go Home, a convenience storein
Dongyang, an eastern city, started small.
Fouryearsago sheand her husband wanted
to open their store. With no property as col-
lateral, they could not get a bank loan. In-
stead, they pulled together money from
friends and relatives, and, on a whim, bor-
rowed 10,000 yuan from Ant, the most they
could obtain then. By repaying that initial
loan and getting customers to use Alipay—
giving Ant a look at her cash flow—Ms
Zhu's credit scoreimproved. Now, she hasa
100,000 yuan credit line from Ant, which
lets her stock up before busy holidays.

In barely half a decade Ant has reached
17trn yuan in outstanding consumer

loans, or roughly a 15% share of China’s
consumer-lending market. Its loans to
small businesses total about 400bn yuan,
about 5% of the micro-enterprise loan mar-
ket. From a financial perspective, Ant’s big-
gest innovation is the way that it funds the
credit. Initially, it made the loans and then
packaged them as securities, sold to other
financial institutions. But regulators
feared parallels with the securitisation
boom that preceded the financial crisis of
2007-09. Theyrequired that the originators
of securities hold capital much like any
bank—a rule that cut into Ant’s margins.

So Ant devised a new approach. It now
identifies and assesses borrowers, but
passes them on to banks which extend the
loans. Ant collects a “technology service
fee”. For borrowers it is seamless. With a
few taps on their smartphones, their credit
requests are approved or rejected. Ant ends
up with a cash-rich, asset-light lending
model. Fully 98% of the loans are held as
assets by other firms. Credit has become
Ant’s biggest single business segment, ac-
counting for39% of its revenues in the first
half of this year (see chart 2 on next page).

The strength of Ant’s platform is what
enables its third and fourth business seg-
ments: asset management and insurance
(InvestmentTech and InsureTech, to use
Ant's nomenclature). Ant got started on as-
set management in 2013 with the launch of
Yu'ebao, or “leftover treasure”. The idea was
that merchants or shoppers with cash in
Alipay could geta small return by parking it
in a money-market fund. That attracted
people interested in Yu'ebao purely for
storing cash, since its yields (now roughly
1.7%) were higher than those available on
current accounts at banks. By 2017 Yu'ebao
had given rise to the world’s biggest mon-
ey-market fund by size.

Ant broadened its offerings to become
one of China’s most powerful distribution
channels for investments. Today 170 com-
panies sell more than 6,000 products such
as stockand bond funds on Ant. Altogether
these firms have roughly 4.1trn yuan in as-
sets under management enabled by the
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app. As with its lending business, Ant
screens prospective clients and directs
them to products. It then collects a service
fee. “Our growth on Ant has been faster
than on any other digital platform,” says Li
Li, deputy cEo of Invesco Great Wall Fund
Management. Her group’s two money-
market funds soared from 665myuanin as-
sets under management in early 2018,
when it started selling them on Ant, to
n4bnyuaninjune.

Ant’s push into insurance happened
more recently. For a decade it offered ship-
ping insurance for purchases on Alibaba,
letting dissatisfied customers return goods
for no charge. But it is only in the past two
years that it has applied its asset-manage-
ment template toinsurance. In partnership
with big insurance firms, it has unveiled
life, car and medical insurance—again col-
lecting fees as a distribution platform. As-
set management and insurance now make
up nearly a quarter of revenues.

All the ants are marching

Simply looking at the numbers, Ant can ap-
pear unstoppable. It has chalked up dizzy-
ing growth rates in every market that it has
targeted. It benefits from the network ef-
fects so familiar in the tech world: the more
people use it, the stronger its attraction for
yet more borrowers, lenders and investors.
It is a virtuous cycle, especially for Ant’s
shareholders. Nevertheless, there exist
three kinds of risks that could slow it
down: regulatory, competitive and those
thatare intrinsic to its own model.

The regulatory landscape in China is
treacherous. Officials endlessly tweak
rules for banks and investors, patching up
holes as they emerge in the fast-growing
but debt-laden economy. Many have long
assumed that the government will give
Ant, a private-sector firm, only so much
leeway in the state-controlled system.

Indeed, regulators have already put nu-
merous hurdles in Ant’s path. Its first at-
temptatlaunchingavirtual credit card was
blocked. The securitisation crackdown up-
ended its lending model. A government
plan to standardise Qr codes could weaken
it in payments, potentially reducing Ant’s
market dominance. Another new rule, tak-
ing effect in November, will force Ant to
hold more capital.

But if all these hurdles were meant to
stop Ant, they have not succeeded. So there
exists an alternative explanation. Regula-
tors, wary of the pitfalls in financial inno-
vation, continue to erect guardrails around
Ant. In general, though, they like it. Not
only has it steered credit towards small
consumers and businesses, it has also giv-
en the government more information
about money flows. Duncan Clark, author
ofabiography ofJack Ma, notes that regula-
tors have long struggled to monitor all cor-

ners of China, referencing the old saying »
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» that the mountains are high and the em-
peror faraway. “Ant has basically let Beijing
tunnel through the mountains and fly
drones over their summits,” he says.

Another threat to Ant is its competitors.
Until 2013 mobile pay was, more or less,
Ant’s exclusive domain. But Tencent has
used its ubiquitous WeChat app to muscle
in, taking nearly a 40% market share. Other
firms also have financial ambitions. Mei-
tuan, an app known for food delivery, now
also offers credit. The financial arm of
JD.com, an e-commerce firm, and Lufax, an
online wealth-management platform, are
on track for 1pos this year.

So far these competitors have a much
smaller financial footprint than Ant's.
Partly this is because they do not have the
same breadth. Shawn Yang of Blue Lotus, a
boutique Chinese investment bank, says
that Tencent, for instance, has high-fre-
quency but low-value consumption data,
less rich than the trove that Ant has thanks
to Alibaba, which accounts for more than
half of Chinese online retail sales.

But it is also a matter of business cul-
ture. The most controversial episode in
Ant’s history came in 201 when Mr Ma
spunitoutfrom Alibaba, without notifying
SoftBank and Yahoo, which together held
about 70% of Alibaba’s shares back then.
Mr Ma explained that Chinese regulations
forbade foreigners from owning domestic
payments firms, though there may have
been work-arounds. Some suspected that
he wanted to bring in powerful investors
closer to home. Ant’s earliest rounds of
fundraising as an independent firm did in-
deed attract major state-owned enter-
prises. A stake was also sold to a private
equity firm managed by the grandson of
Jiang Zemin, China’s paramount leader
during Alibaba’s early years.

Yet in retrospect the spin-off has a clear
strategic rationale. As a standalone com-
pany Ant has had the motivation to explore
distant corners of the banking system and
actaggressively. An executive with another
e-commerce company says that its finan-
cial unit worries about making mistakes

that mighttaintthe group’s core retail busi-
ness. Ant, by contrast, has diversified, with
less than 10% of its revenues now from Ali-
baba. For China’s other e-commerce dyna-
mos, its success offers a template. They
may be several years behind but the fintech
race is far from over.

The final danger for Ant has the most
global resonance: the nature of its model.
Unsecured lending to small borrowers is
risky, whichever way it is done. Indeed the
coronavirus pandemic has offered a sharp
test for Ant. Delinquent loans (more than
30 days past due) issued via its app nearly
doubled from 1.5% of its outstanding total
in 2019 to 2.9% in July. Yet that is better
than most other banks in China. Is that be-
cause of Ant’s prowess? Some critics say
that it reflects its market power. Given the
centrality of Alipay and Alibaba to their op-
erations, few dare to default on Ant loans,
worried that a downgraded credit rating
may damage other parts of their business.

Still, many bankers are persuaded that
Ant truly does have an advantage in its ana-
lytics. “They don’t need quarterly state-
ments. They see your daily flow of funds.
They know who your customer is. They
know who your customer’s customer is,”
says one. Based on the address for e-com-
merce deliveries, Ant has more up-to-date
information about where someone lives
and works than a bank. Based on what that
person buys, Ant can work out their in-
come bracket and their habits, preferences
and way of life.

But according to Hui Chen, a finance
professor at Massachusetts Institute of
Technology who has worked on research
projects with Ant, individual and systemic
risks are different. The machine learning
that underpins Ant’s algorithms observes
individual behaviour again and again, and
is then able to detect patterns and anoma-
lies. But if risks do not appear in the his-
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torical data—say, a big economic shock—
the same machine learning may stumble.

There are also some limitations hard-
wired into Ant’s strategy. By design, it aims
for high-volume, small-scale borrowers
and investors. “Their analytical advantage
is most significant with this mass market,
where traditional banking models are most
inaccessible,” says Mr Chen. Most cor-
porate lending—about 60% of all credit in
China—will remain off limits. Ant also has
an awkward relationship with banks. It re-
lies on them to fund the loans on its plat-
form, but as it grows it may become a com-
petitor in their eyes. For now that is not
much of a concern, given that it focuses on
borrowers ignored by banks. But it means
that Ant must befriend the very institu-
tions thatit once set out to disrupt.

Doubts exist about its investment and
insurance platforms, too. Ant has excelled
in selling money-market funds to a pletho-
ra of retail investors. Moving up the value
chain could be harder. “They are great at
selling penny products. But that's not
where you make the money in insurance,”
says Sam Radwan of Enhance, a consultan-
cy. To close a deal on a valuable, complex
policy like a variable annuity, brokers typi-
cally speak with consumers several times.
“No ordinary customer is going to trust an
online broker for something that compli-
cated,” says Mr Radwan.

Doing thejitterbug
Ant’s global ambitions are also running
into problems beyond its control. It has
stakes in around ten different fintech com-
panies in Asia, such as Paytm in India.
Boosters once imagined a world connected
by Ant, its credit-to-investment architec-
ture straddling borders. The first blow to
that vision came in 2018 when America
blocked Ant’s acquisition of MoneyGram, a
money-transfer firm, which would have
established Ant as a force in global remit-
tances. Security concerns over Ant have in-
creased as China’s foreign policy has be-
come more aggressive. Little wonder that
Ant plans to devote just a tenth of its 1PO
proceeds to cross-border expansion.
Despite all these limitations, one lesson
from Ant’s decade in existence is that fu-
ture possibilities remain vast. Ms Li of In-
vesco gushes about her fund-management
firm’s mini-site within the Alipay app, one
of the tens of thousands of separate sec-
tions that constitute the Ant ecosystem. In
September Invesco hosted a live-stream on
the mini-site to discuss its market outlook.
More than 700,000 tuned in—just one ex-
ample of how Ant has become the main
doorway into the financial system for tens
of millions of people. And for all those who
have walked through it, many more have
not. Ant will soon know where they live,
how much they earn and what they want. It
is coming for them. |
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The virus has hit President Donald Trump and his re-election hopes

RESIDENTIAL HISTORY is replete with

lies and evasions concerning the state
of the commander-in-chief’s health. Gro-
ver Cleveland underwent secret cancer sur-
gery, in the dead of night, aboard a yacht
anchored in Long Island Sound. An ailing
Franklin D. Roosevelt won the election in
1944 while claiming to be in the pink—and
died three months into his new term. Ru-
mours persist that Ronald Reagan began
showing signs of dementia while in office.
That the current administration has been
less than straightforward about when Do-
nald Trump contracted covid-19, what his
subsequent movements were and how sick
he remains might have been the most nor-
mal drama of his entire presidency.

Yet, as always, he writes his own script.
Whereas Roosevelt sought to underplay his
sickness, Mr Trump has gone overboard in
claiming to have not merely survived the
coronavirus, but vanquished it. After three

nights in Walter Reed Medical Centre, fol-
lowing his tweeted announcement of a
positive covid-19 test on October 2nd, Mr
Trump declared that he had not felt better
in20years, had “learned a lot” about the vi-
rus, then got himself discharged.

Back atthe White House, he ascended to
the Truman balcony, turned to face the
cameras and slowly peeled off his face-
mask. In subsequent video messages, he
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called on Americans not to let the virus
“dominate your life” and suggested he
might be immune to a virus that, according
to his doctors, had caused his blood-oxy-
gen level to plummet three days earlier.

The criticism of his actions has been
immense—including from parts of the
conservative media. More than 210,000
Americans have died of the virus, which Mr
Trump downplayed long before he claimed
to have conquered it. Five days before his
first positive test he presided over a largely
maskless gathering at the White House in
honour of his latest Supreme Court nomi-
nee, Amy Coney Barrett. Two days before it
he mocked Joe Biden, in the first presiden-
tial debate, for the Democrat’s punctilious
mask-wearing. So many of the attendees at
the White House event have since come
down with the virus, in addition to Mr
Trump and his wife Melania, that the me-
dia are calling it a superspreader event.
And still Mr Trump is trying to find an angle
in anti-facemaskism.

Stricken attendees at the White House
gathering include Kellyanne Conway, a se-
nior Trump adviser; Chris Christie, a for-
mer governor of New Jersey; and, in Mike
Lee and Thom Tillis, two Republican sena-
tors whose votes will be required to vote
Mrs Barrett onto the Supreme Court bench.

Inside the rabbit-hutch offices of the »»
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» West Wing, the infection rate is higher. The
president’s speechwriter, Stephen Miller,
another senior aide, Hope Hicks, the press
secretary, Kayleigh McEnany, and four of
her colleagues are among the afflicted. So
are two periodic White House visitors, Bill
Stepien, the president’s campaign manag-
er, and Ronna McDaniel, chair of the Re-
publican National Committee. The minor-
ity of White House employees showing up
to work, according to a memo leaked to the
New York Times, have been told to wear sur-
gical masks and gowns during any close
encounter with the president. This might
not seem like a good moment to trumpet
masklessness.

Mr Trump was never likely to adopt the
covid-contrite demeanour some conserva-
tive commentators have recommended. It
is not in his nature. Squint hard, however,
and there is a sort of rationale for his covid-
defiance. Contrition, at this point, might
looklike an admission of responsibility for
a public-health calamity that most Demo-
crats and independents already blame him
for. To stop that rot spreading to his own
supporters, his defianceis in essence an ef-
fort to use his personal hold on them to try
to change the subject.

There are two problems with this—the
first of which represents the central flaw in
Mr Trump’s political calculus from the mo-
ment he bagged the presidency. Having be-
gun his term as the most unpopular in-
cumbent on record, he needed to reach
beyond his base to be sure of re-election.
Instead he has revved up his supporters fu-
riously, with hyper-partisan rhetoric and a
diet of cultural grievance. His laughter-in-
the-face-of-covid strategy is the latest ex-
ample. This has had predictable results.
Polls conducted in the wake of his boorish
attack on Mr Biden in the debate suggest al-
most everyone outside MAGA world is mo-
bilising against him.

A CNN survey puts Mr Biden 16 points
ahead—the worst poll for an incumbent
this close to an election—even though it
showed Mr Trump’s support, at 41%, to be
little changed. The average of polls shows a
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similar trend, though with a nine-point
margin. Surveys of the battleground states,
which have been consistently better for the
president than his overall ratings, bring
worse news. He is trailing Mr Biden in
Pennsylvania, the state considered likeli-
est to give Mr Biden an electoral-college
majority, by seven points.

The second problem is that Mr Trump’s
covid messaging may be starting to turn off
Republicans. YouGov polling for The Econo-
mist suggests that the more Republican
voters hear of his illness, the more harshly
they are liable to judge him on his manage-
ment of the pandemic (see chart). One rea-
son for this may be that the conservative
media bubble, into which bad news about
Mr Trump rarely percolates, has little
choice but to propagate the fact that he and
many in his White House have come down
with covid.

Another, more intriguing, possibility is
that this small slippage points to a nascent
reconsideration of the president by his
most tenuous supporters, a group of tradi-
tional pro-business conservatives, some-
times referred to as “reluctant Trumpers”. A
late addition to the Trump train, members
of this group, which represents perhaps
10% of the president’s base overall, are es-
pecially likely to prize the economy and
competence. If Mr Trump lost them, he
would be on track for an electoral wipeout.

It is too soon to predict that. Though
weakened, he could still be only a lucky
break or two from returning to serious con-
tention. Yet, with time running out, he now
faces three conspicuous obstacles in the
way of that possible recovery.

Hurdles on the road to victory

One s his own health. Though Mr Trump is
said to be showing no symptoms, obese 74-
year-old men tend not to recover from co-
vid-19 as rapidly as that would imply. A sec-
ond is the health of hisaides, fellow Repub-
licans and the White House attendants
who have also been laid low. They will be
receiving less elaborate medical care than
the president; Mr Christie is morbidly
obese. Mr Trump needs them all to recover
without major upset if he is to move the
media’s attention elsewhere.

The third hurdle is the economy, which
is both Mr Trump’s strongest issue, and
spluttering. Labour-market figures for Sep-
tember pointtoapronounced slowdownin
job creation. That is why the mooted fresh
dose of stimulus spending that Steve Mnu-
chin, the Treasury secretary, and House
Democrats had been arduously negotiating
also looked so important to Mr Trump's re-
election prospects. And yet on October 6th,
in another show of strength-in-weakness,
the president abruptly called off those ne-
gotiations. It was as unfathomable an ac-
tion as holding an unmasked gathering
during a pandemic.
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The vice-presidential debate

Rumble of the
understudies

WASHINGTON, DC
Mike Pence v Kamala Harris ends in a
normal sort of a draw

HE TELEVISED debate between Mike

Pence and Kamala Harris on October
7th had been ballyhooed even before the
president’s covid-19 diagnosis underlined
the mortality of the election’s top billing.
Donald Trump and Joe Biden are both vying
tobetheoldest newly elected president. Mr
Trump is 74 and obese; Mr Biden is 77 and
can seem older. It follows that the winner’s
deputy, Mr Pence or Ms Harris, will assume
the role of presidential understudy with an
unusually good chance of being suddenly
promoted to the top job.

From that narrow perspective, the vice-
president and the senator from California
both cleared the bar. Over the course of a
g9o-minute debate that was mostly pro-for-
ma, occasionally illuminating and funda-
mentally normal compared with the ill-
tempered shouting match that was last
week’s presidential encounter, both pro-
jected professionalism and competence.
Mr Pence, a skilful performer, who comes
across as far more mainstream than a repu-
tation for religious zealotry might suggest,
would be a more than acceptable stand-in
for Mr Trump. Ms Harris, a charismatic fig-
ure with solid government experience, ap-
pears equally up to the job of first reserve.

No “Veep” face-off has ever had a signif-
icant electoral impact. Even so, Mr Pence
and Ms Harris will both feel they had mod-
est success in shoring up their ticket’s
weaknesses. The Democrat’s task was easi-
er. She has no record to defend and Mr
Trump’s handling of the coronavirus—“the

greatest failure of any presidential admin- »
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» istration in the history of our country”, she
called it—was an unmissable target. One of
the Trump campaign’s scare stories, that
sheistheradical pulling Mr Biden’s strings,
was always likely to dissolve in contact
with her pragmatism.

Ms Harris appears far more comfortable
relaying Mr Biden’s centrist message, of a
helping hand to the working guy and noth-
ing too crazy, than pushing the leftist plat-
form that she ill-advisedly compiled for
her own presidential run. She also boasted
of Mr Biden having assembled “one of
broadest coalitions of folks you've ever
seen in a presidential race”, including “sev-
en members of George W. Bush’s cabinet”.
That is not something a true leftie would
want to advertise.

Yet nobody makes a better fist of selling
Mr Trump’s record than his polished depu-
ty. On the coronavirus disaster, Mr Pence
scored points merely by sounding sympa-
thetic to those who have suffered. He also
made a better case against Mr Biden and his
party by restricting his criticisms to the
bounds of reality. Mr Trump has failed to
paint Mr Biden as a deranged socialist. Mr
Pence’s pressing of Ms Harris on the impli-
cations of his vow to scrap the Trump tax
cuts for its middle-class beneficiaries
seemed likelier to impress swing voters.

Yet as this proceeded, it began to feel no
more relevant than the usual constrained,
forgettable “Veep” debate. An inevitable
sense that both debaters are mainly trying
to avoid messing up is unexciting. It re-
flects the central truth that the importance
of the vice-president has not risen remote-
ly in step with the ever-swelling powers
and mystique of the presidency. If any-
thing, it has come to seem more nonde-
script by comparison—as brilliantly satir-
ised in the eponymous HBO show that
spanned Mr Biden’s second term in the job
and most of Mr Pence’s. The peculiar dy-
namics of this year’s election have also to
some degree accentuated this effect.

Some Democrats feared Ms Harris’s cha-
risma might put Mr Biden in the shade. Yet
his party chose him precisely because his
blandness felt appropriately low-risk for
the big push against Mr Trump. There is no
demand for pizzazz on the left currently.

Similarly, if Mr Pence’s policy smarts
and cogency might impress some of the
tiny number of undecided voters that re-
main, they also underline how little de-
mand there is for those qualities in the
president’s party currently. Their day will
come again. And when it does it will be in-
teresting to see what survives of Mr Pence’s
odd patchwork of small-government veri-
ties and America First sabre-rattling. For
the meantime, however, it was all too easy
to become distracted from the vice-presi-
dent’s claimed convictions by a fly that set-
tled, for more than two minutes, atop his
snow-white head. B

Voter suppression

A battleground in
Texas

WASHINGTON, DC
At risk of losing the state, Republicans
are scheming to limit Democratic votes

N THE SURFACE, the decision made al-

most no sense, but on deeper inspec-
tion its insidious intent seems clear. Last
week Greg Abbott, the Republican gover-
nor of Texas, ordered counties to close ex-
tra drop-off sites for absentee votes until
they have only one each. The move means
that the 4.7m residents of Harris County,
which surrounds Houston, will all have to
converge on the same drop-box if they wish
to cast an absentee vote in person. Such re-
strictions might make sense for Loving
County (population 169), but the decision
could deter many of Harris’s majority non-
white and urban folk from voting. The
story is similar in the state’s other cities.

Mr Abbott has cited voter fraud as a jus-
tification for his decision. According to the
governor, absentee voting (which is not
common in Texas, as the state restricts the
practice mainly to disabled, sick or elderly
residents) gives fraudsters a chance to in-
fluence the election. Yet there is no evi-
dence that such fraud takes place often
enough to be a real concern.

Instead, Mr Abbott’s critics allege that
his move is meant to decrease turnout to
keep his party in power. Jeremy Smith, the
CEO of Civitech, a company that works to
get Democrats elected, argues that Texas’s
history of voter suppression has helped
politicians like Mr Abbott stay in office by
decreasing turnout for non-whites and the
young. That, says Mr Smith, has made the
government reflect an unrepresentative
electorate of whiter, older Texans.

Texas is undergoing a rapid shift in de-
mography that promises to alter its politics
fundamentally. As Hispanics have become
a bigger force, the share of white voters in

United States

the state has fallen from 56% to roughly
50% over the past decade. Texas has be-
come younger, too. According to Mr
Smith’s data, Texans under 30 now consti-
tute nearly 20% of all registered voters, up
from 18% four years ago.

Faced with these shifts, it is not outlan-
dish toimagine that Republicans would try
to step up efforts to keep voter turnout low.
This is not the first time that Texas has
adopted a policy that would disproportion-
ately decrease turnout for Democrats. Mr
Smith highlights other aspects of the
state’s voting-and-registration system that
benefit Republicans.

