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Sudan’s war is home-grown, but risks drawing in outsiders
The Horn of Africa sits astride key trade routes
May 3rd 2023 | KHARTOUM AND NAIROBI

Four days after war began in Khartoum, Sudan’s capital, armed men stormed the home of
Muhammad. Ordering the businessman (whose name we have changed for his safety) and his
family to leave, the soldiers mounted anti-aircraft guns on the roof of the apartment.
Muhammad’s family moved in with relatives in a quieter neighbourhood. But that, too, was
soon unsafe as the fighting spread, leaving the streets strewn with bodies.

The battle may have started as a narrow power struggle between the official army, known as
the Sudanese Armed Forces (saf), and the Rapid Support Forces (rsf), a militia-turned-
paramilitary organisation. But the longer it continues, the greater the risk that it may draw in
outsiders because of Sudan’s geopolitical importance.

Sudan sits astride the Nile, Egypt’s lifeline. It also has ports close to the Horn of Africa, which

controls the southern chokepoint of the Red Sea and is not far from the Persian Gulf. These
arteries of the world economy are watched over by America, China and France, which all
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have military bases in Djibouti. “The Horn is highly strategic, and a microcosm of other
international disputes,” says Comfort Ero, the president of the International Crisis Group, a
think-tank focused on conflict. It is a place where “the West meets the East, where the Gulf
meets Europe.”

For now the two sides seem evenly matched. The saf is commanded by General Abdel Fattah al-
Burhan, who seized and then consolidated power as de facto leader of Sudan in coups in 2019
and 2021. It started the conflict with considerable conventional military power, including tanks
and fighter jets. Though the rsf is ostensibly the underdog, its commander, Muhammad
Hamdan Dagalo (better known as Hemedsti), has substantial private wealth, because the rsf is
said to control elements of Sudan’s gold trade. He also leads tens of thousands of loyal troops.

It was these assets that enabled Mr Dagalo to vie with General Burhan for control of the
transition that followed the overthrow of the brutal Islamist regime under the former dictator,
Omar al-Bashir, in 2019, and later saw him become the country’s vice-president. Guns and
money may also have helped him to emerge in recent years as a semi-autonomous figure on
the international stage, cutting deals with foreign powers. The rsf is not simply an “insurgent
militia”, notes Sharath Srinivasan, a Sudan expert at Cambridge University. “It’s a state actor.”

After nearly three weeks of fighting in Khartoum and elsewhere, in particular in West Darfur,
neither side has a decisive advantage. The rsf lacks tanks and air power but is compensating by
digging into residential neighbourhoods in the capital. There its men are raping women and
forcing them to cook for them, according to a Sudanese woman, whose four female cousins
escaped through an air-vent after the rsf had occupied their home.

Civilians in Khartoum also have to contend with air strikes by the saf. On May 1st three women
selling tea opposite a hospital were killed by a bomb blast. According to the un, more than 500
civilians have already been killed and many more injured in the fighting (the true figure is likely
to be much higher). As many as 800,000 refugees are expected to cross Sudan’s borders in the
coming weeks and months.

The rsf, whose troops are also better paid and have more recent combat experience that those
of the saf, has managed to secure key parts of the capital including the international airport and
the country’s largest oil refinery. It also appears to control the presidential palace and the state
broadcaster. “For the past two weeks they were roaming around like they owned the place,”
says Waleed Adem, a resident of a rsf-controlled district of east Khartoum.

The rsf also dominates Mr. Dagalo’s home region of Darfur and controls two of the region’s
three air bases. Bloody clashes in el-Geneina, which began when Arab tribal militias affiliated to
the rsf attacked non-Arabs in the town, may have subsided.

The army remains in charge pretty much everywhere else. Thousands of Sudanese and foreign

citizens have been evacuated from the Red Sea city of Port Sudan, in the country’s troubled
east, which was secured by the saf early in the war. The countryside around Khartoum is also
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more or less peaceful. “It’s business as usual,” reports a university professor who recently fled
the city with his family.

Though the rsf is waging a guerrilla campaign of raids on army units and facilities in the capital,
the saf’s control of the skies is taking a toll. “We hit all their supply stores around Khartoum,”
says a mid-ranking soldier in the saf. Several convoys of rsf reinforcements from Darfur have
reportedly been destroyed by air strikes.

The question is whether either side can quickly break the deadlock. The saf has decades of
experience fighting insurgencies in distant regions, but never before in the capital. It cannot
simply bomb its way to victory there as it has tried to do elsewhere. “Khartoum is going to be a
bit of a meat-grinder for a while,” predicts a Western security analyst. He adds that internal
divisions within the saf’s leadership may be hampering its ability to press home its sizeable
advantage in heavy weapons.