One is its requirement that anyone
wanting to be a voter-registrar must be
trained by a local county official. Texas is
the last state to stipulate that groups taking
partin a registration drive should undergo
such training. Mr Smith says this hurts
Democratic groups, whose successes rely
on registering new voters. Such laws re-
duce the pool of people who can help other
voters get registered, leading (in Texas at
least) to the electorate being whiter and
older than it should be.

Second, Texas has no online voter-reg-
istration system. Everything must be done
by mail or in person. That makes it one of
only ten states that have not caught up with
online procedures, although a federal
judge recently ruled that it must establish
such a system for people who register for a
driving licence.

According to The Economist’s modelling,
66% of Texans who actually voted in 2016
were white, compared with 53% among the
population of eligible voters. And 17% of
voters were under 30, as against 24% who
were eligible. If every eligible person in the
state castaballot, according to our analysis
of polling and census data, Texas would
probably be a Democratic state.

In Texas the Republican Party has for
years faced a puzzle: how do you win elec-
tions when only a minority of potential
voters supports you? Mr Abbott’s answer
has been to try his darndest to prevent op-
ponents from voting. |
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Neck-and-neck in Ohio

Swinging again

DELAWARE COUNTY AND LORDSTOWN, OHIO
A close race in Ohio is bad news for
Donald Trump’s national campaign

ROM THE car park of a desultory Dollar

General shop in Lordstown, a declining
corner of north-east Ohio, not much sug-
gests a presidential campaign at full blast.
A few plastic Halloween decorations flap in
the breeze. Passing customers say they pay
little heed to politics. Shane Edwards, in a
green mask, admits he forgot to cast a bal-
lot in 2016. He had planned to vote for Do-
nald Trump, who took Ohio by eight points
in any case. Grey-haired Rose says she al-
ways voted Democratic, then switched
when Mr Trump showed up. She has “no
idea” whatto do this time, but will probably
ask her husband.

Places such as Lordstown are mostly
home to blue-collar workers who, like
Rose, have shed their old loyalty to Demo-
crats but are wary of committing them-
selves again to Mr Trump. Rose’s doubts are
mostly over the pandemic. She does not
think the president has handled it well. She
worries, too, about her disability payments
and care for veterans. Her county, Trum-
bull, saw a huge swing to Mr Trump in 2016,
when voters took against Hillary Clinton.
Yet Democrats won back much support in
mid-term elections two years ago. And Joe
Biden, who makes much of his working-
class roots in Scranton, Pennsylvania, is
again making ita closer race.

Mr Biden’s fortunes in Ohio have soared
in recent weeks. A Republican strategist
talks of colleagues startled by internal polls
that point, after months of Mr Trump being

ahead, to an almost tied race. Some recent
public ones have even put Mr Biden just in
front. Our own forecast still gives Mr
Trump a slightly better chance of winning,
but his prospects have dipped sharply. Mr
Biden, meanwhile, is buying more televi-
sion advertising in the state (just as Mr
Trump is buying fewer) and paid a brief vis-
itthere, by train, last week.

For much of the past year Mr Trump had
banked on Ohio, where rural voters, non-
college ones, Catholics and the former
coal-mining areas of Appalachia were sol-
idly behind him, and a strong local opera-
tion reliably gets out the vote. The state is
big, with 18 electoral-college seats, and
more Republican-leaning than most of the
Midwest. That makes it indispensable. No
Republican has ever become president
without it. Its record as a bellwether is un-
matched. In 29 of the past 31 elections,
whoever won Ohio won the White House.

The trouble for Mr Trump is that the
most populous and fastest-growing parts
of the state increasingly favour his rival. Mr
Biden does not need to win back all the lost
support in places like Lordstown if he can
pile up votes in cities and suburbs, espe-
cially in big counties around the “three Cs”:
Columbus, Cincinnati and Cleveland.

The activity of Abby Wimbiscus Black, a
music teacher in Delaware County, a for-
mer Republican stronghold in central
Ohio, north of Columbus, is emblematic of
this. A party strategist calls her area the
“frontier” of the election battle. Her tiny
garden is crammed with eight signs for Mr
Biden and other Democrats; a colourful
knitted scarf is draped round a tree, with a
message urging all to vote. Biden and BLM
signs have sprouted on nearby lawns. Each
night Mrs Wimbiscus Black writes 30 post-
cards to would-be voters across Ohio. She
also texts, phones and posts online. She
moved there a year ago from Columbus,
partofan exodus ofliberal-minded, young,
urban folk (notably college-educated
women) spilling out to suburbs and small-
er cities as bigger ones get more costly.

Paul Beck at Ohio State University calls
Mrs Clinton’s rotten showing in 2016 an
“anomaly”. Democrats have been quietly
gaining, he says, forexample in state-legis-
lative elections in suburbs near Columbus.
The re-election of a Democratic senator,
Sherrod Brown, two years ago points to
wider strength. He cites a poll from late
September, by Fox, showing Mr Biden with
aten-pointlead in Ohio’s suburbs.

What explains the recent surge? Some
moderates may be swayed by a former go-
vernor, John Kasich, who has endorsed Joe
Biden. Older voters, like Rose, are dis-
mayed by the coronavirus. Many women
despise Mr Trump’s personal style. A party
strategist says the president did so disas-
trously in the first debate he can’t recover.
Spending on ads by Mr Biden, and the scar-
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city of Trump ones, could be making a dif-
ference. And local Republicans’ notably
swampy behaviour does not help: Larry
Householder, the Republican speaker of
Ohio’s House, was arrested and indicted for
racketeering in July.

Kyle Kondik, who wrote a book on
Ohio’s influence on presidential elections,
says Ohio is more competitive again. Yet he
doesn’t think it matters, for the national
contest, whether Mr Biden pulls off a vic-
tory there—a close race would be good
enough for him. A Republican strategist
agrees, calling Ohio the “head and neck” of
the Midwest: as long as Mr Trump must
scramble to avoid losing there, his pros-
pects of crucial victories elsewhere in the
region, in Michigan, Pennsylvania or Wis-
consin, look vanishingly small. Mr Biden,
in contrast, could triumph even if Ohio re-
mains tantalisingly just out of reach. m

Jobs (i): Entrepreneurship

Startup nation

The number of new businesses in
America is booming

HE PANDEMIC has had all sorts of unex-
Tpected consequences, from a boom in
sourdough-bread baking to more people
listening to nostalgic music on Spotify.
Less noticed is a once-in-a-generation
surge in startups. The government regular-
ly releases figures on new-business forma-
tion, derived from applications for tax reg-
istrations. And “high-propensity” business
applications—those displaying character-
istics typically associated with firm-cre-
ation and the employment of staff—re-
cently reached their highest quarterly level
on record (see chart).

Some of these may represent people try-
ing to claim stimulus funds, and a backlog

of unprocessed applications had probably »
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» built up in March and April. Nonetheless
they reflect a genuine rise in American en-
trepreneurship. Based on a different survey
Goldman Sachs, abank, finds that the share
of respondents starting a new business in
the past three months has also risen sharp-
ly. Other evidence shows that about as
many Americans now work for themselves
as before the pandemic, even as overall job-
lessness remains high.

All this has surprised economists. In
the last recession the number of “high-pro-
pensity” business applications sharply de-
clined. And over the past four decades the
rate of new-business creation had been
drifting downwards (researchers pointed
to declining population growth as one
cause, as well as the growing power of large
firms, which may have dissuaded new ones
from entering the market). The fact that
America has suddenly recovered its entre-
preneurial mojo is particularly intriguing,
since nothing comparable seems to be hap-
pening elsewhere in the rich world.

The surge in startups cannot make up
for all the damage wreaked by lockdowns
and social distancing. The overall number
of firms employing workers almost cer-
tainly remains lower than it was before the
pandemic, since so many have gone bust,
says John Haltiwanger of the University of
Maryland. Many of America’s largest firms
continue to shed staff (see next story). The
jobs report for September showed the un-
employment rate at a still-high 7.9%.

But the entrepreneurship boom bodes
well for the future. A recovery with lots of
startups tends to be more jobs-rich than
one without, since young firms typically
seek to expand, hiring new staff. Talk to the
owners of new enterprises, and it is hard
not to feel optimistic about America’s eco-
nomic prospects. “People in general are
tired of staying indoors, so if they feel safe
at an establishment, they’'re gonna come
out,” says Matt, who with his wife Thao has
just opened Smokin Beauty, a Vietnamese-
inspired BBQ joint in Austin which boasts
plenty of outdoor seating. Buzzer, a plat-
form which allows people to see clips of
sports events, proudly describes itself as “a
company born during a global pandemic
that has paused all live sports”.

Economists do not yet know what has
provoked America’s entrepreneurship
boom. But the economic-rescue package
passed by Congress in March may play the
biggest role. It did relatively little to pre-
serve jobs, instead focusing on protecting
people’s incomes with stimulus cheques
worth up to $1,200 and bumped-up unem-
ployment-insurance (UI) payments. This
gave people both the need (losing their job)
and the means (greater financial security)
to take on the risk of founding a business.

Some evidence backs up that theory. Of-
ficial data suggest that 90% of the net rise
in the number of sole traders is being dri-

ven by people with a gross household in-
come of less than $35,000, a group that was
especially likely to lose their jobs when the
pandemic struck, and who would have
seena particularlylarge income boost from
the stimulus measures. America’s new
crop of entrepreneurs is moving away from
dying sectors and towards up-and-coming
ones. In most industries the number of
sole traders is in decline, yet in the past
year the number working in the informa-
tion sector, comprising jobs such as data-
processing, web-search portals and pub-
lishing, has risen by 50%.

The more-generous Ul benefits expired
inJuly. More people may now prefer to look
for a steady job rather than take a risk on a
new business. Yet as the economy changes,
new opportunities will continue to
emerge. America’s startup boom may last
forsome timeyet.

Jobs (ii): Lay-offs

A second wave

NEW YORK
Some bosses may see an opportunity to
restructure their workforce

N OCTOBER 6TH Jerome Powell, the
O chairman of the Federal Reserve, made
a plea for immediate extra stimulus, argu-
ing that “too little support would lead to a
weak recovery, creating unnecessary hard-
ship for households and businesses”.
Hours later President Donald Trump
shocked usA Inc by declaring he wants no
new stimulus until after the election in No-
vember (he later backtracked a bit). But do
some company bosses see an opportunity
in the prolonged pain of the pandemic?

The sudden shutdown of big parts of the
economy in spring forced over 2om people
out of their jobs. As the economy rebound-
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ed during the summer, many went back to
work and the rate of new lay-offs slowed.
Yet the nature of the sackings is evolving,
with a sharp rise in permanent unemploy-
ment (see chart). Now a new wave of lay-
offs suggests firms are getting ready to
make deeper cuts. In recent days leading
airlines have said they will cut over 30,000
workers. Disney, an entertainment giant,
plans to shed 28,000. Regal Cinemas, the
country’s second-biggest chain of theatres,
is shutting all s00-plus venues in America
(see Business section). Even LinkedIn, a so-
cial network used by professionals to find
work, plans to lose nearly 1,000 employees
in America and beyond.

The disruption caused by the pandemic
is one obvious explanation for deeper cuts
in payroll. But David Garfield of AlixPartn-
ers, an advisory firm, reckons if companies
must make do with only 70-90% of histori-
cal sales, as may happen with an anaemic
recovery, they cannot survive without “ma-
jor restructuring”. Mr Garfield believes
firms must reduce complexity if they want
to build resilience into supply and distri-
bution networks. A recent study found that
big grocery stores today offer 0% more va-
rieties of products than the average store
did three decades ago. Mondelez, a big con-
sumer-products firm, plans to slash the
number of stock-keeping units itoffers by a
quarter. Coca-Cola and Procter & Gamble
have made similar noises.

Bain, another consultancy, sees Ameri-
can companies “retooling for the new nor-
mal” by ploughing $strn-iotrn over the
next decade into automation. This may kill
old-fashioned jobs in the short term, but
create new, tech-savvy ones over time.

Thejobs pictureislikely to get worse be-
fore it gets better. The pandemic is the
proximate cause, but the deeper driver is
bosses preparing for a new economy. “This
is your moment to strike as chief executive
if you want a dramatic change in market
share,” says Hernan Saenz of Bain. “Reces-
sions are an amazing opportunity.” |
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Lexington | The battle in miniature

A small town in Pennsylvania depicts a microcosm of the election—and how Americans are handling it

MODERN-DAY Alexis de Tocqueville might find talk of Ameri-

ca’s painful divisions baffling at first blush. Up close, as Bill
Bishop wrote in “The Big Sort”, the country has never looked more
cohesive. The leafy suburbs of America’s fast-growing, diverse cit-
iesare souniformly Democratic it can be hard to find two people in
serious disagreement. Republicans, an older, less mobile group,
live equally clustered, farther out. The country is less fractured
than ghettoised—as is especially apparent at election time.

In Lexington’s suburb of the national capital (where Donald
Trump won 4% of the vote in 2016), local opinion is expressed in a
phalanx of Joe Biden yard-signs. Drive 20 minutes into the Mary-
land countryside and, as if some partisan border had been crossed,
“Donald J. Trump” signs are everywhere. Yet there are still places
along the frontier where rivals co-exist. One is Easton, an unshowy
town in eastern Pennsylvania, where your columnist went to see
some weekend canvassing for the president.

A former transport hub, at the confluence of the Lehigh and
Delaware rivers, the town once thrived on its strategic site—and
still relies on it. It is 70 miles from both New York and Philadel-
phia, a just-about-commutable distance, which has brought new
families to the town, attracted by its house prices, and visitors to
its main attraction, a theme-park for Crayola crayons. By no means
rich yet not struggling, hardly dynamic yet replenished by incom-
ers: the town sits between socioeconomic categories and political
cultures. This has helped make it one of the most contested cor-
ners of one of the most competitive states in the country.

Northampton County, of which it is the capital, was one of
three in Pennsylvania that flipped to the Republicans in 2016, giv-
ing Mr Trump the state by a whisker. True to form, the quadrant of
four streets around which Lexington accompanied Karen Frey, an
amiable Republican foot-soldier wearing a red “Deplorables Club”
sweatshirt (and not wearing the Trump 2020 face-mask that dan-
gled, alongside a stun-gun, “rape alarm” and mace spray, from her
wrist), displayed Trump and Biden signs in similar measure.

They otherwise offered no clue to the occupants’ affiliation.
Outside the 40-odd houses Mrs Frey called on, a Virgin Mary statue
or “We support our police” flag was no likelier to denote a Repub-
lican than a Democratic household. At a corner of Hickory Lane,

the occupant displayed signs supporting the police, teachers and
Mr Biden. “We're not Trump here, keep walking,” he yelled at Mrs
Frey through his car window. The suburb is a throwback to pre-sort
America, but bristling with post-sort partisanship. The result is a
rare microcosmic view of what partisanship is doing to America.

Very few who answered the door claimed to be undecided—and
most were probably, as Mrs Frey conceded, being kind. Only one
voter expressed weak feelings about her choice. “I vote for the
party, not the candidate,” said Lisa, a lifelong Republican staunch-
ly against abortion. Everyone else appeared fiercely decided.

Given that just over half were planning to vote Democratic
(“Thisyear more than ever,” several said), this gave rise to awkward
scenes. “I'm sorry, I'm sure you're a nice person, but I'm 92 years
old, I've voted for Republicans and Democrats, and I cannot under-
stand how you can like him,” a man on Hickory Lane told Mrs Frey.

He then launched a fact-filled evisceration of Mr Trump’s re-
cord, beforeending, fighting back tears, on a personal note. “My fa-
ther came from Italy. Trump hates migrants. My five dead brothers
fought for this country. The son-of-a-bitch calls them suckers.”
When Mrs Frey, visibly shaken, said this was untrue, the man
quoted the president’s slander of John McCain. Mrs Frey countered
with a fake-news story—that the late Republican senator killed
scores of sailors in a fire. “God bless you,” said the old man.

“It multiplies,” said Mrs Frey enigmatically, as she walked away.
Though she knocked on “over 3,000 doors” in 2016, she did not
seem used to such pushback. Modern campaigns aim canvassers
almost exclusively at likely voters for their own side; she had kind-
ly decided to knock on every door mainly as a favour to Lexington.
It was also apparent from her assertions, which tended to be un-
true, that Mrs Frey inhabited a deep realm of the Trump bubble.

Considering much of Fox News “too liberal”, she got her news
from the far-right One America News Network and Epoch Times, a
pro-Trump newspaper produced by the Falun Gong sect that has
spread the anti-Semitic QAnon conspiracy. When she encountered
alike-minded voter, her relief was palpable. On their doorsteps she
referred to Joe Biden as a “communist” and any self-professed
Christians who voted Democratic as “Satan-worshippers”.

Lee Drutman, a political scientist, attributes the mutual loath-
ing of America’s political tribes to three things: cultural sorting
(including media bubbles); the slim margins of national elections,
which makes them seem existential to both sides; and the nation-
alisation of politics, which has bulldozed local concerns that once
girded communities. All are evident in Easton—though its much-
provoked voters live cheek-by-jowl. What lessons does that offer?

One is that politics exaggerates reality. While several voters ex-
pressed unease about their neighbours’ allegiances, your colum-
nist saw nothing to suggest a community anything like as divided
as the political views its members expressed. On a sunny Saturday
morning, Trumpers and anti-Trumps mowed lawns and walked
dogs together. Outside elections, most of them probably give poli-
tics little thought. Given the state of things, that is consoling.

A question of legitimacy

Yet this election will prove harder to recover from—because Re-
publicans, taking their cues from the president, are already trying
to invalidate it. Almost Mrs Frey’s first words to your columnist
were: “We're trying to win without stuffing ballots, we're the Re-
publican Party.” She repeatedly assured voters that mail-in voting
was fraudulent. This promises a new order of conflict for a society
whose forbearance cannot be counted on indefinitely. ®
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Cuba

Welcome to Queueba

With supermarket shelves bare, the government contemplates economic reforms

ONG QUEUES and empty shelves are old
Lnews in Cuba. Recently, though, the
queues have become longer and the
shelves emptier. Food is scarcer than it has
been since the collapse in 1991 of the Soviet
Union, which supported the island’s com-
munist regime. Now shoppers queue
twice: once for a number that gives them a
time slot (often on the next day). They line
up again to enter the store.

Once inside, they may find little worth
buying. Basic goods are rationed (for sar-
dines, the limit is four tins per customer).
Shops use Portero (Doorman), an app
created by the government, to scan cus-
tomers’ identity cards. This ensures that
they do not shop in one outlet too often. Ei-
leen Sosin recently tried but failed to buy
shampoo and hot dogs at a grocery store
near her home in Havana. She was told that
she could not return for a week.

Queues at grocery stores are short com-

pared with those outside banks. They are a
sign that, under pressure from food short-
ages and the pandemic, the government is
moving closer towards enacting a reform
that it has been contemplating for nearly
two decades: the abolition of one of its two
currencies. In July state media began tell-
ing Cubans that change was imminent. Cu-
bans are eager to convert CUC, a convertible
currency pegged to the American dollar,
into pesos, which are expected to be the
surviving currency. If they do not make the
switch now, Cubans fear, they will get far
fewer than 24 pesos per cuc, the official ex-
change rate for households and the self
employed.

= Also in this section

30 Argentina doubles in size

31 Bello: Latin America’s new poor

Cuba introduced the cuc in 1994, when
it was reeling from the abrupt end of Soviet
subsidies. The government hoped that it
would curb a flight into dollars from pesos,
whose worth plunged as prices rose.

The system created distortions that
have become deeply entrenched. The two
currencies are linked by a bewildering vari-
ety of exchange rates. Importers of essen-
tial goods, which are all state-owned, bene-
fit from a rate of one peso per cuc. That lets
them mask their own inefficiencies and
obtain scarce dollars on favourable terms.
This keeps imports cheap, when they are
available at all. But it also discourages the
production of domestic alternatives. For-
eign-owned earners of hard currency, such
as hotels, do not profit from the artificial
gap between revenues and costs. That is be-
cause instead of paying workers directly
they must give the money to a state em-
ployment agency, which in turn pays the
employees one peso for every cuc (or dol-
lar). The rule is, in effect, a massive tax on
labour and on exports.

The dual-currency regime is an obstacle
to local production of food, which already
faces many. Farmers must sell the bulk of
their output to the Acopio (purchasing
agency) at prices set by the state. It gives
them seeds, fertiliser and tools, but gener-

ally notenough to produce as much as their M
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» land will yield.

A farmer from Matanzas, east of Ha-
vana, recently complained on social media
that the Acopio, which required him to pro-
vide1s,0001bs (6,800kg) of pineapples, nei-
ther transported them all the way to its pro-
cessing facility nor paid him. Instead, they
were left to rot. When the Acopio does
manage to provide lorries, it often fails to
deliver boxes in which to pack farmers’
produce. They can sell their surplus to the
market, but it is rarely enough to provide a
decent income. No wonder Cuba imports
two-thirds of its food.

It is becoming more urgent to free the
economy from such burdens. Although
Cuba has done a good job of controlling co-
vid-19, the pandemic has crushed tourism,
a vital source of foreign exchange. The
Trump administration, which imposes
sanctions on Cuba in the hope that they
will force the Communist Party out of pow-
er (and, perhaps more important, that they
will please Cuban-American voters in Flor-
ida), recently tightened them. In Septem-
ber the State Department published a
“Cuba prohibited accommodations list”,
which blacklists 433 hotels controlled by
the regime or “well-connected insiders”.
Venezuela, Cuba’s ally, has cut back ship-
ments of subsidised oil. The economy is
expected to shrink by around 8% this year.

As it often does when times are tough,
Cuba is improvising. To hoover up dollars
fromits citizens, since last year the govern-
ment has opened many more convertible-
currency shops. As these usually have the
best selection of goods, demand for dollars
has rocketed. Banks have none left. Cubans
either get them from remittances, sent by
relatives abroad, or on the black market,
where the price can be double the official
rate of one per cuc.

The government is now sending signals
thatit wants to scrap the economy-warping
dual-currency regime. “We have to learn to
live with fewer imports and more exports,
promoting national production,” said the
president, Miguel Diaz-Canel, in July.

Butit has signalled before thatsuchare-
form was imminent only to decide against
it. That is because the change, when it
comes, will be painful. Importers with arti-
ficial profits may lay off workers en masse.
If they have to pay more for their dollars,
imports will become more expensive,
sparking a rise in inflation. Pavel Vidal, a
Cuban economist at the Pontifical Xavier-
ian University in Cali, Colombia, expects
the value of Cubans’ savings to drop by
40%. The government has said that it will
raise salaries and pensions aftera currency
reform, but it has little cash to spare. This
year’s budget deficit is expected to be close
to 10% of GDP. That could rise when the
government is forced to recognise costs
now hidden by the twin-currency system.

The government may yet wait until it

has built up bigger reserves of foreign ex-
change to help it cushion the shock. It may
hope that Joe Biden will win the White
House and reverse some of the sanctions
imposed by the Trump administration.
That would boost foreign earnings.

The economic crisis makes other re-
forms more necessary. Under Raul Castro,
who stepped down as presidentin 2018 (but
still heads the Communist Party), a vibrant
private sector started up. It has gained
more freedoms, but at a slow pace.

The government has recently promised
fasteraction. It said it would replace lists of
the activities open to cuentapropistas, as
Cuba’sentrepreneurs are called, with nega-
tive lists, which specify in which sectors
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they cannot operate. The new rules have
yet to be published. The government re-
cently let cuentapropistas import supplies
through state agencies, but prices are pro-
hibitive. In July it opened a wholesale mar-
ket, where payment is in hard currencies.
Firms thatuse it nolonger have to buy from
the same bare shops as ordinary citizens.

Cuentapropistas have been lobbying
since 2017 for the right to incorporate,
which would enable them to sign contracts
and deal normally with banks, and to im-
port inputs directly rather than through
state agencies. The government has yet to
allow this. Until it frees up enterprise, Cu-
bans will go on forming long queues out-
side shops with empty shelves. &

Argentina

Alberto of the Antarctic

BUENOS AIRES

South America’s second-largest country doubles in size. Or so it claims

RGENTINA'S PRESIDENT, Alberto Fer-
Anéndez, has plenty to worry about: a
soaring covid-19 caseload and a depressed
economy. So it must have been delightful
for the government to change the subject
on September 21st by issuing a map show-
ing that the country’s territory is nearly
double its former size. It illustrates the ef-
fect of a law Mr Fernandez signed in Au-
gust, which expands Argentina by 1.7m
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square km (650,000 square miles), an area
three times the size of metropolitan
France. Argentina now bestrides South
America and Antarctica, from the Tropic of
Capricorn to the South Pole. Its territory in-
cludes some of the world’s richest fishing
grounds and possibly oil and gas. The Falk-
land islands, which Argentines call the
Malvinas, lie within it.

This is not entirely based on fantasy. In
2016 the UN’s Commission on the Limits of
the Continental Shelf (cLcs) issued a rul-
ing, based on the UN Convention on the
Law of the Sea, that fixes the edge of the vast
shelf that juts out from Argentina’s coast.
There the seabed is shallow enough—Iless
than 2,500 metres deep—to count as an ex-
tension of Argentina’s mainland. The ef-
fect of the ruling is to extend Argentina’s
territorial waters beyond the normal 200
nautical miles (370km).

Mauricio Macri, Argentina’s then-presi-
dent, a conservative, celebrated the ruling
in 2016 as a diplomatic victory but did not
write it into law. His priority was friendly
relations with the rest of the world, includ-
ing Britain. In 1982 Britain fought a war to
expel Argentina’s armed forces, which had
invaded the Falklands that year.

Mr Fernandez, a left-leaning Peronist, is
more assertive. The law he signed in Au-
gust, and the borders on his map, take in far
more than the area to which cLcs said Ar-
gentina was entitled. In sending the terri-
torial-expansion bill to Congress this year,
Mr Fernandez insisted on “Argentina’s
claim to the Malvinas”, which has long
been partofitslawand is endorsed by near-
ly all Argentines.
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Sliding down the pandemic snake

Millions of Latin Americans who thought they were middle-class are suddenly not

HEN THE pandemic struck Piura, a
U V city in northern Peru, Daniel Zapata

had a part-time job with a market-re-
search firm. The 250 soles ($70) he
earned each month paid his fees fora
three-year course in business adminis-
tration. The covid-19 recession put paid
to all that. The firm closed, and Mr Za-
pata, who is 20 and lives with his parents
and a sister, has dropped out of his
course. The family received 760 soles in
emergency aid from Peru’s government.
With the lockdown over, they must now
rely on his sister’s income as a teacher
and his father’s pension from his years
working in a textile factory. Having lived
in the lower tier of the middle class, Mr
Zapatais staring into the abyss of pover-
ty. He expects little from a general elec-
tion next April. The politicians “just
squabble instead of working”, he says.

The covid-19 recession is wiping out
years of progress in Latin America in
reducing poverty and inequality. Econo-
mists are starting to map just how big the
social impact of the pandemic is. Many
governments imposed long lockdowns.
These hit the half of Latin Americans
who work in the informal economy
especially hard. Many countries, like
Peru, offset part of the lostincome by
expanding aid programmes for the poor.
That has helped, but not enough, and the
effort may not be sustainable.

The region’s economy is set to con-
tract by 9.1% this year, according to the
UN Economic Commission for Latin
America and the Caribbean. It says this
means that 45m people will fall back into
poverty (taking the total to 37% of the
population). The unemployment rate has
risen by 2.2 percentage points to 1% in
nine countries for which data are avail-
able, reports the International Labour
Organisation. Income from wages in

»  Thenew official map shows South Geor-
gia and the South Sandwich islands (also
British), as part of Argentina, too, and adds
areas that had it not claimed in law before.
The British are mainly interested in the wa-
ter's riches, Argentina’s government
thinks. That explains the “stubbornness of
British colonialism”, suggested Daniel Fil-
mus, the government’s secretary for the
Malvinas, Antarctica and South Atlantic.
The map asserts Argentine sovereignty
over the Antarctic peninsula, an ice-cream
cone poking into the Weddell sea, which is
also claimed by Chile and Britain. In fact,

Latin America has fallen by 19.3%, com-
pared with a global average 0f10.7%.

These estimates assume that everyone
loses a similar percentage of their income.
Nora Lustig, an Argentine economist, and
her team at Tulane University in New
Orleans have used household surveys to
figure out which groups lost most income
and received most from the government in
Brazil, Mexico, Colombia and urban areas
of Argentina, which together account for
two-thirds of Latin America’s total pop-
ulation. They think that the biggest losers
will be among the region’s lower-middle
classes, because social-assistance pro-
grammes provide an income floor for
many of the poor. Although women, peo-
ple of African descent and indigenous
people are more likely to lose income, they
get more help from the government.

Ms Lustig thinks the year may end with
up to 21m new poor in those four coun-
tries. The impact is much bigger in Mexico
than in Brazil, because of contrasting
government policies. Mexico’s president,
Andrés Manuel Lopez Obrador, claims to
be of the left and his campaign slogan was

the UN commission avoided taking a posi-
tion “in a case where a land or maritime
dispute exists”. The areas itawarded Argen-
tina are a fraction of the country’s claim.
Argentina does not plan to try to recon-
quer the islands, but it does hope to use its
interpretation of the commission’s ruling
to press Britain to negotiate. “The UN is say-
ing that the Malvinas is a matter of dis-
pute,” contends an adviser to the president.
“The British always try to say there is no
dispute over the islands.” Argentina’s for-
eign ministry put out a video calling for
“dialogue” under UN auspices. Britain is

The Americas

“First, the poor”. Yet he has done little to
help the poorest. Brazil’s president, Jair
Bolsonaro, is of the hard right. But his
government has made an emergency
payment of $107 per month for five
months, from which 53m people have
benefited. The payment has been extend-
ed, though ata lower amount. Poverty
could even decline slightly in Brazil,
while in Mexico there will be at least iom
new poor.

The damage will last. Even though the
pandemic is atlast starting to wane in
the region, atleast for now, and many
economies have opened up again, de-
mand will remain depressed because
firms and workers are poorer. Research-
ers at the Inter-American Development
Bank have found that in past recessions
when GDP contracted by 5% or more
unemployment took an average of nine
years to return to its previous level.

If the pandemic-induced recession is
like previous ones it will reverse much of
Latin America’s recent progress in reduc-
ing inequality. The causes of that pro-
gress included the spread of education
and more demand for unskilled workers
in service businesses. The hard-up are
much less likely to be able to work re-
motely. The many low-skilled workers
whose jobs require personal contact—
waiters, hairdressers, etc—may see their
wages fall.

Even before the pandemic Latin
America was highly unequal. Frustration
at slow economic growth, lack of oppor-
tunity and a discredited political class
showed in the election of populist presi-
dents and in street protests in several
countries. The tens of millions of new
poor have reasons for resentment. They
may not accept their fate quietly. That is
likely to shape the region’s politics for
years to come.

unlikely to agree.

So Mr Fernandez may have to be content
with smaller satisfactions. Argentine
oceanographers are now in demand from
other countries. They are being consulted
by specialists from Brazil, Germany, Den-
mark and even Chile, despite the peninsu-
lar dispute. Schoolchildren will be taught
that Tierra del Fuego, Argentina’s south-
ernmost province, is now the country’s
centre. The country’s population of emper-
or penguins and leopard seals has greatly
expanded. In tough times, that may cheer
Argentines up abit. m

31



(c) ketabton.com: The Digital Library

War over Taiwan

Strait shooting

ZHUWEI

Defending Taiwan is growing harder, costlier and potentially much bloodier

OUSING MUSICaccompanies the H-6K, a

hulking Chinese bomber, as it sweeps
up into a pink sky. Moments later, its pilot
presses a red button, with the panache and
fortitude that only a People’s Liberation
Army (pPLA) officer could muster, and a mis-
sile streaks towards the island of Guam.
The ground ripples and a fiery explosion
consumes America’s Andersen air force
base. Never mind that the PLA propaganda
film released in September pinches footage
from Hollywood blockbusters; the mes-
sage is that this is what America can expect
ifitis foolhardy enough to intervene on be-
half of Taiwan in a regional war.

China’s Communist Party claims Tai-
wan, a democratic and prosperous country
of 24m people, although the island has not
been ruled from the mainland since1949. A
tense peace is maintained as long as Tai-
wan continues to say thatitis partof China,
even if not part of the People’s Republic.
China once hoped that reunification could
be achieved bloodlessly through growing

economic and cultural ties. But two-thirds
of Taiwanese no longer identify as Chinese,
and 60% have an unfavourable view of Chi-
na. In January Tsai Ing-wen of the Demo-
cratic Progressive Party was resoundingly
re-elected as president over a China-
friendly rival.

Last year Xi Jinping, China’s leader, de-
clared unification to be an “inevitable re-
quirement for the historical rejuvenation
of the Chinese nation”. The PLA has stepped
up pressure on Taiwan in recent months,
sending warplanes across the “median
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line” that long served as an unofficial mar-
itime boundary and holding large naval
drills off several parts of Taiwan’s coast.

Defending Taiwan is growing ever hard-
er. A decade ago China had four times as
many warships as Taiwan. Today it has six
times as many. It has six times the number
of warplanes and eight times as many
tanks. China’s defence budget, merely dou-
ble Taiwan’s at the end of the 1990s, is now
25 times greater (see chart on next page).

American intelligence officials do not
think that China is about to unleash this
firepower. The PLA’s amphibious fleet has
grown slowly in recent years. China has
never held even a single exercise on the
scale that would be required for a pD-Day-
type campaign. Indeed, no country has as-
saulted a well-defended shore since Amer-
icadid so in Korea—with good reason.

Although China could wipe out Tai-
wan’s navy and air force, says William Mur-
ray of the us Naval War College, the island
would still be able to fire anti-ship missiles
at an invading armada, picking out targets
with mobile radar units hidden in the
mountainous interior. That could make
mincemeat of big ships crossing a narrow
strait (see map on next page). “The pLA
can't use precision weapons to attack
small, mobile things,” says Ethan Lee, who
as chief of general staff at Taiwan’s defence
ministry in 2017-19 developed a strategy for
asymmetrical warfare.
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Nor can China put all its forces to use.
“Only a fraction of the pLA could be de-
ployed,” says Dennis Blasko, a former
American army attaché in Beijing, “be-
cause its overwhelming numbers can’t all
fit into the Taiwan front or in the airspace
surrounding Taiwan at one time”. Satellite
reconnaissance would give Taiwan weeks
of warning to harden defences and mobil-
ise reserves. Mr Blasko thinks a nimbler air
assault, using helicopters and special
forces, is more likely than an amphibious
attack. Even then, he says, the island is
“very defensible, if it is properly prepared
and the people have the will to defend it”.

Alas, Taiwan’s preparedness and its will
to fight both look shaky. “The sad truth is
that Taiwan’s army has trouble with train-
ingacross the board,” says Tanner Greer, an
analyst who spent nine months studying
the island’s defences last year. “I have met
artillery observers who have never seen
their own mortars fired.” Despite long-
standing efforts to make the island indi-
gestible, Taiwan’s armed forces are still
overinvested in warplanes and tanks.
Many insiders are accordingly pessimistic
about its ability to hold out. Mr Greer says
that of two dozen conscripts he inter-
viewed, “only one was more confident in
Taiwan'’s ability to resist China after going
through the conscript system.” Less than
half of Taiwanese polled in August evinced
awillingness to fight if war came.

A vital question is therefore whether
Americans would do so, for the sake of a
distant country whose defence spending
has fallen steadily as a share of GDP over
two decades. America does not have a for-
mal alliance with Taiwan. But it sells the is-
land weapons—$13bn-worth over the past
four years—and has long implied that it
would help repel an invasion if Taiwan had
not provoked one. Yet the same trend that
imperils Taiwan in the first place—China’s
growing military power—also raises the
price of American involvement.

In wargames set five or more years in
the future, “the United States starts losing
people and hardware in the theatre very
quickly,” says David Ochmanek of the
RAND Corporation, a think-tank. “Surface
combatants tend to stay far from the fight,
forward air bases get heavily attacked and
we're unable to project power sufficiently
into the battlespace to defeat the invasion.”
America is disadvantaged by geography,
with its air force reliant on a handful of
Asian bases well within range of Chinese
missiles. American bombers can swoop in
from the safety of American soil, but there
isashortage of missiles toarm them. Noris
it clear how America’s technology-depen-
dentarmed forces would fare againstanin-
evitable physical and electronic barrage on
their satellites and computer networks.

In another wargame conducted earlier
this year, the Centre for a New American
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Security (CNAS), another think-tank, as-
sumed that Taiwan would fight tenaciously
and that America would have access to
weapons still under development. Under
those rosier circumstances, the island sur-
vives—at least after ten notional days of
combat—but even then only at huge cost.
The seas around Taiwan would look “like
no-man’s-land at the Somme”, notes Chris-
topher Dougherty of CNAS.

The question is whether America has
the stomach for this. The conquest of Tai-
wan would notjust dent American prestige
but also expose the outlying islands of Ja-
pan, an ally America is pledged to defend.
The Trump administration has sent several
high-level officials to Taipei to show its
support—one reason for the recent Chi-
nese bluster. In Congress support for Tai-
wanis at “new highs”, says Bonnie Glaser of
the Centre for Strategic and International
Studies (cs1s), another think-tank.

Polls by csis show that Americans
broadly support coming to Taiwan'’s aid,
roughly as much as they support helping
South Korea, Japan or Australia. Such en-
thusiasm may wane, however, if American
ships start getting sunk in large numbers.

Asia

American losses in the CNAS wargame
amount to a hundred or so aircraft, dozens
of ships and perhaps a couple of carriers.
“An aircraft-carrier has 5,000 people on it,”
says Mr Murray. “That’s 100 voters in every
state of our union. That's a lot of funerals.”

Fear of such losses might deter an
American president from entering the fray.
Butincurring them might stiffen American
resolve. America and its partners can use
this dynamic to their advantage, says El-
bridge Colby, a former Pentagon official. If
American troops were to disperse in allied
countries like Japan and draw on allied
support to repel a Chinese attack, China
would have to choose between striking a
wide range of targets beyond Taiwan, and
outraging American and Asian public
opinion, or sacrificing military advantage.

Escalation might go even further. The
fact that Chinese nuclear missiles can now
reach any American city raises the stakes
dramatically. “When the bullets really start
flying,” says Michael Hunzeker of George
Mason University, “the American people,
most of whom can’t find Taiwan on a map,
will be hard-pressed to say, ‘No, I'm really
willing to trade Los Angeles for Taipei.”

Taiwanese officials acknowledge these
grim trends. Even if America is willing to
come to Taiwan'’s aid, that is no use if it is
not capable of doing so, Su Chi, a former
secretary-general of Taiwan’s National Se-
curity Council, has argued. But the logical
response, transforming Taiwan’s own de-
fences, is hard when only a fifth of people
think war will come. In the sleepy fishing
village of Zhuwei, on the north-west coast,
an area thought to be a prime landing site
forthe PLA, tourists eat stir-fried seafood in
restaurants as multicoloured fishing ves-
selsbobin the harbour. “The Chinese won't
invade,” says Lin Fu-fun, an airport safety
inspector who has come to watch the waves
splash on a jagged breakwater. “Our lan-
guage and culture are the same.” ®
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Kyrgyzstan

Take three

ALMATY
Protests against tainted elections have
evolved into a broader rebellion

NE THING is clear: the people of Kyrgyz-
O stan are not keen on tainted elections.
This week, for the third time in 15 years,
they rose up in rebellion following a vote
widely seen as crooked. Adakhan Maduma-
rov, an opposition leader, describes the
parliamentary poll on October 4th as the
dirtiest in Kyrgyzstan’s turbulent three de-
cades of independence. On October s5th
thousands poured onto the main square of
Bishkek, the capital, in protest. That night
demonstrators battled riot police before
storming the building housing the presi-
dent’s office and parliament. They were
shouting a revolutionary slogan popular-
ised in previous uprisings but now direct-
ed at the current president, Sooronbay
Jeyenbekov: “Ketsin!” (“Go!”)

Mr Jeyenbekov insists he remains in
control, but his whereabouts are un-
known. He has dismissed complaints
about the elections as a “pretext” to at-
tempt his overthrow. Yet he has also acqui-
esced to at least one of the protesters’ de-
mands: electoral officials have annulled
the results of the election and promised a
re-run. It is not clear that this will satisfy
the angry mob in Bishkek, however, which
has freed several politicians who had land-
ed in jail in recent years, including Almaz-
bek Atambayev, Mr Jeyenbekov’s predeces-
sor. Some outgoing MPs are trying to
impeach Mr Jeyenbekov and the prime
minister, Kubatbek Boronov, has resigned.

Kyrgyzstan has held several competi-
tive elections—an oddity in Central Asia,
where crushing landslides for autocratic
rulers are the norm (see next story). As he
cast his ballot this week, Mr Jeyenbekov
doggedly insisted the election was “open
and fair”. Videos circulating on social me-
dia, however, showed voters being brought
by minibus to polling places, where they
handed photos of the ballots they had cast
to men with clipboards. At the very least,
there was rampant vote-buying ($25 was
the going rate). The preliminary results an-
nounced on October 5th would have left
only five of the 16 parties participating with
any seats in parliament. Two parties loyal
to the president won a big majority: Birim-
dik (Unity), which Mr Jeyenbekov tacitly
backed, and Mekenim Kyrgyzstan (My
Homeland Kyrgyzstan), which has ties to
Raimbek Matraimov, a wealthy former cus-
toms official. Last year corruption-busting
journalists accused Mr Matraimov of com-
plicity in a multibillion-dollar smuggling

Third timé lucky?

ring. The main source behind the exposé
was murdered in a gangland-style killing.
Mr Matraimov has denied the allegations
and was not charged with any crimes.

The opposition parties are already fail-
ing to find common cause, with bickering
between rival factions sometimes de-
scending into fisticuffs. The threat of vio-
lence hangs in the air, as politicians sprung
from jail and other influential figures (in-
cluding some with rumoured connections
to organised crime) jostle to fill the vacu-
um. A comeback by Mr Atambayev, who
presided over flourishing corruption and a
degradation of democracy that has contin-
ued under Mr Jeyenbekov, would prove un-
popular in many quarters.

Two rivals are already laying claim to
the job of prime minister: Tilek Toktogazi-
yev, a youthful entrepreneur, and Sadyr Ja-
parov, a rabble-rousing nationalist ex-MP
released by the protesters from jail, where
he had been sent for kidnapping an official
during a previous bout of political turmoil.
China, which is alarmed at reports that the
protesters are targeting Chinese-owned
gold mines, has expressed concern. So has
Russia, which has a military base in Kyr-
gyzstan and is hostile to popular uprisings
in what it still sees as its backyard, particu-
larly given the sustained protests against
authoritarian rule in Belarus.

The confusion may help Mr Jeyenbekov
hang on, though his hopes of securing a
pliant parliament in his remaining three
years in office have been scotched. What-
ever happens, however, Kyrgyzstan’'s de-
mocracy is a victim. The succession from
Mr Jeyenbekov to Mr Atambayev was hailed
as Central Asia’s first peaceful and demo-
cratic transfer of power. A one-term limit
had been imposed on the presidency, to
impede future power grabs. In retrospect,
the cheerleaders were too optimistic. |
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Elections in Tajikistan

Ballot-ticking
exercise

ALMATY
Why Emomali Rahmon will win a fifth
term as president

LECTIONS IN TAJIKISTAN are a staid af-

fair compared with Kyrgyzstan’s. When
voters go to the polls to elect a president on
October uth, the ballot paper will offer
them a false choice: either tick the box next
to the name of Emomali Rahmon, the
strongman who has ruled for 28 years, or
choose one of four stooges also on the bal-
lot and watch Mr Rahmon storm to victory
anyway. The only question is how big a
landslide Mr Rahmon will award himself:
it would be poor form if he did not better
the 84% he won in 2013.

The Founder of Peace and National Un-
ity, Leader of the Nation—to give Mr Rah-
mon his official title—faces no genuine op-
position because he has rooted it out with
zeal. In 2015 a court banned the moderate
Islamic Renaissance Party of Tajikistan, his
main challenger, branding it a terrorist
group. Its leader, Muhiddin Kabiri, fled
abroad. Other senior members were put in
jail, where some have died in mysterious
circumstances (officially, in a “prison
riot”). Umarali Quvvatov, the leader of a re-
formist movement called Group 24, which
is also outlawed in Tajikistan, was gunned
down inIstanbulin 2015.

More recently the government has
turned its sights on the National Alliance
of Tajikistan, a coalition of dissidents liv-
ing in Europe. Last year, a court—predict-
ably—found the group guilty of terrorism
and banned it. The alliance has called for a
boycott of this election, as has the Social
Democratic Party of Tajikistan, the last le-
gal opposition movement left inside the
country. It did take part in a rigged parlia-
mentary election in March, winning a mea-
gre 0.3% of the vote and no seats.

There had been speculation that the 68-
year-old Mr Rahmon, the longest-serving
leader in the former Soviet Union, was
thinking of stepping down. He came to
power in 1992 during a civil war which he
eventually ended by negotiating a power-
sharing deal. To many older voters, there-
fore, he embodies peace and stability (even
though he later reneged on the pact).

Still, he appears to be looking to the fu-
ture. He has been grooming his son, Rus-
tam Emomali, as his successor. In April Mr
Emomali, already mayor of the capital, Du-
shanbe, became speaker of the Senate, too.
That means he would become acting presi-
dent if the incumbent were to step down—
not that Mr Rahmon seems inclined to do
sovery soon. H
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Polio in Pakistan and Afghanistan

Deliverance
delayed

LAHORE
Covid-19 has set back the effort to
eradicate polio in its last two holdouts

LIPBOARD IN ONE hand and polio drops
C in the other, Afshaan Shaukat walks her
neighbourhood methodically. The dense
lanes of houses, workshops and kiosks
close to Lahore’s splendid Badshahi
mosque are her beat. She knows which
family lives behind each gate, how many
children they have and often their names,
too. Undaunted by the frazzling heat, she
spends hours knocking at house after
house. Her task is simple, yet exacting: she
must administer drops to every young
child in the neighbourhood, making sure
no one demurs or goes undetected.