The rsf, too, finds itself in a quandary. It will struggle to supply and rearm its forces as the
fighting continues. Even in the unlikely event of a victory, Mr Dagalo will struggle to lead Sudan.
He is loathed in Khartoum by residents who hold him responsible for the massacre of hundreds
of protesters in 2019 perpetrated by forces from the rsf, the police and the intelligence service.
His troops’ current conduct has only alienated them more. “The people have the army’s back,”
says Mr Adem.

The prospects for a protracted war depend on how Sudan’s neighbouring countries react.
Because of its size as well as its strategic location on the Red Sea, Sudan has long been seen as
strategically valuable within the region as well as by China, Russia and the West. It overlooks
the shipping lanes leading to the Bab al-Mandab strait, through which around 10% of the
world’s sea trade passes (see map).

The Gulf countries, in particular the United Arab Emirates (uae) and Saudi Arabia, have
economic interests at risk. In December an Emirati firm signed a $6bn deal to develop a port
and economic zone on Sudan’s Red Sea coast. The Saudis and the Emiratis supported General
Burhan and Mr Dagalo after the joint coup, handing out some $3bn in emergency aid. Neither
country has an obvious interest in fuelling the conflict. Saudi Arabia has already evacuated
thousands of Sudanese fleeing via Port Sudan. Much as Europe does, it fears a sudden influx of
refugees.

Complicating matters, though, is the Emiratis’ murky relationship with Mr Dagalo, who received
cash and arms in return for sending his rsf to aid their war in Yemen in 2017. He has since
cultivated ties in both Abu Dhabi and Dubai, the uae’s two main statelets. Still, the Emiratis do
not have “any particular affection for Hemedti”, says Harry Verhoeven of Columbia University.
Since the war began there has been no evidence that the uae has continued to supply his
forces. So the Gulf countries may be “hanging back and hedging their bets to see which way the
cards fall”, suggests Ms Ero.
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Less clear is the approach of Russia, whose murky mercenary outfit, the Wagner Group, is said
to be involved in gold mining in Sudan and reportedly arming the rsf. The Kremlin’s main aim is
to “thwart a democratic transition in Sudan”, says Samuel Ramani, the author of “Russia in
Africa”. This is because its ambition to build a naval base on the Red Sea is better served by a
military government in Khartoum than the embryonic democratic one that was aborted by the
junta’s coups.

The civil war in Sudan is not yet a proxy one like those in Libya, Syria and Yemen. But the
country shares long and porous borders with conflict-racked neighbours, including the Central
African Republic, Chad, Libya and South Sudan. Each has its own bewildering array of militias
and rebel groups, many with ethnic or business ties to the rsf or to its rivals. Some may watch
for a chance to profit from Sudan’s chaos. “The longer the conflict continues, the more external
actors will meddle,” warns Suliman Baldo, who heads the Sudan Transparency and Policy
Tracker, a conflict-monitoring group.

Another potential meddler is Issaias Afwerki, Eritrea’s president, who has sought ties with Mr
Dagalo and has a history of backing Sudanese rebels. Another is Khalifa Haftar, a Libyan warlord
with links to the Wagner Group, who is said to have already sent fuel and arms to the rsf.

Mr Dagalo’s rsf and Mr Haftar’s Libyan National Army (Ina), which controls much of eastern
Libya, have worked together in the past. In 2019 rsf troops were sent to support the Ina, which
was also backed by the uae, in its assault on Tripoli, Libya’s capital. Two days before Sudan’s
civil war erupted, Mr Haftar’s eldest son arrived in Khartoum for talks with Mr Dagalo.

Whatever support Mr Haftar may offer, the rsf may be limited by the Libyan warlord’s need to
keep in with Egypt, another of his foreign sponsors. Long Sudan’s most influential neighbour,
Egypt is a staunch backer of the saf under General Burhan. It views Sudan as vital to its national
security and is loth to see either a civilian government or Mr Dagalo in charge.

Early in the war an Egyptian jet was reported to have struck an rsf ammunition dump. On May
1st Mr Dagalo accused Egypt’s air force of hitting targets in Khartoum. Though the extent of its
military involvement is unknown, Egypt is likely to step up its support for the saf if it is flagging.
“Egypt is the most serious factor,” says Magdi el-Gizouli of the Rift Valley Institute. “The
Egyptian goal now is to save central power in Sudan as they know it.”

A wider conflagration may still be avoided. Despite ethnic clashes in Darfur, the conflict has so
far been generally limited to fighting between the two armed factions. On May 2nd both sides
agreed to a seven-day ceasefire starting on May 4th that was brokered by South Sudan’s
president. Peace talks could begin soon.