Pakistan’s polio-vaccination drive in-
volves a remarkable mass-mobilisation of
workers like Ms Shaukat. She and her
brother, Humza, make up one of 4,000
door-to-door teams in Lahore alone. An-
other 1,000 teams hang around waiting to
vaccinate children in bazaars and bus sta-
tions. Nationwide there are 260,000 vacci-
nators at work, chasing 4om children.

Despite the pandemic gloom, the world
reached a welcome public-health mile-
stone in August when Africa was declared
free of wild poliovirus (cases derived from
mutations of the weakened version of the
virus used in the oral vaccine still crop up
in some countries). Thirty years ago some
350,000 people around the world were af-
flicted by the crippling virus each year;
now it survives only in Afghanistan and
Pakistan. Yet in those two countries, de-
spite the efforts of Ms Shaukat, the news is

far from good.

An international monitoring board of
public-health specialists has declared the
programme to stamp out polio in the two
countries to be in “dire straits”. The num-
ber of cases in Pakistan has risen after a
“jaw-dropping slump of performance”. Na-
tionwide cases had fallen to 12 in 2018, only
tojump to147 lastyear. Across the borderin
Afghanistan the insurgents of the Taliban
have prohibited door-to-door teams in ar-
eas they control, leaving many children
unvaccinated. On top of that, covid-19 halt-
ed vaccination campaigns in both coun-
tries for four months. A polio-free world
now seems “a distant pinpoint of light”, say
the monitors.

The coronavirus has meant that Ms
Shaukat has added a face mask and bottle
of hand-sanitiser to her kit, but things in
Lahore were already on the slide. Pakistan’s
cultural capital recorded five cases last
year, having been polio-free since 2011. An-
other two have appeared so far this year.
Sewage samples once showed no trace of
the virus; now they now detect it every-
where. Complacency had set in, officials
admit, letting polio creep back from its
strongholds in the cities of Karachi and
Quetta and along the border with Afghani-
stan. What is more, disinformation and
conspiracy theories, including the claim
that the vaccinators are in fact administer-
ing a drug to sterilise children as part of a
Western plot to weaken Islam, have spread
like wildfire on social media. Last year a
health worker and two police guards were
killed in a series of attacks on vaccinators
around the country and panicked parents
rushed thousands of children to hospital
for fear the vaccine was poisoning them.

The campaign has six months to sort it-
self out. Otherwise, the monitors reckon,
“the wheels will come off the Pakistan bus.”
Dr Rana Muhammad Safdar says an over-
haulisalready under way. As national polio
co-ordinator from 2015 to 2019, he steered
the campaign within touching distance of
eliminating the bug and has returned to
prevent further regression. Politicians,
unusually, have united behind the cam-
paign and harmful rumours are being re-
butted, says the doctor. While he acknowl-
edges that covid-19 has slowed momentum
as medical staff switch their focus, he says
he is confident the ground can be made up.
Indeed, some officials say the fight against
coronavirus has sharpened the public-
health service.

India’s example shows that progress
can be fast, says Dr Hamid Jafari, the World
Health Organisation’s polio-eradication
director in the region. That country went
from 741 cases in 2009 to 42 the next year
and registered its last in 2o01. That break-
through, he says, brings to mind a saying of
Nelson Mandela: “It always seems impos-
sible untilit'sdone.” ®

Asia

A big K-pop IPO

Woke blokes

SEOUL
In a business marked by misogyny and
scandal, BTsS trades in niceness

FOR THE past couple of years, the biggest
news in the world of K-pop has been de-
cidedly unpleasant. A scandal centred on
“Burning Sun”, a glitzy nightclub in Seoul,
South Korea’s capital, saw several male K-
pop stars and industry executives accused
last year of sexual abuse, procuring sex for
business partners, drug-peddling and brib-
ery. Later in the year two female idols com-
mitted suicide in the space of a few weeks.
Both had been subject to misogynistic
abuse foryears.

But the industry’s biggest stars seem
untouched by its seedy side. BTS, the
world’s most successful k-pop group and
the biggest boy band on the planet, has
found global success by selling something
close to the opposite of the machismo and
aloofness that are usually required from k-
pop idols. The seven 20-something men
present themselves as down-to-earth,
frank about the pressures and downsides
of fame, socially engaged and aware of
their own shortcomings. When fans got
upset about a set of sexist lyrics a few years
ago, the member who wrote them apolo-
gised for hisignorance and vowed to “study
more” toavoid such lapses in future (he has
since been spotted reading a feminist nov-
el). And when American fans asked the
group to support the Black Lives Matter
protests this year, they promptly did.

Such behaviour resonates with fans in

South Korea and beyond. “The message »

v

BTS make Big Hit a slam dunk
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» they send is so different from other boy
bands,” says Lim Hyun-jee, a 26-year-old
from Seoul. “They talk about growth, men-
tal health, bullying and anything that we
can all relate to,” she gushes. “And they get
along so well, it's very appealing.”

Hong Seok-kyeong of Seoul National
University believes that BTS’s success
stems partly from the hope they offera gen-
eration of fans worn down by the pressure
to compete and conform in their education
and careers. “Both in their songs and in
their interactions with fans they show that
they can relate to these pressures,” she

says. “Their whole story suggests that it’s
OK to be different and that you can still be
successful even if you don'’t really fit in.”
She thinks that young women, in particu-
lar, like their softer, emotionally vulner-
able brand of masculinity as an alternative
to South Korean machismo. Being pretty
helps, of course. “The way they make them-
selves beautiful is very much about provid-
ing visual pleasure to a female audience.”
Some Korean feminists speculate that
the band’s woman-friendly image is too
good to be true, given the sexist norms of
the industry in which they work. Others

take it at face value. At the very least, BTS’s
success has shown that niceness is a mar-
ketable quality, which may encourage oth-
ers to give it a try. The numbers speak for
themselves. After teetering on the brink of
bankruptcy a decade ago, Bang Si-hyuk,
who founded BTS’s production company,
Big Hit Entertainment, is now a squillion-
aire. The company’s planned listing on the
Korean stock exchange on October 15th
looks set to make him and BTS even richer.
Massively oversubscribed by both institu-
tional investors and hardened fans, itis ex-
pected to value Big Hitat $4bn orso.

Modi the multi-tasker

Both for good and for ill, India’s prime minister is hard at work

AST YEAR Pratap Bhanu Mehta, the

most Olympian of India’s public
intellectuals, infuriated many of his
compatriots. Instead of lauding the
audacity of a government that had just
imposed direct rule on Jammu and Kash-
mir, India’s most troubled state and its
sole Muslim-majority one, Mr Mehta
issued a warning. We should not cheer
the “Indianisation” of Kashmir, he said,
but rather fear a creeping “Kashmir-
isation” of India. The focus should not be
on what Narendra Modi, the prime min-
ister, wanted Indians to see: an assertion
of national (read Hindu majoritarian)
will and an end to decades of flaccid
ambiguity over the territory, which is
claimed by Pakistan. Rather, argued Mr
Mehta, it should be on what was meant to
remain unseen in Kashmir: the failure of
the world’s biggest democracy to respect
its most basic constitutional responsibil-
ity, to seek the consent of the governed.

In his first term, before his thumping
re-election last year, Mr Modi often
reflected such dualities. He could speak
of unity while practising the politics of
division, or talk of freeing markets while
entrenching the power of the state, or
publicly champion the little man while
privately pandering to mighty plutocrats.
Now well into his second term, the prime
minister seems not only to have kept his
Janus face, but to have sprouted the extra
arms of a Hindu deity.

In a few short weeks his government
has pushed through an impressive stack
of laws. Tackling issues that have for
decades been cobwebbed by political
point-scoring, it hasamong other things
taken bold steps to free farming from
state control, untangle stifling labour
rules, revise public education and reform
the bureaucracy. The new regulations on
labour, for instance, collapse 44 laws

into four simplified national codes.

The moves are understandably contro-
versial. They take a sledgehammer to
chunks of the patriarchal socialist state,
erected in the early decades of India’s
independence, that had escaped earlier
bouts of liberalisation. Mr Modi’s numer-
ous and noisy acolytes are proclaiming a
great moment of transition. Even critics of
his government concede that, whether or
not the specific laws are well-considered,
Mr Modi has at least shaken trees that
needed shaking and at last shown the
mettle to do what he had promised, but
failed to deliver, in his first term.

Yet all this welcome vigour in the fore-
ground cannot completely disguise what
happens in the background. Justas with
one arm Mr Modi unshackles India’s econ-
omy, with another he is quashing hard-
won freedoms. His government used not
only its bigger numbers, but petty rules, a
highly dubious voice-vote and an opposi-
tion walk-out to ram more than two dozen
laws through parliamentin a single week.

Away from parliament, too, the Modi
government’s disdain for due process
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grows ever more striking. To a degree
unprecedented even in India’s murky
politics, it has turned ostensibly impar-
tial agencies of the state, such as the
police, into blunt instruments of exec-
utive power. And in their zeal to promote
a glowing narrative, the prime minister’s
supporters go to bizarre lengths to mute
ordiscredit contrary views. This is not
justa matter of critics facing bogus law-
suits or tax demands. During one recent
media frenzy, an army of sycophantic
television anchors and online trolls
screamed murder after a Bollywood
actor’s tragic suicide, just to besmirch a
political party that opposes Mr Modi’s.

Behind all the noise, what such antics
reveal is an increasingly pronounced
aspect of the Modi era that residents of
Kashmir, in particular, are all too famil-
iar with: hypocrisy. Consider foreign
funding. Citing national security and the
need for accountability, the Modi gov-
ernment has selectively throttled dona-
tions to groups it does not like. Over six
years some 15,000 NGOs have been forced
to shut, the latest being the Indian office
of Amnesty International, a human-
rights defender. Yet with another hand,
Mr Modi pulls a veil over political fund-
ing, as well as over the personal “emer-
gency” fund for the prime minister that
was set up during the pandemic.

Whatever he is doing with all his
other hands, Mr Modi is always sure to
keep one free for waving at crowds. In
“liberated” Kashmir last year, cameras
caught him on a ship on Lake Dal, stand-
ing erect like an admiral of the fleet.
More recently he was pictured at the
opening of aroad tunnel high in the
Himalayas, standing aboard a jeep, again
waving. But a closer view of both scenes
revealed something else. There were no
crowds, only security men.
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Law in Hong Kong

Slow strangulation
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Only one person has been charged so far under Hong Kong’s new security law.
Pro-democracy activists should not feel relieved

EMINDERS OF HONG KONG's draconian
Rnew security law are everywhere. It is
advertised on billboards and giant hoard-
ings (“Restore stability,” they enjoin). Dur-
ing scattered protests on October 1st, Chi-
na’s national day, Hong Kong's police
raised purple banners warning demonstra-
tors that their slogans or flags may incur
charges of secession or subversion under
the act. Fear of it is everywhere, too. On the
same day a year ago, hundreds of thou-
sands of people joined unauthorised de-
monstrations calling for full democracy.
Now only the very brave are prepared to
protest without police approval.

Many of the activists involved in the un-
rest that swept Hong Kong for months last
year are keeping their heads down. Some
have been organising workshops to teach
like-minded citizens how the mainland’s
secret police work—the new law allows its
state-security officers to operate in Hong
Kong. Those attending include people
working in NGos that are likely to face scru-

tiny under the act (the law calls for
strengthened “management” of foreign
groups). They learn how to evade surveil-
lance by using encrypted apps and VPNs
and how to respond to questions by po-
lice—tactics that are second nature to dis-
sidents on the mainland, but unfamiliar to
many in once carefree Hong Kong.

Among those who were at the forefront
oflastyear’s protests, alarm has risen since
August 23rd, when Hong Kong'’s police con-
firmed that their mainland counterparts
had seized 12 people trying to flee the terri-
tory by boat. They had been intercepted in
mainland waters, apparently on their way
to Taiwan. Atleastone of them had been ac-
cused in Hong Kong of violating the securi-
ty law (though he had not been formally
charged). They are being held across the
border in Shenzhen, where their treatment
has been a chilling reminder of how main-
land justice works. Officials have called
them “separatists”. They are being denied
family visits. They may use only state-ap-
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— Chaguan is away

pointed lawyers. “I don’t think anyone else
will try to flee by boat now,” says a Hong
Konger with several friends who have al-
ready escaped to Taiwan. “Our thinking
now is that we would rather spend ten
years in a Hong Kong jail than disappear
into the mainland system.”

So far, however, the law has been spar-
ingly applied. Hundreds of people have
been arrested for protest-related offences
since the central governmentin Beijing im-
posed the act on June 3oth. They include
Joshua Wong, one of Hong Kong’s most
prominentactivists. But the police have ac-
cused them of violating other statutes, not
the security law. Mr Wong’s alleged crimes
are joining an illegal gathering last year
and ignoring a (pre-covid) ban on mask-
wearing by protesters.

Onlyabout3o people have been arrested
under the new law. Among them is Jimmy
Lai, a media tycoon and outspoken cham-
pion of pro-democracy causes. He has been
accused of collusion with foreign forces.
But he has not (yet) been formally charged
with that offence and is out on bail.

The only person who has been prose-
cuted is Tong Ying-kit. He has been charged
with terrorism for allegedly ramming his
motorcycle into three police officers, and
with incitement to secession for flying a
flag on the back of the bike with the words
“Liberate Hong Kong, revolution of our
times”—a slogan often used during last
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» year’s protests. Mr Tong’s case is being ar-
gued in an open court “in a way that would
be unimaginable under the mainland legal
system”, says Danny Gittings, a legal schol-
ar. There have been no reports of the new
law being used against foreign firms.

But anti-government activists are right
to be afraid. On September 30th Luo Hui-
ning, the mainland’s top official in Hong
Kong, said the security law had ended what
he called “savage” unrest. But were protests
to flare up as they did last year, with de-
monstrators surrounding mainland-gov-
ernment offices and throwing stones and
petrol bombs, the central government
would surely urge more sweeping use of
the new act. Under it, Mr Luo has been ap-
pointed as a national-security “adviser” to
Hong Kong’'s government. In effect, that
means he calls the shots on such matters.

Itisclearalready that mainland officials
are frustrated with the way some of Hong
Kong’s prosecutors and judges have been
handling cases involving protesters. Since
the unrest began in June 2019, more than
10,000 people have been arrested in con-
nection with it. But only around 20% of
them have been formally charged (Hong
Kong'’s post-colonial constitution, the Ba-
sic Law, says that decisions on whether to
prosecute must be “free from any interfer-
ence”). Communist Party-controlled news-
papers in Hong Kong frequently complain
about charges being dropped or sentences
being too light. They blame “yellow” influ-
ence in the legal apparatus, referring to the
symbolic colour of the protest movement.

To ensure that protesters charged under
the old laws are dealt with as harshly as
possible, pro-Communist politicians have
been demanding “legal reform”. They want
the government to set up a sentencing
committee, which would set clearer guide-
lines for how specific crimes should be
punished. They also want a “special court”
setup to handle cases involving rioting and
to guarantee they are fast-tracked.

The national-security law may have
shattered the notion of Hong Kong being
runaccordingtoa framework of “one coun-
try, two systems”. But it is not yet the case
that every wish of mainland officials is im-
mediately acted on in the territory. On Sep-
tember 23rd Hong Kong's chief justice,
Geoffrey Ma, issued a lengthy statement in
defence of the territory’s legal system.
“There must not be a politicisation of the
judiciary and its functions,” he wrote. Pro-
Communist media and politicians grum-
bled that he had dodged their demands.

Worryingly, debate has flared up over
how independent the judiciary should be.
In August it emerged that new editions of
school textbooks would not refer to a “sep-
aration of powers” between the judiciary,
executive and legislature in Hong Kong.
The territory’s chief executive, Carrie Lam,
defended this, insisting that Hong Kong
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Rune revival

LIJIANG
The world’s last living script based mainly on pictographs relies on a tourist magnet

URING THE “golden week” national
holiday that began on October 1st,

hundreds of thousands of sightseers
flocked to Lijiang, a picturesque historic
town in the south-western province of
Yunnan. Among its attractions are the
symbols printed beneath the Chinese
characters on road signs and shop fronts
(Starbucks included). They are Dongba
pictographs, an ancient form of writing
that originated among the Naxi, a local
ethnic group. It was almost defunct until
about adecade ago, when local officials
cottoned on to its touristic value and
plastered the town with the script.

Dongba was never widely used by the
Naxi, of whom there are about 300,000
living in the Himalayan foothills near
Lijiang, as well as in adjacent Tibet and
Sichuan province. Their elite spoke

¢

o
.

Saved for the sightseers

was “executive-led”—even though Mr Ma
himself had said in 2014 that the Basic Law
“sets out clearly the principle” that there
should be such a separation.

Public anxiety was fuelled last month
by the resignation of an Australian judge,
James Spigelman, from Hong Kong'’s Court
of Final Appeal. Mr Spigelman, one of 14
foreign judges who sit on the territory’s
highest court, said his decision was “relat-
ed to the content of the national-security
legislation”. He has not elaborated.

As a bellwether of how robust Hong

Chinese and used it for written commu-
nications (a few Chinese characters are
pictographic, but Dongba is mainly so).
The pictographs, which evolved as early
as the seventh century, were developed
by shamans of the Dongba faith, which
hasroots in Tibet. When called upon, the
wizards would don a five-lobed crown
and pray for divine favours. The roughly
2,000 pictographs would help them to
recall the chants. As in ancient Egypt, the
glyphs were also used as rebuses (ie, for
their sounds alone) to form new words.

Over 20,000 of these religious records
survive. They provide rich insight into
how Naxi people thought about warfare,
geography, astronomy and agriculture.
But they are devilishly hard to read.
Linguists are helped by the area’s Dongba
priests. There are about 600, most of
them very old, including Yang Guoxing
who ran a school from 2010 to 2015 to
teach Dongba to children living in the
mountains. When Mr Yang was growing
up, “everyone was too busy farming” to
learn it. Now they are all busy soaking up
China’s dominant Han pop culture, he
says, shuffling outdoors to offer rites for
safe travel to a gaggle of tourists.

Signs at bus stations in rural Yunnan
urge locals to use written and spoken
Chinese if they “want to be civilised”. But
the Naxi get off lightly compared with
ethnic minorities in Tibet, Xinjiang and
Inner Mongolia, where officials have
been stepping up efforts to purge region-
al languages from schools. Primary
schools in Lijiang teach the Dongba
script twice a week, as well as Naxi nurs-
ery rhymes. Li Dejing, the head of the
Dongba Culture Research Institute, says
this is not just about keeping alive the
pictographs, butletting children grasp
“the very spirit of their own culture”.
And, as the government would see it,
helping tourism to thrive in Lijiang.

Kong'sjudiciary remains, all eyes will be on
the case of Mr Lai, the media entrepreneur
currently on bail. Mr Lai has been a thornin
the side of the Communist Party since it
massacred protesters in Beijing in1989. His
newspaper, Apple Daily, is one of Hong
Kong's biggest-selling and among the most
critical of the party. “I'm not sure what is
going to happen,” says Mr Lai. Buthe has no
doubt that the party “will decide how to
treat me based on what is most politically
expedient for them”. Few in Hong Kong are
in much doubt of that either. B
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Iran and China

Friends without benefits

BEIRUT

o axporting 80,000 units to Iran

Iran wants a “strategic partnership” with China. It may be disappointed

HINA COMMANDS a certain mystique in

the Middle East. For politicians in Leba-
non, broke and on the brink of hyperinflat-
ion, it is an ATM waiting to dispense bil-
lions if they can only find the passcode. For
the regime of Bashir al-Assad in Syriaitisa
deus ex machina to rebuild a shattered
country. Often caricatured, the Middle East
is prone to draw caricatures of its own.

On October 1st Hassan Rouhani, the Ira-
nian president, declared a “major step” in
Iran’s relations with China. For months the
two have been discussing plans for a 25-
year “strategic partnership”. But the details
remain vague.

Leaked drafts call for big Chinese in-
vestment in everything from roads and
ports to telecoms and nuclear energy. The
agreement would probably give China a
stake in Iran’s oil industry, guaranteeing a
market for its crude and refined products.
Infrastructure projects would stitch Iran
into the Belt and Road Initiative as a transit
point between Asia, Europe and the Middle

East. Rumours flew in Iran’s media that it
might even cede control of Kish, an island
thatis a free-trade zone in the Persian Gulf.
The government says this is bunk. The
draft makes no mention of it.

China’s new friendship has caused a

—
Trading embraces

Chinese trade with the Middle East
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measure of alarm in Washington. Mike
Pompeo, America’s secretary of state,
warned that it would “destabilise the Mid-
dle East”. Like much Chinese diplomacy in
the Middle East, however, its proposed
partnership with Iran is long on ambition
but short on detail. Rather than a compre-
hensive road map, the proposal is more a
sign of both Iran’s desperation and the lim-
its of China’s ambition.

Even without covid-19 battering the
world economy, Iran would be in dire
straits. Sanctions reimposed by America in
2018 have pushed Iran’s oil production to
its lowest levels since the 1980s. In July it
pumped an estimated 1.9m barrels per day
(b/d), about half of what it was pulling from
the ground in 2018. Most of its output is be-
ing used for domestic consumption or di-
verted to storage. Exports, depressed by
sanctions and the pandemic, were proba-
bly well below 500,000b/d.

The sanctions failed in their stated goal
of compelling Iran to agree to more restric-
tions on its nuclear programme and to roll
back its meddling in the region. But they
have crippled its economy, which shrank
by 7.6% last year aftera5.4% contraction in
2018. Its currency, therial, traded at 3,800 to
the dollar when Donald Trump took office
in 2017. Now a dollar costs more than
29,500 rials. In May parliament approved a
plan to lop four zeroes off banknotes. The

original nuclear deal brought the promise »
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» of investment and trade from Western
countries. Mr Trump’s Iran policy has
dashed such hope.

To judge by the rhetoric in Tehran and
Beijing, China should be rushing to fill the
void. During the previous round of sanc-
tions, which culminated in the nuclear
deal in 2015, it emerged as the buyer of last
resort for Iranian oil. But the resulting bar-
ter system was often derided as “trash for
oil”. Consumers got cheap stuff, but some
of it was junk: in 201 Iran banned the im-
port of scores of shoddy Chinese products.

It has not been a saviour this time
either. Last year bilateral trade between
Iran and China fell by about one-third. In
the first eight months of this year China’s
imports from Iran decreased by 62%, from
$10.1bn to $3.9bn. Exports have held up bet-
ter, dropping by just 7%: Iran still relies on
Chinese-made goods, even if China does
not need so much of Iran’s oil.

The circumstances have been unusual,
of course. Oil demand in China has fallen
because of covid-19. But trade with other
oil-producers has not been so affected (see
chart on previous page). Imports from Sau-
di Arabia, mostly oil and petrochemicals,
are down by a less awful 28%. Those from
the United Arab Emirates are up by 11%.

Unlike America, Chinais happy to culti-
vate ties with all sides in the Middle East.
But some of those relationships have lim-
its. Talk of partnerships aside, China cares
more about America than about Iran. It
backed out of a $5bn deal to develop Iran’s
South Pars gasfield rather than fall foul of
American sanctions. Common sense plays
a role, too. As Lebanon tips into economic
crisis, and with its Arab and Western part-
ners reluctant to help, some Lebanese poli-
ticians are keen to “look east” and court
Chinese aid. To date, though, there has
been no major Chinese investment in their
country, and its endemic corruption will
probably keep China away. “Maybe they’ll
build a power station or a highway. But
they’re not going to park $10bn in the cen-
tral bank,” says a diplomat in Beirut.

China’s most valued relationships are
with the rich, well-run Gulf states. They in
turn are willing to tolerate China’s dip-
lomatic tieswith Iran. In June, for example,
China voted against a resolution at the In-
ternational Atomic Energy Agency, the
UN’s watchdog, that urged Iran to let in-
spectors into two nuclear facilities. The
vote passed smoothly. A Chinese military
base across the Persian Gulf would, how-
ever, be another matter. So would big Chi-
nese arms sales to Iran, which are possible
ifa UN embargo is not renewed this month.

China and Iran will probably conclude
an agreement within months. For Iran, it
will seem a vital lifeline—particularly if Mr
Trump wins a second term. For China,
though, Iran will remain just one pieceona
much larger chessboard. ®

Israel

Sickly leadership

JERUSALEM
Binyamin Netanyahu is losing his
citizens’ confidence

ITH ISRAEL in indefinite nationwide

lockdown against covid-19, Binyamin
Netanyahu, the prime minister, tried on
October 5th to puta positive spin on the sit-
uation. “We were the first to go into lock-
down” in the second wave, he said. This
was therefore an achievement, rather than
the result of the highest recorded daily in-
fection rate in the world and one of its
highest recorded death rates.

Few Israelis believe him. Polls suggest
that if an election were held now, Mr Net-
anyahu’s Likud party would lose more than
aquarter of the seats it took in March. Many
would go to another right-wing party led by
Naftali Bennett, his former aide.

The swing is not about ideology or poli-
cy. Both men hold similar views on many
issues. It is a kick in the teeth for the prime
minister. In April 58% of Israelis approved
of his handling of the pandemic. Now just
27% do (see chart).

Israel’s longest-serving prime minister
should have been at the peak of his powers.
After calling three elections, each ending
in a stalemate, he managed in May to split
the opposition against him and cajole his
main challenger, Benny Gantz, leader of
the centrist Blue and White party, to join
him in a coalition government. Under his
leadership Israel seemed to have dealt well
with the pandemic’s first wave. He could
also boast of a summer of diplomatic tri-
umphs, with the United Arab Emirates and
Bahrain agreeing to establish full relations.

But more recently his poorly organised
reopening of schools and the economy has
led to another surge of infections and a
breakdown of public trust in him. Mr Net-
anyahu’s coddling of his ultra-Orthodox al-

p—
Where's the magic?

Israel, % of people who trust Binyamin Netanyahu
in leading the effort against covid-19, 2020
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lies, who have been openly flouting medi-
cal guidelines, has made matters worse.

Left-wingers who have protested for
months outside his residence, calling for
his resignation, have been a particular irri-
tation. Papers friendly to him have branded
them as “anarchists” and “disease-spread-
ers”. The latest lockdown rules seemed
aimed as much to target them as to sup-
press the virus. “Whenever the protesters
come up in cabinet meetings,” says one
minister, “Netanyahu simply loses it.”

Yet the lockdown is failing on both
counts. The protesters can no longer gather
in thousands outside Mr Netanyahu’s
house. But they have dispersed into hun-
dreds of smaller demonstrations, gaining
new followers. Some even take place in
Jewish settlements on the West Bank.

Defying the new rules, Israelis now
seem less inclined to stay at home. Mobile-
phone data show that they moved around
75% less than normal in the first lockdown.
Now they are moving just 60% less than
usual. “The public is much less disci-
plined,” says Eran Segal of the Weizmann
Institute. As a result, the infection rate will
probably fall slowly, adding to Mr Netanya-
hu’s woes. “Covid has tainted him,” says a
former aide who has seen him come back
from polling slumps before. “Netanyahu
can’trebuild his image after this.” ®

Egypt
A rage for roads

CAIRO

Lots of building, little planning

HE NEW flyover in Giza, near Cairo, is

something to behold. The road runs so
close to the adjacent apartment buildings
that some residents can reach out of their
windows and touch it (see picture on next
page). One jokingly told a local newspaper
that he would invite passing motorists in
for tea on his balcony. But the road is more
than just an object of ridicule. To many
Egyptians, it is a symbol of their govern-
ment’s ineptitude, as it pursues an ambi-
tious national development plan.

The scale of construction, which in-
cludes highways linking new and planned
cities, is vast. In August the transport min-
ister, Kamel al-Wazir, said 13o0bn Egyptian
pounds ($8.3bn) had been allocated to
complete 1,000 bridges and tunnels by
2024 (about 600 are already done). The goal
is to double Egypt’s urban space over the
next 30 years. President Abdel-Fattah al-
Sisi, a former general, wants the work done
quickly. Roughly a fifth of Egypt's 10oom

citizens live in Cairo, the timeworn capital. »»
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Saying it with concrete

»  Many Egyptians support the effort. Cai-
ro’s roads are notoriously clogged. Part of
the plan is to reorient the flow of traffic to-
wards a shimmering new capital, 45km
east of the current one. With new highways
taking shape, commutes into central Cairo
from the periphery have never been so
brisk. The roads are a rare but tangible way
in which the quality of life for many Egyp-
tians has improved under Mr Sisi.

But much of the construction appears
poorly planned. The new concrete bridges
and flyovers are eyesores. Residents of He-
liopolis, a relatively posh neighbourhood
in the capital, mourn the loss of hundreds
of trees. Public parks and squares have
been paved over and roads have gobbled up
pavements to make way for cars. Dozens of
pedestrians were struck on one expanded
stretch of road in the weeks after it re-
opened earlier this year. The carnage
forced the government to station soldiers
there to help people cross.

The construction also threatens Egypt’s
heritage. One planned expressway would
slice through the City of the Dead, an an-
cient necropolis listed by UNESCO as a
world heritage site. Bulldozers have al-
ready begun rolling through a section of its
more contemporary graves. Elsewhere a
pair of highways is being carved through
the Giza plateau, near the Great Pyramids.
Egyptologists worry that archaeological
treasures may be lost under concrete. (An
earlier version of the Giza highway plan
was scrapped in the 1990s after an outcry.)

Locals complain that the government
has not consulted them (they are not al-
lowed to protest). Urban planners say the
development is misguided. They point to
cities elsewhere, from Paris to Seoul, which
have recently become more green and wal-
kable. Norman Foster, an architect, put it
plainly at a forum in Cairo: “One has to
question why one part of the world is build-
ing huge roadwork when elsewhere...the
lessons have been already learned.” m

Ivory Coast’s election

Old men spell
danger

Ancient rivals may bring violence to
Ivory Coast once more

HE LAST time Ivory Coast had a close
Telection, 3,000 people were killed. So
when a policeman in Abidjan, its commer-
cial capital, recently saw men with ma-
chetes pouring out of vans, chatting amica-
bly with his police chief and then attacking
nearby unarmed protesters while the po-
lice looked on, he complained to Amnesty
International, a human-rights watchdog.
“Their presence was not coincidental,” he
said. “This reminds me of the two past cri-
ses when militias were sowing terror
among the people.”

Ivory Coast, Francophone west Africa’s
biggest economy and a regional business
hub, is on edge before the first round of a
presidential election, due on October 31st.
President Alassane Ouattara, aged 78, made
matters worse by deciding to run fora third
term, seemingly in breach of the constitu-
tion, after his chosen successor died in
July. Rivalries within the same cast of an-
cient politicians who have fought over the
country for 30 years once again threaten
chaos. Atleast 14 people have been killed in
political punch-ups since mid-August.
Ivorians fear that worse is to come.

In 2010 the then president, Laurent
Gbagbo, refused to accept that he had lost
the election and had to be prised from his
bunker by forces loyal to the winner, Mr
Ouattara, who was backed by French troops
and helicopters. Mr Gbagbo was carted off
to face trial at the International Criminal
Court (1cc) in The Hague. The economy
bounced back under Mr Ouattara, averag-
ing 8% growth a year since 20u, though
many Ivorians are still poor.

Since then, efforts at reconciliation
have failed. The election’s rules and the
choice of who should oversee the vote are
disputed. On September 14th the constitu-
tional council waved through Mr Quattara’s
controversial candidacy, after he claimed
that a constitutional change during his
time in office meant that his two-term lim-
it could be reset. Idayat Hassan of the Cen-
tre for Democracy and Development, a
think-tank in Abuja, Nigeria’s capital, calls
ita “constitutional coup”.

The council was less lenient towards
most would-be candidates, blocking 40 of
the 44 who applied to run. This included
Guillaume Soro, a former rebel leader and
prime minister under Mr Ouattara, and Mr
Gbagbo himself, who was acquitted by the
ICC last year of charges of crimes against
humanity. Mr Gbagbo is, however, more or
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less stuck in Belgium pending an appeal
against the verdict by the prosecutor. The
Ivorian constitutional council, banning
both men, cited criminal convictions se-
cured against them in absentia: Mr Gbagbo
for allegedly looting the central bank, Mr
Soro for alleged embezzlement. Despite Mr
Gbagbo’s grim record, he still has a big fol-
lowing. Mr Soro calls Mr Ouattara’s bid fora
third term a “mad venture”.

The candidates who have been allowed
to run are hardly any happier. They say the
election should not go ahead unless Mr
Ouattara withdraws and the constitutional
council and electoral commission are dis-
solved. Pascal Affi N'Guessan, another can-
didate, says the government is a “dictator-
ship”. The leading opposition figure, Henri
Konan Bédié, another former president,
has called for civil disobedience. The oppo-
sition hopes to fill a stadium with 50,000
supporters on October1oth. Its overall aim,
suggests Séverin Kouamé of the University
of Bouaké, is to alarm foreign governments
so much that they feel obliged to intervene,
as they have before.

Mr Quattarais ignoring the opposition’s
demands and has banned street protests. “I
warn anyone who wants to make trouble, if
that is what they want, they will have to
face me,” he says. Meanwhile, he has
sought to please the quarter of the popula-
tion who depend on growing cocoa by an-
nouncinga 21% increase in its price.

France’s president, Emmanuel Macron,
the most influential of the Western leaders
involved, is said to have urged Mr Ouattara
to delay the poll. The International Crisis
Group, a Brussels-based conflict-preven-
tion outfit, says the same. But after 30 years
of rancorous rivalry the main protagonists
are in no mood for dialogue. Whereas the
median age in Ivory Coast is 19, Mr Bédié is
86. Mr Gbagbo is 75, only three years youn-
ger than Mr Ouattara. The two opposition
candidates have a history of stirring up eth-
nic strife for their own ends.

Constitutional kerfuffle
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» A delay seems unlikely. Were Mr Ouat-
tara to win, the opposition would surely re-
ject the result. Violence, which many fear
would take on an ethnic hue, could well
erupt. Mr Soro has a following in the army,
increasing the risks of bloodshed. “The
people are scared,” says Mr Kouamé.

With luck, Ivorians—fed up with the
bad blood among politicians—may prove
reluctant to take to the streets. There are
fewer armed groups now than in 2010. And
although Mr Gbagbo has a history of rally-
ing supporters to the streets, he is in Bel-
gium. From such a distance, he may be less
able to stir up trouble.

If by hook or by crook Mr Ouattara wins,
as seems probable, swathes of the elector-
ate will view him as illegitimate. Even if vi-
olence is avoided, Ivory Coast will face a
post-election crisis, says William Assanvo
of the Institute for Security Studies. |

Nigeria’'s economy

Fuel me once

ABUJA
President Buhari may, at last, be doing
away with petrol subsidies

IME IN NIGERIA sometimes seems to

follow its own rhythm. When the gov-
ernment introduced petrol subsidies they
were meant to last just six months. Some
four decades later, they endure.

Africa’s biggest oil producer sometimes
has the continent’s longest queues outside
filling stations. Not one of its four refiner-
ies has produced a drop of petrol in more
than a year. The reason is that the govern-
ment forces oil companies to sell petrol at
the pump for less than it is worth on inter-
national markets (with the state, belatedly,
paying the difference). The subsidies have
been a huge drain on the treasury: when oil
prices were higher in 2011 they equalled al-
most 5% of GDP. The subsidies are often
stolen. And when they are not, they en-
courage overconsumption of a planet-
cooking fossil fuel.

Muhammadu Buhari, now in his sec-
ond term as Nigeria’'s president, has long
promised to repair state-owned refineries
to reduce the fuel-import bill. But he has
also balked at letting them sell petrol at
prices high enough to make refining profit-
able. Until now. Over the past few months
the government has steadily lifted the re-
tail price of fuel after announcing in June
that it would phase out the subsidies. A li-
tre now sells for 162 naira ($0.42), up from
121nairainJune.

These reforms have irked opposition
parties and trade unions. Labour bosses
threatened strikes, as they did when a pre-
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Where calling is a calling

KAMPALA
The people who make a career of phoning radio stations

HE TRICK to getting on Ugandan radio
Tis to call early and often, says Rajabu
Bukenya (pictured). A phone is tucked in
his shirt pocket, its radio receiver tuned
to a popular talk show. Eight others are
balanced on his thighs, all dialling the
station’s number. Soon one connects and
he gives his trademark introduction.
“This is Rasta Man in Bwaise who eats
once a day!” Hunched on a step, beside a
wall scrawled with graffiti, he has all of
Kampala as his audience.

Mr Bukenya says he phones “from
morning up to evening”, expounding on
crooked politics, bad roads, or the floods
that sweep through Bwaise, a poor quar-
ter of the Ugandan capital. He considers
himself a “freedom fighter”. But not
everyone concurs. Adam Kungu, who
hosts a political talk show on Top Radio,
says that eight in ten calls come from
regulars like Mr Bukenya, stopping or-
dinary listeners from getting through.
“Repetitive callers are a menace,” com-
plains Abby Mukiibi, a programmer at
CBS, another station. “To them itis a way
of living now, it'semployment.”

The business model is murky. Some
callers have clubbed together into trade
associations. A member says they meet
to discuss issues and do not take money
from politicians. But most listeners
suspect otherwise. Mr Mukiibi says he
knows one caller who used his earnings
to buy a chicken farm and another who
gotajobin theintelligence service.
When he tries to block repeat callers he
gets messages from state security saying
“Let those peopledoit.”

The most dedicated diallers can do
well. Linos Ngompek used to drive taxis
to pay his college fees. After graduating
he started phoning radio stations to
praise the ruling party, and soon joined
other “media activists” in government-

vious government tried to end petrol subsi-
diesin2012. Then, after ten days of protests
and 12 deaths (mostly from police bullets),
the government backed down and reduced
subsidies instead of eliminating them.

This time the government has little
choice but to hold firm. The World Bank
reckons Nigeria’s economy will shrink by
3.2% this year, its worst recession in four
decades. Government revenues are slump-
ing, leaving little cash to support the more
than 40% of Nigerians who are extremely
poor, let alone provide subsidised petrol to
middle-class motorists.

run training sessions. “Sometimes you
find thata ministry is being bashed on
air, so these ministers would call us to
give us facts,” he says. He denies receiv-
ing cash, but says calling helped him in
other ways: in 2014 he was appointed a
local security chief by the president, and
he is now running for parliament.

The men who phone in—very few are
women—insist they are notdriven by a
desire for fame or money. The role of a
calleris to fill “avacuum” that exists
between government and the people,
says Nicholas Musinguzi, a spokesman
for “Kangabaije”, a pressure group which
phones in daily to stations in Hoima
town. It takes its name from a drum
traditionally beaten to alert the commu-
nity in a crisis. In Bwaise, Mr Bukenya
canvasses opinion with market vendors
and motorbike-taxi drivers. He still lives
in “the ghetto”, but now even big poli-
ticians take his calls. “My aim is for my
voice to reach where I cannot,” he says.

Radio gaga

The economic crisis also seems to have
dampened the unions’ fighting spirit. Low
oil prices mean that the loss of the subsi-
dies is not being felt as keenly as in 2012.
They called off a nationwide strike sched-
uled for September 28th after talks with the
government. They did not leave empty-
handed: the government put on hold
planned increases in electricity prices,
which are needed to make it profitable for
companies to generate the stuff. The un-
ions, it seems, would rather have cheap
imaginary power than slightly dearer juice
that actually comes out of the socket. ®



.com: The Digital Library

The 3 .

Economist

SPECIAL
REPORT:

The world economy \

October 10th 2020

Pandemic effects

N
5

6 International trade
8 Labour markets
9

Competition

11 Interest rates

12 Emerging markets

14 The role of government

A

The peril and the promise



Nobel
Perspectives

Knowledge is the Answer.




(c) ketabton.com: The Digital Library

At Nobel Perspectives, UBS brings together some of
the best minds in economics to discuss the ideas
that are helping shape our global economies.
With over 200 hours of personal interviews, from
over 50 Nobel Laureates, you'll discover why we
are passionate about the thinking that makes
markets, industries and societies thrive.

o UBS

© UBS 2020. All rights reserved.



(c) ketabton.com: The Digital Library

Today, it’s not an estate agent you need.
It’s a partner in property.

Nowadays, with so much
at stake, it pays to choose that
partner with great care.
unsurprisingly,
the Knight  Frank
invariably appears at the top

Perhaps
name

of most people’s candidate list.
the
world’s largest independent
property firm. With 500
offices across 6l territories

We are, after all,
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We are neither owned by
a bank, nor are we beholden to
shareholders.

We believe that makes a
crucial difference to the quality
and impartiality of the advice
we can provide.

Indeed, this principle of
partnership extends to our
clients, too.

We have always prided
ourselves on our tradition
of nurturing long-standing
relationships, many stretching
back for decades.

A partner for life

People tend to stick with
us, because they trust us.
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looking
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mortgage advice, or even help
with moving.

And now that we have
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over the last four years in
our professional training
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clients and market share at an
ever increasing rate.

This may well explain
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P9 Knight
B4 Frank
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Experience Awards.

As  one  commercial
property client recently told
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the competition, as you bring

me releoant  opportunities,

my  property
strategy, with evidence and a

aligned  to

recommendation’.
Client satisfaction

Or this, from a client in
Notting Hill: “/t is reassuring
to have such a vast range of
expertise on hand through a
single source’.

If you would like to find
out just how vast that range
of expertise really is, may we
invite you to pay us a visit
at knightfrank.co.uk

Or you can ring us on
+44.20 3918 3287.
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The peril and the promise

The covid-19 pandemic will accelerate change in the world economy. That brings both opportunity and danger, says Henry Curr

THE THEORY of “black swans” says that unpredictable high-
impact events play a vastly greater role than most people real-
ise. Long before 2020 scientists feared that a zoonotic respiratory
disease might originate in Asia and spread globally. But hardly
anybody foresaw the consequences. The story told by a casual in-
spection of most economic data is this: little happened for de-
cades, and then in 2020 covid-19 upended everything.

Before 2020 the most sophisticated modelling suggested thata
pandemic comparable to the Spanish flu 0f1918 might kill 71m peo-
ple worldwide and trim 5% off GDP. The death toll from covid-19
seems far lower, but the hit to GDp has been bigger. According to
IMF forecasts in June, due to be updated after this report went to
press, by the end of 2020 world output may be about 8% lower than
it would have been without the pandemic. Instead of growing by
about 3% it will have shrunk by about 5%—the biggest contraction
since the second world war. By comparison, in 2009 the “great re-
cession” shrank the world economy by just 0.1%.

The knock-on effects have been seismic. At the employment
trough in April, the proportion of American 25- to 54-year-olds in
work fell below 70% for the first time in nearly 50 years. In the sec-
ond quarter one-sixth of young people worldwide lost their jobs.
Working hours fell by nearly a quarter for the rest, says the Interna-
tional Labour Organisation. In June the World Bank forecast that
low- and middle-income economies will shrink this year for the
first time in at least 60 years, and 89gm people will be pushed into
extreme poverty, a rise of 15%. The effects of shutting schools for
months are likely to persist for decades. And lockdowns have dam-
aged mental health: more than10% of Americans say they have giv-

en serious consideration to suicide.

When China locked down Wuhan in January, it was seen as
something only an authoritarian, technologically sophisticated
government could do. For a while Britain’s scientists did not con-
sider calling foralockdown because they assumed it was political-
ly infeasible. Yet the readiness of almost all governments to close
theireconomies almost entirely was just one of many surprises. In
the rich world covid-19 has led to unprecedented government in-
terventions in labour and capital markets. In Europe’s five largest
economies, more than 40m workers were placed on government-
funded furlough schemes. America boosted unemployment bene-
fits so much that they exceeded the wages they replaced for more
than two-thirds of claimants. The Federal Reserve has in effect
backstopped the market for American corporate debt; Germany
has offered its firms loan guarantees worth nearly a quarter of GDP.

None of this comes cheap. Public borrowing is soaring. In June
the IMF forecast that the overall gross public-debt-to-GDP ratio of
advanced economies would rise from 105% in 2019 t0132% by 2021.
The rising burden has fostered a new financial activism. Central-
bank balance sheets have ballooned as they have created trillions
of dollars to soak up government debt, and the European Union is
jointly issuing debt at scale for the first time to pay for its recovery
fund. Policies of a decade ago, after the financial crisis, were seen
as radical at the time but now look paltry by comparison.

At first the response was framed as temporary. “What we're try-
ing to do is to freeze the economy,” said Peter Hummelgaard, the
Danish employment minister, in March. (Denmark can claim to
have inspired other furlough schemes.) Experience suggested that M
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» rich-world economies could unfreeze
quickly aftera disaster. After Hurricane Ka-
trina ravaged New Orleans in August 2005,
unemployment shot up from around 6% to

==
Into the trough
GDP, % change on a year earlier
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tensions between China and America.

They have got worse than even the most
hawkish observer predicted a few years
ago. Trade disputes, with their strange fo-

over 15%, but it fell back below 6% by Feb-
ruary 2006. And indeed itlooks asif, as well
as being the deepest recession on record in
many countries, this will be one of the -

cus on trade deficits and soyabean pur-
chases, are now part of a broader battle.
America has lobbied the world to reject
> Chinese 5G technology, ramped up scruti-
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Yet unlike the situation after a hurri-
cane, there is no fleeing to better economic
climes. Just as after the financial crisis, this
downturn is notable for its breadth as
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much as its depth. And covid-19 continues
to spread. As this report was being written,
the seven-day moving average of global in-
fections hit new highs. America and Aus-
tralia had been through two rounds with the virus; France, Spain
and Britain were bracing for a second wave; India was on an up-
ward slope; and nobody knew how pervasive covid-19 was in the
poorer world. Though hopes are high fora vaccine in 2021, it is not
certain to prove both safe and effective. Economies could yet be
trying to operate around the constraints of social distancing for
years to come.

Long-term acceleration

It has indeed become clearer that many changes brought about by
covid-19 will be long-lasting. This special report argues that the
pandemic will strengthen forces that were already acting on the
world economy, accelerating changes in trade, technology, finance
and economic policy.

Conditions before the pandemic were forged by the three big-
gest economic shocks of the 21st century: the integration of China
into the world trading system, the financial crisis and the rise of
the digital economy. As Chinese workers left rural poverty for fac-
tories, cheap goods flowed west and financial assets flowed east,
helping to create low inflation, low interest rates and lost rich-
world manufacturingjobs. The financial crisis caused a collapse in
demand that further depressed interest rates even as globalisation
stalled. The rise of technology contributed to a decline in competi-
tion, bumper corporate profitsand a fallin the share of national in-
come flowing to workers as superstar firms reaped the rewards of
network effects and natural monopolies.

The covid-19 pandemicis a fourth big shock. The collapse in de-
mand greatly exceeds that after the financial crisis. Saving may be
elevated for years. Low and even negative interest rates are more
likely to last. This will prop up asset prices even as economies are
weak. Firms are more aware of the risks of supply chains that are
both sprawling and fragile; covid-19 will increase the desire to
bring them closer to home, and to diversify suppliers. And the pan-
demic is hastening digitisation. Consumers’ switch from physical
retail towards e-commerce has quickened, and they have got used
to getting some health-care and education services online.

The share prices of tech giants have soared. Even after a slump
in September, the New York Stock Exchange’s “FANG+” index of
technology stocks had produced a year-to-date return of about
60%. Companies have adapted to remote work with astonishing
speed, stepping up investments in technologies that facilitate re-
mote presence.

The pandemic will mark a turning-pointin politics and geopol-
itics as well as economics. The world will emerge from 2020 into
an era of more intense great-power competition. The spread of co-
vid-19 has coincided with, and to an extent exacerbated, escalating
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10 15 21 in trade. The two economies are too inte-
grated to decouple entirely, but they now
combine far-reaching economic ties with
pervasive mutual suspicion.

For domestic politics in the rich world, the pandemic repre-
sents a challenge to the status quo. Unlike the financial crisis, this
is not Wall Street’s fault. But the juxtaposition of a weak economy
with high asset prices that result from low interest rates could pro-
voke public anger, especially if it coincides with unemployment
concentrated among poorly paid service-sector workers. Low in-
terest rates will make possible substantial prolonged deficit
spending. How recessions are fought will change, partly because
near-zero interest rates neuter monetary policy, but also because
of this year’s experiments with large-scale cash transfers to house-
holds. There will be both the appetite and the conditions to facili-
tate a rewriting of the social contract in ways that many hoped
might follow globalisation and the financial crisis. The question
will be whether today’s politics is up to the job; or whether it is
doomed to channel dissatisfaction with change into another
round of backward-looking populism.

What changes are necessary depends on an understanding of
just how substantial a structural economic shift the pandemic is
likely to bring about. The story begins with trade. |

International trade

Changing places

The pandemic will not end globalisation, but it will reshape it

OR A TIME economic contagion seemed more threatening than

the pathological kind. Though the spread of covid-19 was main-
ly in China, the damage was appearing along supply chains that
produce the world’s goods, notably cars and consumer electronics.
China is the world’s second-biggest exporter of parts, so as its fac-
tories shut down, manufacturers everywhere faced delays. Even
before the virus took off in South Korea, Hyundai had halted pro-
duction because of a shortage of imported parts. The World Eco-
nomic Forum (whose annual bash in Davos epitomises globalisa-
tion) advised companies to bring production closer to customers.

As the pandemic spread, location ceased to matter much. There
was no escaping the disease: the world economy saw its deepest,
most synchronised collapse on record. Some of the least global-
ised economic activities—restaurants, cinemas, fitness classes

and other services—suffered most. More than goods, people »
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» stopped crossing borders; Davos 2021 was postponed. However,
the supply-chain panic has left alasting impression. For business,
itis further evidence of the risks of distant disruption. For govern-
ments it offers more reasons to turn inward. The result is to accel-
erate changes to globalisation that were already in train.

Global supply chains were forged in the period from the
mid-1980s until the financial crisis 25 years later. Trade surged in
volume and changed in nature. It grew nearly twice as fast as global
output, as emerging markets in Asia were bedded in to the world
economy. After Chinajoined the World Trade Organisation in 2001,
its share of world exports of many parts and capital goods grew
from under 10% to over 30%. Countries often specialised not in
specific goods, but in bits of them. Taiwan, South Korea and Japan
made semiconductors for the consumer-electronics industry.
China supplied parts to German carmakers. The rise of computing
made such complexity manageable. Globalisation brought cheap-
er goods to the rich world and, thanks to what Ben Bernanke, then
Fed chairman, called a “global saving glut”, low interest rates. It
also displaced many workers. Perhaps a million Americans lost
their jobs to Chinese competition.

The 2010s slammed on the brakes. Trade stagnated as a share of
GDP; foreign directinvestment fell. As China’s middle class grew, it
consumed domestically more of what it produced. Its share of
world exports stopped rising in 2015, butits share of world imports
continued to grow. As manufacturing became more automated,
savings from locating production where workers were cheapest
shrank. The rise of social media made consumer fads more vola-
tile, necessitating faster production and shipment to satisfy impa-
tient buyers. “Just in time” delivery of parts worked better with
closer suppliers. And disasters highlighted the risk of a specialised
economy. The tsunami that hit Japan in 201 cut Toyota’s produc-
tion in America by nearly a third because of a shortage of parts,
while flooding in Thailand inundated factories producing a quar-
ter of the world’s hard drives. Firms began to see long supply
chains as unwieldy and risky. Trade started to concentrate in re-
gional blocks. Globalisation became slowbalisation.

Then Donald Trump was elected in November 2016, and a trade

war began between America and China. Companies realised they
were exposed to political risk from economic nationalism, as
much as from distant disruption. In 2019, as average American ta-
riffs on Chinese imports rose from 12% to 21%, and tariffs in the
other direction rose from 17% to 21%, America’s share of Chinese
imports and exports fell to its lowest in 27 years, before China’s
WTO entry. America circumvented and then sabotaged the wTo,
stopping the nomination of judges to its appeal board and thus its
ability to adjudicate trade disputes. In Europe Britain voted for
Brexit in June 2016. Many European leaders grew frustrated with
unfettered markets, wishing to have national champions that
could compete with China’s state-backed giants.

The blow struck by covid-19 has made supply chains a “ceo and
board level topic,” says Susan Lund of McKinsey, a consultancy.
Until this year, she says, many firms did not realise how much
their supply chains depended on China. In a survey conducted by
McKinsey in May, some 93% of firms reported plans to make sup-
ply chains more resilient. The firm finds 180 products for which a
single country accounts for over 70% of exports and reckons the
production of 16-26% of goods exports could change location in
the next five years. Firms are worried not justabout trade wars and
other shocks, but about their environmental footprint and labour
standards. These are easier to monitor closer to home.

Covid-19 has also given politicians a chance to indulge their
protectionist instincts. The origin of the virus in Wuhan gave Mr
Trump a stick with which to beat China, and another multilateral
institution, the World Health Organisation, on which to pour
scorn (and, in this case, begin withdrawing from). There has been
an upsurge in government intervention to protect jobs and rescue
firms; by the end of April the Eu had approved more than €2.2trn
($2.6trn) in state aid. Even before the pandemic France and Ger-
many wanted Europe’s state-aid and competition rules loosened
in the name of promoting national champions.

Interdependence days

Politicians have also come to realise how much health-care sys-
tems depend on trade. Shortages of personal protective equipment
(pPE) spurred many to limit or block exports of these and similar
goods. The IMF counts 120 new export restrictions this year. For
many medical goods production is highly concentrated: China ac-
counts for 60% or more of exports of antibiotics, sedatives, ibu-
profen and paracetamol. Britain has launched “Project Defend”,
which will try to reduce reliance on Chinese production of critical
products with a mix of reshoring and guarantees that supplies
pass through friendly countries.

Unhappily, the political appeal of protectionism grows during
slumps. When economies lack demand, governments covet
spending that leaks overseas on imports. This is what led to a dev-
astating round of protectionism in the 1930s. Protection also rose
after the financial crisis. It does not help that China’s stimulus has
tried to keep production going, whereas rich-world governments
have supported household incomes. Brad Setser of the Council on
Foreign Relations, a think-tank, notes that China’s current-account

surplus, which was shrinking, has explod-

_ ed this year. Its exports have recovered

strongly, outward flows of tourists have all

Unhappily, the but stopped and commodity prices have

political appeal fal}en, making impgrts cheaper. Were Chi-

of protectionism na’s t.rade surplus in July sustained for a

. year it would add up to $700bn, surely

grows during enough to worsen the trade war with Amer-
slumps ica even if Joe Biden replaces Mr Trump.

Such is the confluence of forces bearing
down on global trade—organic slowbalisa-

tion, trade wars, suspicion of supply M
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» chains—that some draw comparisons be-
tween today and the early 20th century. Bumping along
Then, a peak in globalisation collapsed un-  World
der the weight of the first world war, Span-
ish flu and then the 1930s depression. Trade as % of GDP

The comparison is too pessimistic.
Trade has not done as badly as feared. In 60
April the wto forecast that goods trade
would fall by 13-32% this year; today it
seems more likely to be just 10%. The IMF
says the decline in trade will be commen-
surate with the slump in demand from the 20
recession. That is in contrast to the after-
math of the financial crisis, when trade fell
by more than its usual relationship with 0

40

work is carried out remotely, it does not
matter where it is done. On the more futur-
istic end, this involves remote presence.
Whereas the export of repair services previ-
ously required high-skilled engineers to
cross borders, virtual- and augmented-re-
20 ality technologies now allow expertsin one
country to help lower-skilled workers fix

15 machines in another, says Ms Lund. Rich-
ard Baldwin of the Graduate Institute in Ge-

10  neva points to the potential for remote
workers in poor countries to carry out basic

5 office tasks for firms in the rich world. Be-
fore the pandemic the wro was already

0 talking up the potential for more trade in

Eport intensity of
production*, %

GDP suggested. It also shows that supply 1970 2000 19
chains have notbeen wholly wrecked. They  Sources: IMF; OECD
were crucial for the response to PPE short-

ages, argues Sébastien Miroudot of the

OECD club of mostly rich countries. South Korea, which has been
exporting millions of test kits to America and Europe, was unique-
ly placed to ramp up production using existing supply chains and
relationships.

The logic of turning inward in response to the pandemic is
shaky. A recent working paper by Barthélémy Bonadio of the Uni-
versity of Michigan and three co-authors studies 64 countries and
finds that one-quarter of the drop in GDP this year was transmitted
along supply chains, but that reshoring production would not

have reduced the damage. Mr Miroudot distinguishes a supply

chain’s robustness (the ability to keep working through a crisis),
from its resilience (the ability to bounce back from one). The his-
tory of supply chains is that they are not robust but they are resil-
ient, because companies are quick to find workarounds. Their ro-
bustness could be improved, but not by repatriating production,
since disaster can strike at home as well. Had New York been the
centre of mask production when covid-19 struck, the result would
have been a “real big mess”, argues Shannon O’Neil of the Council
on Foreign Relations.

Governments might choose to ignore all this in favour of pro-
tection. But most firms are not about to abandon their cross-bor-
der investments. A survey by the us-China Business Council

shows little change in the number of American firms saying they

have moved or plan to move out of China. The survival of the
“phase one” trade deal struck in 2019 suggests that even the Trump
administration knows there are limits to the desirability of decou-

pling from China. Rather than a wholesale break, covid-19 is likely

to cause an acceleration of forces already in motion. Firms will
trade off a bit of efficiency for more robustness, realising that in
the long run the robotisation of manufacturing may lead to more

local production anyway. Governments will shorten and diversify

supply chains for medical equipment. But America and China will
trade under a darker cloud of mutual suspicion, balancing com-
mercial and geopolitical interests.

Further ahead the future of globalisation will be determined
less by goods than by services. Before covid-19 services trade was
not suffering from slowbalisation: it was growing faster than GDP.
Exports of services account foraround a fifth of all trade, according
to the wto (although what exactly counts as services trade is a mat-
ter of some debate). Like trade in goods, trade in services has suf-
fered this year as tourist flows have collapsed. But consumers are
unlikely to have suddenly lost their taste for travel, and countries
havelittlelong-term incentive to close borders to tourists. It seems
likely that tourism will eventually rebound.

Meanwhile, the surge of investment in remote working during
2020 might open the door to more trade in digital services. When

*Value of imported parts as a share of output

1990 2000 10 19 digital services, predicting that if develop-
ing countries adopted digital technologies,
they could reap the rewards of a higher
share of international services trade.

Services trade is hard to liberalise because it often means har-
monising regulations. Fields such as education, health care, ac-
counting and finance are littered with barriers to entry and re-
quirements for local credentials. The most successful model for
remotely provided services isIndia’s IT sector, which faces few reg-
ulatory hurdles. But disputes over cross-border data flows and the
taxation of internet giants augur badly for faster digital integra-
tion. Digital trading, just like trade in goods, is increasingly con-
centrated in regional regulatory blocks. Yet Mr Baldwin argues that
the rise of online services trade will bypass tensions between East
and West, because it will take place within time zones: South
America will supply cheap digital services to North America, Afri-
cato Europe, and South-East Asia to North-East Asia.

The increased digitisation brought on by covid-19 can only help
services trade, even as goods trade continues to slowbalise. But the
extent of that help depends on how much the pandemic reshapes
labour markets, the subject of the next chapter. m

Labour markets

Zoom and gloom

The transition to remote work is welcome. But it will cause pain

N 1973 THE Eldfell volcano, long-dormant, erupted on Heimaey,
I anisland off Iceland. The eruption destroyed about 400 homes, a
third of the total (Heimaey’s seaport was saved by pumping seawa-
ter into the lava). The Icelandic government compensated the un-
lucky people who lost their homes, many of whom never returned.
But when Emi Nakamura and Jon Steinsson of the University of
California at Berkeley and Josef Sigurdsson of the Norwegian
School of Economics studied how they fared later, they discovered
a reversal of fortunes. Among people less than 25 years old at the
time of the eruption, those who had moved averaged four more
years of schooling and earnings $27,000 greater per year than
those from families who had kept their home. Being forced to
move had its advantages.

The covid-19 pandemic is a disaster orders of magnitude worse
than a volcanic eruption. Yet it too has created an experiment. In a
matter of weeks professional workers abandoned their offices en

masse in favour of working from home. Meetings were replaced »
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» with Zoom calls, and commutes with lon- than it cost. Recessions, too, typically bring on Schumpeterian cre-

Many jobs lost
to covid-19 will
not return,
because the
labour market
will adjust

ger hours at the desk. And just as for the
Icelanders, the experiment has turned out
to be an improvement for many. Seven out
of ten affected Americans say it has gone
better or much better than they expected,
according to a survey carried out by Jose
Maria Barrero of 1ITAM, Nick Bloom of Stan-
ford University and Steven Davis of the
University of Chicago. Mr Bloom reckons
that two-thirds of American GDP in May
was produced from peoples’ houses, a shift in production tech-
niques unmatched in peacetime.

The idea that disruption can lead to improvement is a voguish
one, promoted by such writers as Tim Harford, who advocates
“messiness”, and Nassim Nicholas Taleb, who terms things that
get better after disruption “antifragile”. The evidence is summar-
ised in a forthcoming paper by Michele Acuto of the University of
Melbourne and three co-authors. Cities built to exploitalocational
advantage that has disappeared tend to persist unless they are
swept away by disaster. When faced with tube strikes in 2014,
enough London commuters found new ways of getting to work
that the strike is estimated to have saved more commuting time

Could the pandemic leave markets more concentrated?

ative destruction: American firms in areas hit most by the finan-
cial crisis restructured production towards greater use of technol-
ogy, leaving a mark on labour markets that persisted even after
unemployment had returned to normal levels. But the scale and
consequences of this year’s work from home experiment go be-
yond any previous example.

That firms and workers have suddenly discovered the benefits
of remote work seems counterintuitive. The technology allowing
it is not new. And it seems to contradict a popular idea about how
the world economy functions. In 1997 Frances Cairncross, then of
The Economist, wrote “The Death of Distance”, arguing that com-
munication technology was making location ever less relevant to
business and personal life. The next two decades seemed to defy
her thesis, as economic activity concentrated in successful cities
like San Francisco, New York, London, Tokyo and Sydney. The ex-
planation, many thought, lay in the agglomeration effects of
bringing together knowledge workers. Productive contacts be-
tween people grow exponentially with the numbers gathered in
one place. And that is before considering the taste workers may
have for the culture and services that cluster in big cities.

Could all this change as the result of one event? Believe surveys

of firms and workers and the answer is: partly. The pandemic, they MW

HE GROWTH of remote working is the

latest iteration of a decades-long
technology shock. It began in the1990s
when personal computers took over
offices, continued with the development
of the smartphone and social media in
the 2000s, and in the 2010s led to cloud
computing and artificial intelligence. It
has contributed to two features of the
world economy: the dominance of “su-
perstar firms” that have amassed valu-
able know-how, data and intellectual
property which is hard to replicate; and
an associated decline in the share of GDP
accruing to workers in wages (a trend
thatis most evident in America).

Will covid-19 accelerate these trends?
It has been a good year for technology
giants, whose shares fuelled a bull run in
America’s stockmarkets. In a recent
essay, Nancy Rose of MIT argues that
covid-19 is shifting the business land-
scape in a way that portends further
market concentration. Greater depen-
dence on technology is not the only
mechanism at play. Another is the pos-
sibility that the downturn Kkills off small
firms unable to weather the shock,
whereas large, listed giants benefit from
the liquidity backstops governments
have placed behind capital markets.

The data do not yet bear out the bank-
ruptcy concern. In April a quarter of
American small businesses shut, but by

July only 6% were still closed, according to
Goldman Sachs, a bank. It is large compa-
nies that have suffered from a surge in
bankruptcies, possibly because of their
indebtedness. Many small-business fail-
ures have been staved off by emergency
government support. This year America
has distributed 5.2m “paycheck protection
programme” loans, worth an average of
$101,000 each (for comparison, there are
6m firms with fewer than 500 employees
in the whole country). A working paper by
Alexander Bartik of the University of Illi-
nois and five co-authors finds that getting

such aloanraised a firm’s chances of
survival to April 25th by 14-30 percentage
points. Even if a wave of small-firm fail-
ures follows the end of government sup-
port, the businesses most at risk are res-
taurants, hotels and other service
providers not known for market power.

The impact of accelerated technologi-
cal change is a bigger worry. Christy John-
son of Artemis Connection, a consultancy
thatis itself remote and advises clients on
remote work, says firms vary in their
ability to adapt. Bigger firms on average
investa higher share of theirsalesin IT. A
working paper by Ufuk Akcigit of the
University of Chicago and Sina Ates of the
Federal Reserve argues that it is getting
more difficult for firms to ape the practices
of those at the frontier of their industries,
and that the result is falling business
dynamism and less competitive pressure
on the winners. John Van Reenen of MIT
says that he expects the rising importance
of technology to boost winner-takes-all
effects in the economy, and to increase the
value of large technology investments that
small firms find harder to make.

This has not just been a good year for
big technology firms. It has been good for
technology in general, as it becomes more
sophisticated and more crucial to success.
And itisagood rule of thumb that the
more digitised a market, the more likely it
is to become concentrated.
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Office envy

Working from home after the covid-19 pandemic, employees’ preferences
% responding

United States, May 2020 Europe*, August 2020
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1-2 days 1-2 days
3-4 days 3-4 days
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*Britain, France, Germany, ltaly and Spain  Tincludes
those who have not worked from home this year

Sources: Stanford Institute for Economic Policy
Research; AlphaWise, Morgan Stanley Research

» say, has reduced the stigma of working from home. It has spurred
firms to invest in the kit needed to make remote collaboration pos-
sible. And it has proved that the combination of software and hard-
ware that allows working from home is, for the most part, reliable
(if risky; the top prize in the Chess Olympiad, one of the world’s top
chess tournaments, had to be shared after two players lost their
connections mid-game). According to Mr Bloom and his col-
leagues, American firms forecast that the proportion of days
worked at home will jump from 5% before covid-19 to about 20%, a
number that chimes with the average desire of workers. It seems

The Economist October 10th 2020

likely that many firms will adopt a model in which large numbers
split their working hours between solitary work at home and col-
laboration in the office.

That will hardly kill off superstar cities or end agglomeration
effects. Companies need offices to integrate recruits, monitor per-
formance, build relationships and spread knowledge. Many peo-
ple, especially the young, still want to cluster together and party, as
packed concerts in Wuhan demonstrate. And people still need to
meet in person. Recent research by Michele Coscia of the 1T Uni-
versity of Copenhagen, and Frank Neffke and Ricardo Hausmann
of Harvard University, finds that a permanent shutdown of inter-
national business travel would shrink global gross product by an
astonishing 17% by hindering flows of knowledge across borders.
The shift in favour of remote work also looks curiously like an an-
glosphere phenomenon; workers in mainland Europe have been
swifter to return to the office than those in Britain and America.

Nonetheless, the shift will lead to significant structural
changes. One is that many jobs lost to covid-19 will not return, be-
cause the labour market will adjust to a world with less spending
in cities and more in suburbs and online. Based on surveys and
share prices, Mr Bloom and his colleagues predict that one-third or
more ofalljoblosses during the pandemic will be permanent. That
will come as a nasty shock to many who still expect their jobs to re-
turn. Only19% of total American lay-offs since March have been re-
ported as permanent, yet by August overall employment had re-
covered less than halfits losses this year.

A second implication is a period of higher inequality. Reces-
sions are usually worse for the poor and unskilled than for others,
but the pandemic has been bad for them even accounting for the
severity of the hit to the labour market, according to a working pa- »
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» per by Ippei Shibata of the IMF. Job losses
have been heavy among service workers
(who are more likely to be young, female
and black) whose employment depends on
the spending of high-earning profession-

s
Separate and unequal

United States, employment rate by salary
% change since January 2020

employees should increase growth—per-
haps at last unleashing the measured pro-
ductivity gains that the technological im-
provements of the 2i1st century long
promised but failed to deliver.

als. Data from Opportunity Insights, a team
of researchers at Harvard University, reveal
that by the end of July there were 2% fewer
jobs in America paying more than $60,000
a year than in January. But jobs paying un-
der $27,000 were 16% scarcer. Those who
feed, transport, clothe and entertain peo-
ple who are out-and-about account for
about a quarter of American employment,

10
High-wage workers What will it take to realise this optimis-
- — OV‘?T?_G?'_QP?/ il 0 tic vision? Firms will need to continue ex-
- perimenting with change rather than get-
¢ ting into a new rut. Some see the future of
o remote collaboration not in stilted video

conferencing but in immersive virtual en-
30 vironments comparable to the computer
games on which many people already
40 spend hours of leisure time without suffer-

Low-wage workers
Under $27,000/year

Jan  Feb Mar Apr
Source: Opportunity Insights

note David Autor and Elisabeth Reynolds of
MIT. The large number of low-paid service
jobs is often lamented, but “having too few
low-wage, economically insecure jobs is
actually worse than having too many”.

The enormous sums that governments have spent replacing (or
more than replacing) lost wages has suppressed the uneven effect
of job losses on household incomes. In the early months of the
pandemic America’s poverty rate probably fell, according to Jee-
hoon Han of Zhejiang University, Bruce Meyer of the University of
Chicago and James Sullivan of the University of Notre Dame, as
Americans received $1,200 cheques and unemployment benefits
were boosted by $600 per week. In August consumer spending in
low-income zip codes was barely down on its January level, de-
spite the jobs collapse. But Congress has let that support expire. As
governments cease replacing household incomes, a veil will be
lifted, revealing a more unequal labour market.

This may not last. New service jobs—home delivery, suburban
restaurants—will eventually replace those lost in city centres. But
such transitions are painful, and it matters who bears the burden
of them. Even if you exclude all workers who insist optimistically
that they are on temporary lay-off, America’s unemployment rate
in August was still about 6.6%, say Jason Furman of the Peterson
Institute, a think-tank, and Wilson Powell III of Harvard Universi-
ty. That is roughly equivalent to the unemployment levels in early
2014, long before the labour market could be said to be healthy.
Even if unemployment now falls rapidly, as it did after the reces-
sion of the early 1980s, it would take well over a year to work off just
those job losses.

Housekeeping points

A third implication of the shift could boost growth and reduce in-
equality in the long run. It is that a drag on the world economy
from housing shortages in and around successful cities will bind
less tightly. Such shortages have limited growth by slowing the ag-
glomeration effects on which it relies, as well as acting as barriers
to opportunity by making it harder for the poor and young to move
to better jobs. They have also widened divides between homeown-
ers, who have enjoyed windfall gains in house prices, and renters.
By one estimate American GDP would be 3.7% higher were regula-
tory constraints on building as loose in New York, San Jose and San
Francisco as in the median American city.

But the increase in remote working will spread opportunity
across the economy regardless of housing costs. The best case is
that the internet ends up beating cities at their own game. In prin-
ciple, greater numbers of people can gather and interact online
than in physical proximity, notes Adam Ozimek, an economist at
Upwork, a freelancing website. Moreover, if it becomes possible
for employers to hire not just anyone located in a city, but anyone
with aninternet connection, the pool of possible candidates vastly
increases. The resulting better matches between employers and

May Jun Jul

I I L

ing from “Zoom fatigue”. Such environ-
ments can create a fuller sense of shared
experience, spontaneous human interac-
tion and thus relationship building. (Mr
Bloom recently spoke at a conference on the future of work hosted
on QUBE, a game-like platform complete with a virtual conference
hall and spaces in which virtual avatars can mingle.) That mightal-
low more firms to operate completely virtually, rather than in the
split-time model that many now expect.

For policymakers, the challenge is to ensure that the structural
transitions already under way are not inhibited by a prolonged
slump like the one that followed the financial crisis. That means
economies must be given enough stimulus to encourage firms to
create new jobs to replace those that are now redundant. The pan-
demic, however, has thrown up a challenge to this: a further reduc-
tion of interest rates. W

Interest rates |

The eternal zero

The pandemic will leave a legacy of even lower interest rates—and
even higher asset prices

OR FINANCIAL markets the 2010s were a time when it was hard

to tell good news from bad. Even as the world laboured to shake
off the financial crisis, the prices of stocks and bonds—not to men-
tion houses—Kkept climbing. But good news, such as wage growth
picking up, could cause markets to wobble. The reason was uncer-
tainty over how far growth would go before central banks, espe-
cially the Federal Reserve, raised interest rates. Anything presag-
ing monetary tightening caused bearishness. In the link between
economy and markets, monetary policy was a signal dampener.

When covid-19 struck, there was no such ambiguity. Global
stockmarkets tanked in March. For a time even American Treasury
bonds, the world’s safest asset, fell in price amid a scramble for
cash and dysfunctional money markets. But eventually the signal
dampener kicked in. The Fed cut interest rates and unleashed a
torrent of liquidity to keep dollar markets functioning, preventing
a credit crunch, mass bankruptcies and lay-offs. Other central
banks followed suit. Since January central banks in America, Brit-
ain, Japan and the euro area have created new money worth
$3.8trn, much of which has kept yields on long-term government
debt close to zero.

Markets were not just calmed: they began a bull run that defied
gloomy forecasts. Between the start of April and the end of August,

with central banks pinning bond yields down, global stockmark- »
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Covid-19 has not brought on an emerging-market crisis—but it could

OORER countries depend on trade

more than rich ones, especially on
exports of tourism and commodities.
They have fewer professional jobs that
can be done from home, making social
distancing costlier. Because their gov-
ernments and companies often borrow
in dollars, they suffer in times of eco-
nomic stress, when their currencies
usually fall against the greenback. That
creates inflation, making it harder to cut
interest rates to support their econo-
mies. And their governments have less
capacity to borrow for emergency health-
care spending or to bail out workers and
firms. The pandemic seemed certain to
send them into financial turmoil.

Yet it has proved easier to contain the
financial crisis than the disease. The
virus has run rampant in some middle-
income countries such as Brazil, India
and South Africa, colliding with poverty
and patchy health care. Emerging mar-
kets’ gDp will probably shrink this year
by the largest amount on record; in the
second quarter India’s output was, aston
ishingly, nearly a quarter lower than in
2019. But they have mostly kept access to
capital markets, raising $124bn during
the first half of 2020, according to the
IMF. Their currencies and foreign-ex-
change reserves have been under less
pressure than during the financial crisis,
the “taper tantrum” of 2013 or the sell-off
in 2018. The IMF has lent $89bn to coun-
tries in financial distress—a lot, but only
a fraction of its $1trn firepower that, in
the spring, some warned might run out.

Much of the credit for such resilience
goes to the Fed, which ameliorated a
global crunch in dollar markets in the
spring. It did so in part by providing

dollars directly to some emerging markets:
Brazil, Mexico, Singapore and South Korea
were given currency swap lines, and most
central banks were allowed temporarily to
exchange American Treasuries for cash. As
with many of the Fed’s interventions, the
mere presence of a lifeline may have
shored up confidence, rendering its exer-
cise unnecessary. The Treasuries pro-
gramme has hardly been used.

The easing of dollar strains has created
space for stimulus. Emerging markets
have deployed fiscal programmes worth
around 3% of GDP, about a third as large as
rich countries. Brazil has been dispersing a
600 reais ($110) monthly handout to nearly
athird of its population. But most striking
has been the use of unconventional mone-
tary policy, inspired by rich-world central
banks. Thirteen have undertaken some
sort of bond-buying programme. This is a
little strange; it has happened in countries
such as Turkey, Mexico and South Africa
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which still have room to cut interest
rates. Buta report by the Bank for Inter-
national Settlements suggests that bond
purchases have eased financial condi-
tions and supported emerging-market
currencies rather than undermining
confidence.

Yetitis too early to be sanguine. Many
economists continue to fear a wave of
sovereign- and corporate-bond defaults
and possible funding crises in some big
emerging markets. Their experiments
with unconventional policy could yet
turn sour. Or the virus could continue to
wreak havoc. “History shows that it is not
unusual that countries can keep borrow-
ing even when default risk is high,” warn
Jeremy Bulow, Carmen Reinhart, Ken-
neth Rogoff and Christoph Trebesch in a
recent article. And the IMF says that the
poorest countries face losing a decade’s
worth of progress fighting poverty with-
out more help.

» ets rose by 37%, fuelled by rising technology shares. America’s cor- This is not central banks’ fault. They have no choice but to re-

porate-bond markets saw record issuance in the first half of the
year. Many housing markets also defied gravity. In August house
prices in Sydney were 10% higher than a year earlier; and Britain’s
house prices hit an all-time high, said the Nationwide building
society. Tech stocks had a torrid start to September but the market
shed only about a month of gains. Asset prices remain high.

The show of force by central banks, and the divergence between
high financial markets and the real economy, marks the apotheo-
sis of trends that began in the 2010s. Before covid-19, central banks
were already accused of keeping so-called “zombie” firms alive, ex-
acerbating wealth inequality and putting home ownership beyond
the reach of young renters, even amid weak economic growth.
Since the pandemic hit these side-effects of monetary policy have
all, in a short space of time, got worse.

spond to the economic conditions they face. For decades interest
rates—both short- and long-term—have been on a downward
trend as central banks have fought shocks to the economy. That
monetary stimulus has not provoked much inflation in consumer
prices demonstrates only that central banks have been reacting to
market forces, not distorting them; the global desire to save has
grown faster than the desire to invest.

When interest rates are low, the arithmetic of discounting
makes future income streams, and hence assets, more valuable. A
recent paper by Davide Delle Monache of the Bank of Italy, Ivan Pe-
trella of Warwick University and Fabrizio Venditti of the EcB finds
that the decline in the “natural” rate of interest, which balances
saving and investment without causing unsustainable recessions
or booms, can explain most of the rise in the ratio of prices to divi- M
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» dends in America’s financial markets all the way back to the 1950s.
The pandemicisjustthelatest shock bearingdown on the natu-

ral rate of interest. In America, the 30-year interest rate has fallen
by almost a percentage point since January. This fits the historical

pattern. Recent research by Oscar Jorda of the Federal Reserve Bank

of San Francisco, and Sanjay Singh and Alan Taylor, both of the
University of California, Davis, studies 19 pandemics since the 14th
century and finds that they have suppressed interest rates long af-
terwards—longer, even, than financial crises. Twenty years after a
pandemic, they estimate, interest rates are about 1.5 percentage

points lower than they would otherwise be. Covid-19 is not entirely

comparable to episodes that include the Black Death and Spanish

flu, because it is killing few young workers. But an effect even half

as large would still be significant, given how low interest rates
were already.

There are several ways in which covid-19 is strengthening
structural forces pulling interest rates down. One is by boosting
the desire of households and firms to hoard cash. Savings rates
have surged as economies locked down and it became hard to
spend. Some see the resulting swollen bank balances of consum-

ers as potential fuel for an inflationary boom. But it is more likely
that damage to the labour market leads to a prolonged period of

“precautionary” saving, as is normal after recessions.

Pandemic-driven rates
This is not a typical recession. It might have depressed interest
rates by drawing attention to the danger of massive disasters,

when the world was already becoming more attuned to the risks of
climate change. Economists have long suspected that the risk of

disasters weighs on interest rates by buoying demand for safe as-
sets. (Decades ago, some were arguing that disaster risk explains
the “equity premium puzzle”: the outsized gap between safe inter-
estrates and the returns from shares.) In arecent paper, Julian Koz-

lowski of the Federal Reserve Bank of St Louis, Laura Veldkamp of

Columbia University and Venky Venkateswaran of NYU Stern mod-
el the effect of covid-19 on beliefs about risk and estimate that it
might depress the natural rate of interest by two-thirds of a per-

centage point. “Whatever you think will happen over the next

year,” they write, “the ultimate costs of this pandemic are much
larger than your short-run calculations suggest.”

Athird way in which the pandemic may depress the natural rate
of interest is by boosting income inequality. Before it, many econ-
omists were arguing that, because the rich save a higher propor-
tion of their incomes than the poor, higher rates of income in-

equality in America and other rich countries had, over a period of

decades, contributed to a decline in the natural rate of interest.
One estimate by Adrien Auclert of Stanford
University and Matthew Rognlie of North-

set: the EU plans to issue €750bn ($875bn)
of joint debt. In theory, new debt should
soak up savings, pushing up the natural
rate of interest.

Yet there is little sign of these huge def-
icits eliminating the shortage of safe as-
sets. That is partly because central banks
have bought public debt in a bid to create
growth and inflation by keeping long-term
interest rates low. Oxford Economics, a
consultancy, projects that safe-asset sup-
ply will decline in the next five years to just over a quarter of world
output, against two-fifths before the financial crisis. The upshot is
that the world economy increasingly resembles Japan, where even
decades of deficits and net public debts of over 150% have not bro-
ken alow-inflation, low-interest-rate equilibrium.

This does not guarantee stagnation. Japan’s economic woes are
often overstated because its growth is weighed down by ageing. In
the 2010s its GDP per working-age person grew faster than Ameri-
ca’s. ButJapanification does create a dilemma: whether to increase
deficits in an attempt to break the low-inflation, low-rate spell, or
to rein in borrowing in the knowledge that the debt-to-GDP ratio
cannot rise for ever. Low rates make it easier for politicians to pay
for all sorts of demands on the public finances, including more
spending on health care and pensions as societies age and on
fighting climate change. But they also leave governments depen-
dent on loose monetary policy and vulnerable to rising interest
rates, should they ever return. During the pandemic governments
and inflation-targeting central banks have been working hand in
hand, but the question of what happens if their goals diverge is an
openone.

Low interest rates also mean that high asset prices are all but
guaranteed. This will reinforce complaints about wealth inequali-
ty and intergenerational unfairness—complaints that carry more
bite given the unequal distribution of job losses this year. Home-
owners, mostly drawn from the professional classes, will benefit
as they can take advantage of cheaper mortgages. So will home-
buyers. One reason why housing markets are holding up is that the
downturn has not hit the typical house-hunter. Those without
wealth or access to finance will feel understandably aggrieved.

Most significantly, central banks will be deprived of their tradi-
tional tool for fighting recessions: cutting short-term interest
rates. The recovery from covid-19, and from future recessions, will
instead hinge on the willingness of governments to provide an ad-
equate fiscal response. Even central-bank bond-buying is of de-
clining importance, because long-term rates are close to zero. The
most that monetary policy can do is to stop
long-term rates rising. The Fed’s recent

Low interest
rates also mean
that high asset
prices are all
but guaranteed

]
Money glut
Household saving

western University finds that nearly a fifth
of the decline in the natural rate of interest
since1980is attributable to rising inequali-
ty. The pandemic could compound this ef-
fectifitleaves labour markets less equal.
Against these forces isan enormousrise
in government debt. One explanation for
low interest rates and weak growth after
the financial crisis was that there was a

shortage of safe assets to absorb the world’s Euro area

% of disposable household income

promise to allow inflation to overshoot its

2% target during the recovery will take ef-

fect only if fiscal stimulus brings about

more inflationary conditions.

30 If there is an overarching impact of low
interest rates, it is fragility. The public in-
debtedness they allow might cause pro-

20 blems when circumstances change. It be-

comes harder to fight recessions. Investors

find it harder to hedge risk, because with

savings. But the pandemic has seen a flood

United States
of such assets created as governments have —

10 yields near zero, bond prices cannot rise
much further, however bad the news. And

issued debt to fund emergency spending. —_—

InJune the IMF projected that global public

—

high asset prices, especially when accom-

debt would rise from a weighted average of Q Q Q3
83% of GDP in 2019 t0103% in 2021. Covid-19 2019
has even seen the creation of a new safeas-  Source:JPMorgan

“Britai : . : ;
" alln ' 0 panied by income inequality, threaten the
Q4 Q Q* social contract. It is against this back-
2020 ground that economic policy needs a fun-

*Forecast, except United States damental rethink. |
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The role of government

The right kind of recovery

How the pandemic should change the role of the state

VERY FEW decades in the 2oth century the relationship between

the state and the individual was reforged in the fire of crisis.
Liberal reformers in Britain won the election of 19906 amid a loss of
confidence in conservatism. In America the 1930s depression was
followed by the New Deal. The second world war preceded the
trente glorieuses, never-had-it-so-good Keynesianism, the expan-
sion of welfare states and government-guaranteed full employ-
ment. In the1980s Ronald Reagan and Margaret Thatcher banished
stagflation and statism with a philosophy of individualism and
economic discipline that gave birth to third-way politics.

Before covid-19 the big economic shocks of the 21st century—
the rise of China, technological advances and the financial crisis—
had not led to any such change. Many voters felt they had lost con-
trol to nameless forces. The gains from growth were insufficiently
spread, and most governments did not think about how to ease the
blows faced by people and places on the losing side of change. That
the financial crisis led to incremental not fundamental reform
might have been defensible, had it not been followed by too rapid a
tightening of fiscal and monetary policies.

The result was a wave of angry politics. In many countries older
voters are nostalgic for an economy that, whatever governments
do, is never coming back. Young people are frustrated by declining
social mobility and high asset prices, and fear the effects of climate
change. Though there is fierce debate about how much they have
changed over time, almost everyone laments inequalities of in-
come, wealth or opportunity. And there is rising concern for the
precarious position of service-sector workers in rich-world labour
markets, exposed by covid-19.

This report has argued that the virus will hasten changes in the
economy. That presents a risk: that governments will again fail to
respond adequately to the depth of the transformation. If inequali-
ty rises, asset prices boom, urban service-sector jobs shrink, tech-
nology firms grow more dominant and governments turn to aus-
terity too fast, politics will become more toxic, further polarising
between the right's unhinged economic nationalism and the left’s
naive millennial socialism. The pandemic has created conditions
ripe for misguided interventionism that tries to prevent change
rather than adapt to it. Massive government loans to firms, central
banks offering blank cheques for fiscal stimulus and government
backstops for jobs look like a recipe for stasis. Bailing out every
failing firm and protecting jobs indefinitely can only make societ-
ies poorer in the long term. The same goes for mistaken retreats to
protection and the promotion of national champions.

Rather than trying to restore yesterday’s economy, govern-
ments must adapt to change, ensure it does not expose people to
outsized losses, and seek to share the fruits more widely.

Goods trade is crucial to living standards today but, thanks to
automation, it will keep declining in importance. A future of digi-
tal services trade promises more gains, but politicians mustlift the
regulatory obstacles in its way. This will be hard. It means expos-
ing more white-collar workers, often protected by strict licensing,
to the kind of competition that blue-collar workers have faced for
decades, solving cross-border spats about digital tax and ensuring
that rules on the cross-border flow of data, which are proliferating,
do notactasbarriers to trade. The gains could be substantial. A glo-
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bal digital labour market, spurred by firms’ investments in tech-
nology, might unleash a new wave of innovation. Governments
could themselves take advantage: health care and education are
two sectors ripe for disruption by cross-border providers.

Voters will not support more disruption without more risk-
sharing. Governments should be more willing to act as insurer-of-
last-resort for household incomes, as they have this year. Emer-
gency support for households has borne out the libertarian mantra
that governments are better at moving money around than at run-
ning things. Income support has been quicker, more transparent
and less vulnerable to capture than other forms of fiscal stimulus.
Governments should be readier to shield workers’ incomes from
events beyond their control. Lockdowns fall into this category, but
so do recessions and technological disruption. Automating pay-
ments to households during downturns would prevent suffering
and guarantee that economies get the stimulus they need when in-
terest rates are stuck near zero. Structural change also counts:
those laid off should be supported with grants and retraining sub-
sidies. It is right to worry about encouraging joblessness, but the
solution does not have to be a stingy safety net. Better to raise taxes
to finance an adequate welfare state than to lay poverty traps and
distort incentives with poorly designed eligibility tests.

The final aim of spreading the benefits of growth is the hardest
to achieve. The late 2010s demonstrated the wonders of tight la-
bour markets. Between 2014 and 2019 real median American
household incomes grew faster than in the much-vaunted late
1990s. Governments should seek to create another jobs boom,
avoiding a premature turn to the fiscal austerity and tight mone-
tary policy seen after the financial crisis. But there is no escaping
that, in the long term, income distribution is shaped more by

structural factors than by the economic cy-
— cle. The premium the labour market places
on technological skills is an indictment of

Rather than modern education. Not everyone can
trying to restore spenq their days writing machine-learning
yester d ay,s algorltl-lm.s, but Workgrs anq ﬁl_rrns coulddo

better in implementing existing technol-
economy, gOVern- ooy (it should not have been a surprise that
ments must working from home has been such a suc-
adapt to change cess). Governments must fight to make the

digital economy more competitive. That

means promoting common data standards
and portability and loosening intellectual-property rules. That su-
perstar firms thrive online makes it even more important to tear
down barriers to entry.

The prospects might seem grim, given many countries’ recent
dysfunctional politics. But 2020 could be the start of an era in
which populism wobbles while economic policymaking escapes
from a rut. Plenty of orthodoxies have been upended. But with the
right response, some old ones—such as the merits of free-market
capitalism—might yet be restored. ®
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War in the Caucasus

Heavy metal

ISTANBUL AND LONDON

Azerbaijan and Armenia wage their biggest war for over 25 years, and deploy

rockets and drones

ZERBAIJAN'S ARMED forces may be

busy waging war over Nagorno-Kara-
bakh, a disputed enclave run by Armenia.
That did not stop them from setting aside
scarce helicopters and tanks to star in a
music video, complete with khaki-clad
singers, guitarists and a drummer. The bel-
licose heavy-metal tune, accompanied by a
montage of bombing raids, would not be
out of place in the Eurovision song contest,
and is part of a crude attempt by Azerbai-
jan’s corrupt and autocratic government to
rally people round the flag.

The real war, which began on Septem-
ber 27th, has been less telegenic. Hundreds
of people, most of them soldiers, are al-
ready believed dead. The fighting is the
worst since 1994, when ethnic Armenian
forces seized Nagorno-Karabakh and sur-
rounding Azerbaijani districts after a con-
flict that saw tens of thousands killed and a
million people displaced. Azerbaijan
claims to have taken a dozen villages in the
Jabrayil district, one of seven that ring Na-

gorno-Karabakh and were occupied by Ar-
menian forces. Azerbaijani cluster muni-
tions have struck Stepanakert, the capital
of the breakaway province. Armenian
forces have shelled Ganja, Azerbaijan’s sec-
ond-biggest city. Both sides seem to have
used ballistic missiles, and a few stray
rockets have landed in next-door Iran.
Ceasefire calls by America, the Euro-
pean Union and Russia—which has a de-
fence treaty with Armenia and a base there,
but sells weapons to both sides—have fall-
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enondeafears. Turkey, meanwhile, has ex-
horted Azerbaijan to continue its offensive
and offered its ally unconditional support.
“We say again to our Azerbaijani brothers,”
Turkey’s president, Recep Tayyip Erdogan,
said on October 5th, “that we stand by them
in their holy struggle until victory.”

The support has been more than rhetor-
ical. Evidence is mounting that Turkey has
sent hundreds of Syrian mercenaries to
fight for Azerbaijan. Videos of Syrians on
the frontlines are circulating on social me-
dia. The Syrian Observatory for Human
Rights, a monitoring group, says that 72 of
them have already died in combat. The use
of mercenaries indicates the difficulty in
mobilising Azerbaijan’s youth to fight fora
small, mountainous region populated by
ethnic Armenians that itlost 30 years ago.

In Armenia, by contrast, men of all ages,
even with no military background, have
been enlisting for action. As Thomas de
Waal, an expert on Nagorno-Karabakh,
says, “Armenia’s statehood and its inde-
pendence are inseparable from Nagorno-
Karabakh. It is Armenia’s Jerusalem.” For
Azerbaijan, the loss of Nagorno-Karabakh
was traumatic. Its government is now try-
ing to regain its national pride with mili-
tary action, Mr de Waal adds.

Militiamen, artillery duels and rocket
attacks hark back to an older way of war.
But Azerbaijan’s success against more pro-

fessional Armenian forces stems from an M
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» oil-fuelled arms-buying spree that has
yielded high-tech weapons from Russia,
Turkey and Israel. “Even though the overall
count of Armenian and Azerbaijani heavy
weapons is now more or less equal,” notes
Pavel Felgenhauer, a Russian defence ana-
lyst, “Azerbaijan’s military boasts a definite
qualitative technological edge.”

Evidence of that can be seen in four
large launchers visible behind the band in
Azerbaijan’s tub-thumping video. They
contain the Harop, an Israeli-made “loiter-
ing munition”—essentially, a kamikaze
drone—capable of cruising independently
for hours before smashing into a radar, or
returning home to land. In 2016 the Harop
struck a bus full of Armenian reinforce-
ments. Video footage from the current
fighting suggests it is in use again.

That in itself is surprising. “The general
understanding among experts used to be
that drones wouldn’t play a big role in in-
ter-state wars, as they are vulnerable to
anti-aircraft fire,” says Ulrike Franke of the
European Council on Foreign Relations, a
think-tank. That is probably true in wars
involving big powers like America, China
and Russia. It has proved mistaken in less-
er conflicts. When Turkey launched an of-
fensive in northern Syria in February, it
used its TB2 drones to destroy hundreds of
Syrian armoured vehicles. That carnage is
repeatingitselfin the Caucasus. Azerbaijan
has methodically knocked out a hefty pro-
portion of Armenian air defence, artillery
and armour using its own fleet of TB2s.

Turkish and Azerbaijani tactics point to
a new, more affordable type of air power.
Drones make an especially big difference
for countries with small air forces, points
out Ms Franke. Warplanes are expensive to
buy, maintain and operate; that is why Ar-
menia and Azerbaijan have just 52 between
them. The TB2, costing a few million dol-
lars and lacking a pilot, is expendable. In
Syria and Libya, several of Turkey’'s TB2s
were shot down by the Russian-made Pant-
sirs1, ashort-range air-defence system. But
the drones destroyed several of those sys-
tems, in turn. The trade-off is worth it, says
Rob Lee of King's College London, “like
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trading a pawn fora knight” (assuming that
a country has a suitably large pool of
drones). “The TB2 should drive home to
European armed forces what such systems
can do to ground forces that lack adequate
air defences,” says Franz-Stefan Gady of the
International Institute for Strategic Stud-
ies, a think-tank in London.

The value of drones is not just their de-
structive potential, but also their ability to
document their kills. Both sides in the con-
flict have released dramatic footage of
drones and soldiers destroying enemy
tanks. They have learnt from Turkey, which
flaunted its aerial exploits in Syria and Lib-
ya. “Turks are masters of propaganda,” says
Aaron Stein of the Foreign Policy Research
Institute. “They do a great job of using
these images, shoving them onto social
media and dominating the narrative.”

The TB2's high-definition cameras give
Azerbaijan an edge in that contest. Its tank-
killing snuff movies are slicker affairs, set
to Wagnerian music. If Azerbaijan is reluc-
tant to press home its advantage at the cost
of high casualties on the ground—as the
use of Syrian fighters may suggest—then
winning a propaganda war may be the next
best thing to winning areal one. |
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France's Greens

The cancelled
Christmas tree

BORDEAUX
Green mayors are grabbing attention
with some quixotic ideas

TANDING BEFORE potted plants, Pierre

Hurmic, the newly elected Green mayor
of Bordeaux, announced last month that
the town hall would no longer put up a
giantannual Christmas tree. No “dead trees
on the town square”, he declared. The op-
position cried scandal. The mayor was ac-
cused of destroying tradition and family
fun. A poll showed that 79% of French peo-
ple disapproved. Even the prime minister,
Jean Castex, was moved to deplore the loss
of Bordeaux’s traditional Christmas tree.

“It was absolutely not a provocation,”
insists Mr Hurmic, who today professes
surprise at the “completely disproportion-
ate” fuss that his comment prompted. “I'm
not against Christmas trees,” he says. But
transporting a 17-metre tree cut from a for-

est halfway across the country is unjustifi- p»

Selling Salamis

It turns out to be hard to interest people in an ancient sea battle

EOPLE ON SALAMIS hoped that their
hilly island would be on the tourist
map this year. It is the 2,500th anni-
versary of one of the greatest naval bat-
tles of the ancient world. In the early
autumn of 480Bc, in the strait between
Salamis and the mainland, a few hun-
dred Greek triremes (warships with three
banks of oars and bronze battering-rams)
defeated a much larger Persian armada.
It was an unexpected triumph. Xer-
xes, the Persian king, was so confident of
victory that he erected a throne from
which to enjoy it, on a slope overlooking
the sea. To his horror, the agile Greek
fleet sank 200 lumbering Persian vessels,
and lost only 40 of its own. Xerxes
“counted them at break of day—/And
when the sun set, where were they?”
crowed Lord Byron, an English poet,
2,300 years later. The victory opened the
way for Athens, which led the Greek fleet,
to become Europe’s first superpower. A
Hollywood film in 2014 portrayed the
Greek sailors as perfectly sculpted hunks
(and annoyed modern Iranians with its
cartoonish depiction of the Persians).
Yet still the tourists do not come to
Salamis. Covid-19 scuttled plans for a big
celebration. Tourist visits to Greece fell

by around 75% this summer. Only a few
history buffs came to view the battle site.
“It's been a big disappointment,” says
Georgios Panagopoulos, the mayor.

There are other reasons why Salamis
has never become a tourist destination.
It is host to a naval base, so parts of the
island are off-limits. It is also close to
Perama, a scruffy port surrounded by
small ship-repair yards. And there is not
much to see, apart from two modern
bronze statues of warriors on a low
mound, the supposed burial place of
sailors killed in the battle. Nearby, noisy
hammering comes from a large shed
beside a pier. A rusty ship is moored
alongside. A 50-year-old shipyard on the
island’s Kynousoura peninsula is still in
business, despite four government
rulings since 2010 declaring the area a
protected archaeological zone.

This year the environment ministry
fast-tracked a new 15-year licence for the
yard, whose owner, say islanders, has
powerful connections. Clientelism is
hard to crack in Greece, but Mr Panago-
poulos, a newish mayor, says “We’ll do
our utmost to get this yard shutdown.” If
he clears it, they may come. Greeks have
beaten tougher odds before.
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» able. “I prefer living trees,” affirms the
mayor, who plans to plant them all over an
elegant city thatin hisviewis “too mineral”
and needs to breathe.

Mayors are making the Greens heard in
France. In 2017 the party did not run its own
presidential candidate. In Paris it has just
five staff members. Yet at elections in June
it won nine of the biggest town halls, most
for the first time. The row over the Bor-
deaux Christmas tree is just one of various
recent arguments, revealing both a fierce
debate within the party, as well as a grow-
ing Green influence on national politics.

Last month Grégory Doucet, the Green
mayor of Lyon, denounced the Tour de
France as “macho” and “polluting”. The an-
nual cycling race is a national treasure. But
Mr Doucet dislikes the team cars that fol-
low riders and all the discarded plastic. In
nearby Grenoble, Eric Piolle, its Green
mayor, said that he would block the roll-
out of 56 networks. The technology, he
said, is designed for little more than to let
people “watch pornin HD, even in the lift”.

Not all Greens approve of the latest out-
bursts. Once-internal debates are now be-
ing aired in public. The party includes not
only décroissance (anti-growth) eco-war-
riors but also moderates who worry that
radicals will undermine any attempt to
broaden its appeal. Isabelle Saporta, an ac-
tivist (and partner of YannickJadot, a Green
Party leader), has accused the mayors of
having “one idioticideaa day”.

The fact that the Green mayors are stir-
ring national debate also reveals how seri-
ously other parties now take the party. Be-
sides winning big cities, the Greens came
third—behind Marine Le Pen’s National
Rally and Emmanuel Macron’s La Répu-
blique en Marche—at European elections
last year. Even the president, who has em-
braced a more growth-friendly form of
greenery, has begun to lay into the eco-rad-
icals. Last month he accused anti-5G lobby-
ists of wishing an “Amish model”, and the
return of the oil lamp, on France.

Back in Bordeaux, cyclists pedal along
riverside bike lanes and an electric tram
carries passengers back and forth. In the
city centre at least, this once-conservative
town—ruled for 73 years by the centre-
right, including Alain Juppé, an ex-prime
minister—had already embraced greener
living. Mr Hurmic now wants to fight new
speculative development and stop market-
ing the city as an investment “magnet” to
the detriment of the surrounding area. It is
not yet clear how he will square this ambi-
tion with a battered local economy that de-
pends heavily on pandemic-hit sectors
such as tourism, aerospace and wine.

“My impression is that the Greens were-
n’t ready for power,” says a Bordeaux tech
entrepreneur. Others suggest they are mov-
ingatanappropriately organic speed. “He’s
in fact a very conservative environmental-

ist,” says Thomas Cazenave, LREM’S mayor-
al candidate in Bordeaux. No signature
measure has been put in place. Last week
the council voted merely for an “impact
study” on 5G. “I'm not an Amish, that’s ri-
diculous,” says Mr Hurmic. By mocking the
Greens, Mr Macron is both naming his new
rivals, and shaping them. |

The media in Poland

The Hungarian
model

BERLIN
Private media could be the next
institution to feel the cosh

VER SINCE Poland’s Law and Justice
Eparty returned to power in 2015 it has
chipped away at the independence of the
media. Poland’s annual ranking in the
World Press Freedom Index compiled by
Reporters without Borders, a non-profit
group, has grown worse every year, from
18th in 2015 (ahead of Britain, France and
America) to 62nd this year (lower than Ni-
ger, Georgia and Armenia). It will slide fur-
ther if the government carries out its latest
plans to “repolonise” the country’s media.

For the past few years leaders of Law and
Justice, a populist-nationalist party, have
talked about two new laws: one to repolo-
nise and another to “deconcentrate” priv-
ate media firms. Neither has passed. But
after the party lost ground in a general elec-
tion last October and then won July’s presi-
dential election only narrowly, Jaroslaw
Kaczynski, the party boss who has now
emerged from the shadows to take up the
role of deputy prime minister, seems deter-
mined to push them through. In a recent
interview Mr Kaczynski said he wanted to
limit foreign investors to a stake of no more
than 30% in Polish media, while deconcen-
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tration would limit the number of outlets
thatany one media group can own. Repolo-
nisation, Mr Kaczynski said, would “en-
sure that there are more media outlets that
present the world more truthfully”. The op-
position fears the opposite is more likely.

Soon after coming to power, Law and
Justice tightened the government’s grip on
the state television network TvPp, the na-
tional news agency PAP and Polish Radio.
These “national media” now disgorge rul-
ing-party propaganda—and as a result have
lost some of their audience, especially city-
dwellers and the young. During the recent
election campaign TVP openly supported
the Law and Justice-backed incumbent,
Andrej Duda, and threw in a dollop of anti-
Semitic conspiracy theory, too. (It said that
if the opposition candidate won, he would
cut welfare benefits for Polish families and
give the money to Jews.)

Taking its cue from Hungary’s illiberal
rulers, Law and Justice is now eyeing priv-
ate media outfits, such as Fakt, a popular
tabloid owned by Ringier Axel Springer, a
German-American-Swiss group, and TVN, a
television network owned by Discovery, an
American firm. Another target is Gazeta
Wyborcza, the most popular broadsheet,
which is co-owned by Agora, a Polish
group, and two American firms. The ruling
party is squeezing Gazeta by blocking state-
controlled businesses from advertising in
it. Private firms that want to do business
with the state think twice as well.

Hardly any big media company needs
“deconcentrating”, as the market is already
fragmented, says Adam Szynol of the Uni-
versity of Wroclaw. One exception is re-
gional dailies: 20 out of 24 of them are
owned by the Verlagsgruppe Passau (VGP), a
German publishing group. Though most of
these papers have a relatively small circu-
lation, they are important for the ruling
party because their readers tend to be in ru-
ral, very Catholic parts of Poland, its core
constituency. As The Economist went to
press, VGP was said to be in talks with Or-
len, the state-owned petrol retailer, about
the sale of Polska Press, its Polish arm.

Treating German and American inves-
tors shabbily could backfire. That is why
Boguslaw Charbota, editor-in-chief of
Rzeczpospolita, a leading daily, says he is
not too pessimistic. The government is
staunchly pro-American, he argues, and
the American ambassador in Warsaw has
already signalled that any limits on Ameri-
can investment in Poland will not go down
well in Washington.

Others are more alarmed. They fear that
the two bills could become law within
weeks. They would make it hard or impos-
sible for foreign media investors to do
more business in Poland and may even
force some sales. And that would actually
concentrate Polish media—under the con-
trol of the Law and Justice party. ®
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Coronavirus in Sweden

The odd one out

STOCKHOLM

Sweden is changing course to prevent a second wave of covid-19

N A CRISP October evening the tables
Ooutside Stockholm’s trendy bars and
restaurants sit empty. Inside, most tables
are full. As life moves indoors in the com-
ing months, covid-19 cases will inevitably
rise, says Johan Carlson, head of Sweden’s
public-health agency. Case numbers are al-
ready creeping up, though not as steeply as
they did in the spring, and more slowly
than in much of Europe. In response, Swe-
den is starting to ramp up contact-tracing
and quarantining—but in ways that, once
again, setitapart.

When the pandemic rolled into Europe
in March, Sweden stood out by not locking
down. Life did not carry on entirely as nor-
mal: universities and schools for children
over16 switched to online learning (though
they have now reopened); gatherings of
more than 50 were banned and people were
asked to work from home. Those over 70
were urged to self-isolate. But child care
and schools for younger pupils stayed
open, as did gyms, bars and restaurants
(with some restrictions to reduce the mix-
ing of patrons). The goal, as in other coun-
tries, was fewer contacts between people
and protecting the most vulnerable. But the
means were less draconian.

Though social life did not grind to a
halt, for most of the spring and summer the
footfall at workplaces and on public tran-
sport was 20-30% lower than before the
pandemic. But in recent weeks offices have
been busier, which may be partly why cases
are up. Shopping and going out (excluding
to parks) also fell by 20-30% in the spring,
but have since been back to normal.

On protecting the elderly, however,
Sweden failed. Its covid-19 death rate per
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person is one of the highest in Europe, and
ten times that of Norway and Finland. Asin
other countries, about half of Sweden’s
deaths were in care homes. A public inves-
tigation is looking into what went wrong.
An early mistake in some municipalities
was to ban care workers from wearing
masks and gloves, on the grounds that the
people they cared for might feel offended.
Beyond care homes, covid-19 has hit
ethnic minorities particularly hard. At the
cemetery in Sodertalje, a small city near
Stockholm that is home to many immi-
grants, most of the fresh graves hold people
who had roots in Syria. Almost all died of
covid-19, says Nuri Kino, an activist and
journalist. Michel Varli, who runs a restau-
rant in Sodertalje, calls the first week of
April a “catastrophe”. Ambulances were
coming and going all day, he says. “Every
family around here had someone.”
Covid-19 spread in some immigrant
communities unexpectedly fast and early,
says Anders Tegnell, the country’s chief
epidemiologist. Six of Stockholm’s first ten
covid deaths were Swedish Somalis. Offi-
cial guidance reached immigrant groups
too late. Before the ban on large gatherings,
funerals with hundreds of guests were the
norm—and the source of some early out-
breaks. The Sunday service at one of the
Syrian Orthodox cathedrals in Sodertalje
would draw about 500 people. Households
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with eight to ten people and three genera-
tions under the same roof are common
among immigrants. And the elderly in
these tight-knit communities have busy
social lives. Mr Varli, who has ten siblings,
says that before covid his mother would
usually see her children and grandchildren
every week. She is alot more cautious now.

By the end of the summer, Sweden’s epi-
demic subsided without a need for new
measures. Covid-19 wards have emptied;
the virus is no longer spreading widely. Dr
Tegnell says that, based on various studies
that test for antibodies, the best guess is
thatabout20% of Swedes have been infect-
ed and so are presumed to be immune,
though the rate varies a lot even between
parts of Stockholm. This level of immunity
is, by itself, not enough to stop the virus.
But combined with social-distancing and
hygiene measures, it brought Sweden’s
first wave to an end.

To prevent a second wave, Sweden is
putting new measures into the mix. It re-
cently resumed contact-tracing and quar-
antining, backed up by an expanded test-
ing capacity. In most of Europe, strict
14-day quarantines are slapped on all con-
tacts of infected people and anyone who
travels to some parts of Europe. Sweden'’s
quarantine, however, is for seven days and
only for those who live with an infected
person. If a test on day five is negative, the
quarantine can end then. Children with no
symptoms are exempt from quarantine. All
other contacts are simply alerted that they
may be infected. They are urged to work
from home for a week, to get tested if they
have even the slightest symptoms in the
next 14 days, and to be extra careful about
seeing elderly relatives in that period.

The World Health Organisation bristles
atquarantines shorter than 14 days. But the
Swedish approach is to have measures that
people can live with for at least a year, says
Dr Carlson, because there is no vaccine yet.
The goal is to stop as much transmission as
possible without unduly disrupting peo-
ple’s lives, especially in ways that harm
their mental or physical (not to mention
economic) health. Transmission happens
most easily within households, and people
are most contagious in the first week after
they are infected. So Sweden’s quarantine
policy could stop the bulk of covid’s
spread—as long as people comply.

They probably will. A cash payment is
available for quarantined people who can-
not work from home, such as taxi drivers.
The government pays for antibody tests for
anyone who wants one. A positive antibody
test exempts you from quarantine and the
hassle of getting tested for covid if you have
acold or flu-like sniffle. All these measures
look a lot laxer than the other systems
across Europe. But whether by doing less
Sweden ends up achieving more will be-
come clear only in the next few months.
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Charlemagne | The princess, the pea and foreign policy

Scrapping national vetoes would do little to improve EU foreign policy

ANS CHRISTIAN ANDERSEN'S story of “The Princess and the

Pea” is not on the reading list of many foreign-policy wonks.
Perhaps it should be. In the Danish fairy tale, a pea is secretly
placed beneath a stack of mattresses on a young lady’s bed. She
finds the tiny bump horribly uncomfortable, thus proving herself
to be a princess. It is a surprisingly relevant lesson for the Eu. The
bloc sees itself as a superpower, but when it comes to foreign poli-
cy it sometimes behaves like a dainty princess. A single objection
from even a pea-sized state is enough to scupper its plans.

So it was when Cyprus, the third-smallest EU country in popu-
lation and a rounding error in terms of GDP, became a one-country
obstacle to sanctions against the Belarusian authorities. Unless
the EU agreed to sanctions on Turkey for menacing Cypriot waters,
the island would refuse to back similar measures on Belarus. A
bloc with designs on being a global actor was held back from flex-
ing its muscle at a country next-door by one of its smallest mem-
bers. Senior EU wallahs despaired. “Our credibility is at stake,” de-
clared Josep Borrell, the EU’s foreign-policy chief. Asin Andersen’s
telling, small discomfort led to late-night strife: it was only during
an EU leaders’ summit that dragged on past midnight—the most
auspicious hourin any fairy tale—that Cyprus backed down.

The Cypriot last stand renewed calls for the Eu to switch to
qualified majority voting on foreign-policy issues. This would al-
low countries representing 55% of all member states and two-
thirds of the EU’s population to ram through any policy. Mr Borrell
is a fan of the idea, as is Ursula von der Leyen, the European Com-
mission’s president. They have a compelling case. How can the EU
face up to China or America if countries representing a fraction of
its citizens are able to stymie its ability to act? Imagine American
foreign policy if, say, Delaware were able to veto the actions of the
federal government. In a world without vetoes, the likes of Cyprus
would no longer be able to hold others to ransom. Remove the pea,
they argue, and Europe can proceed undisturbed.

Scrapping such vetoes would be a big shift. They loom large in
the EU’s history. Charles de Gaulle, the former French president,
spent the1960s blocking things he did notlike (such as the entry of
Britain). A compromise emerged whereby national capitals would
not throw their weight around, unless they felt their vital interests

were threatened. Ina club of halfa dozen, allowing each country to
scupper a policy made some sense. Now the EU is a cumbersome
body of 27 sovereign countries. On most topics, such as the worka-
day issues of governing the single market, vetoes have been re-
placed by “qualified majority” voting. About 80% of EU laws are
passed this way. But on controversial topics, such as tax, trade
deals and foreign policy, unanimity is still required.

Removing these powers, though, would be a mistake. Critics of
vetoes fall back on comforting fairy tales. In their telling, with no
vetoes a beefier foreign policy is possible. This is naive. Foreign
policy is difficult for the Eu precisely because countries do not
agree on fundamental issues. Whereas France takes an aggressive
approach on Turkey, Germany has been doveish. Russiais seenasa
potential ally in France, a business opportunity in Germany but a
threatin Poland and the Baltic states. Hammering together a cohe-
sive foreign policy on one of these topics, then forcing it through
via a majority, is a recipe for rows. The fairy tale is alluring because
Brussels is good at procedure. But procedure does not resolve po-
litical disputes, points out Nicolai von Ondarza from the German
Institute for International and Security Affairs (SWPp).

Nor is there a guarantee of a happily-ever-after with qualified
majority voting. It can backfire. In 2015 EU countries pushed
through a decision to relocate refugees against the wishes of Hun-
gary, the Czech Republic and Slovakia. Their response was simple:
they ignored it. EU leaders made a gentlemen’s agreement not to
force such measures through in this way again. Consensus is far
more comfortable for diplomats, and for good reason. In the kalei-
doscopic world of EU politics, any country can find itself in the mi-
nority ona particularissue. Overrule a fellow EU member state one
week, and you may find your own country overruled the next. In
some years as many as 90% of decisions are passed without a sin-
gle vote against, according to figures from swp.

Fairy tale or horror story?

The power of vetoes to make or break the EuU is overstated. They
tend to delay decisions rather than stop them. Last year Emmanuel
Macron, France’s president, halted the accession process to the EU
of North Macedonia and Albania. But after a few months of largely
procedural fiddling, both countries were allowed to take the next
step towards membership. When David Cameron vetoed a fiscal
treaty at the height of the euro-zone crisis, some legal gymnastics
allowed fellow EU leaders to bypass the British blockade. Even Cy-
prus’s last stand delayed the EU’s sanctions on Belarus (in any case
rather puny) by only a few weeks.

Vetoes have their uses, too. Charles Michel, the European
Council president, is right when he argues that unanimity breeds
legitimacy, which is vital for the EU’s still fledgling foreign policy.
An American state can swallow disagreements in a way that the
EU’s sovereign members cannot. It may lead to lowest-common-
denominator policies, but this is better than ambitious ones that
are ignored. Overriding Cyprus’s wishes would be one thing, but a
foreign policy without the backing of, say, France, now the bloc’s
sole global hard power, would be preposterous. The veto is the
weapon of last resort for small countries, who make up the bulk of
EU member states. If Cyprus is steamrollered on Turkey, then Esto-
nia may fear that its interests will be overlooked on Russia. Its oc-
casional use does little to blow the EU off course, while reassuring
national capitals that their existential concerns will never be tram-
pled beneath majority rule. Like a pea, a veto causes brief discom-
fort. But the EU is not a fairy-tale princess. It can cope. B
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Wl Britain

Rishi Sunak

Easy riser

The 40-year-old chancellor’s ascent has been swift and smooth.

It won’t go on that way

EFORE HE WAS prime minister Boris

Johnson used to enjoy himself at Con-
servative Party conferences upstaging his
duller colleagues, whose jokes fell flat in
half-empty halls. Light on substance but
full of can-do optimism, his speeches
imagined a Britain buzzing with new
homes a