All the while, a humanitarian disaster is mounting. Food and water supplies in Khartoum are
dwindling. Almost no hospitals in the capital are functioning. Pregnant women have died on
route to give birth. “If there is no ceasefire,” warns Mohamed Lemine, who heads the un’s
sexual and reproductive health agency in Sudan, “everything will collapse.”

22



A=A UDEEIIBEEDEHEDEN, BNEZSIETALBRENH S,
T2UHDAIL, EELGEZGIL—FDOEIZEEL TS,
20235838 | /\LY—LAL, F40F

A—ZUDEHENILY —LTHENRFE- T4 HE, RELEBELEHENLNITRD
REBEL-, BT, EDRRATY (REDE=HEBZEATIND) EZTDRIE
[CREZMLDE. PA—FOERIZEFHEEZRELz. ANUI FOREIX, &Y
MNEHIBICEOHRBORICEEZF -, LHL. TRIEREN/ILERL. Y ICZIETAEN
MELL. T <CICRKRTIRREIZH o T=,

BEX. R—FUREBN (saf) ERENCEFEMRB & Lo -REZIEINEK (rsh)
DFEVWBHEWTIRE ML LGN, LAL., ZABRSIFERSIKEE, =4
VOMBFHEEREN S, NEBDOARZSIEALRKREATF S,

A—FoE, TPTFOERBTHAFTAIINICEL TS, Fi=, IBEOREDIEEX
BYD27I7VADADELIZENHY ., NILOvEBIZLELSLGL, ThoDHAFFD
REBRZERFHDE, CTFICEFEMEZELSLT A VA, @, I5 X THD. ¢
ERMET ROV AVE—Fa TN IFAVR - T—TDA T A —
- TORKE, [R—VIEERCHEMT, hOBEREBFOERTLHDI £ED.
FBEEIERA, BEFREI—OVNADPEHEKSIHAE]

SNDECAH, MEBEIIEAICRZA S, saf (£, 2019 F & 2021 EDHY—T R —TR—F Y
NDEELDEEFZL L THEAZEEL, TORBIELEZ7ITILIFZEN-TIL- T
NFEMEEZH > TS, BMELHER#GE, DEYDREESEHE2L > THEE
IR LTz, rsf ERAETIELBIEN, TORAFTETHAILNII R - NLFY - 470
(NATAELTHLONTULD) (X, sFRR—FVDEWMEINEFRZEXE LTINS &
EHLNTWNWSE=6H, hMEYDFEEREL TS, KITER., AIAALDEELEKREZR
LT3,

SAHAOKA., 2019 FEICHIREFEEATIL - TIL - NVIILDBLETHRELRARATLERR

ENEIEN-ROBTHOITEIEZ IILN\VFELSEL., ZICREORXKHEE LT
DIE. SO LFEEBEICLDEDE 1=, iiF. BREETHEBRAMEHEELLTES

L. H"EBHEWMBIFITILIICHE2T=0D1H. hEEDEMNTFMELALL, 2T
YOREOR—HFUVEMAR, ¥ 55—k AYZN\S UL, Rsf (FBEAL D [ REBFFR L
B2h1 TIEHEWEIERHT S, TERMITAEELZDE]

NILY—LPFDMDEGFR., $FIZESFILT7—ILTO 3 BREVEREOKER. mE LD

REWTGEBAMZEF > TULVEL, RSFIEEEDOMEEANTEL TLSH., BEDOEE
HIZAYRADLZETHOTWS, R—EUD&MEICKDE, TTEELEALERL
ATL., HEBEZEDLIZEZBRELTVSENS, 4 ADWEZIE, RSFARZHIL =
%, KON SEITFTHL=.

23



NILY—LOTRE., SAFIZEKBERICELOONATIVS, A 1HIZIE. KEORHL
THEET LT LM 3 ADBRATEREL:, EEIC&kDE., COERBITI TIZ 500
ANUEOHEMNETL., SHIZZCDEEENETNDS (RHADOHKFIEHL > EFUVATEE
HNHB) , SEHMBERL S AOBEIZ, 80 FALDHENRA—F U OEEZ# R
BENFEEIND,

RSF &, SAF &Y I EHRTREDHERERLEELHZETHY . ERZECERZKD
BB ZECERDOEERNZHRI A LITAIILE, -, RKEBACEER
ERBXELTWSESE, T2 28, BolEFLSITEHALLOMAD L SIS
HEESTULVZ] &0 NLY—LEEOD rsf AXET HHEDER., 7V—FK - 7TL4A
SAIFES.

RSFIFFHORDHEEMTHAFILT—ILEXEL., COMIEBIZHDH 3 DDEFEEMOD
2352 DEXELTVWADTHS, TILDT=—FTII. RSFIZATET 57 5 T REBkk
REASHDET7 S TRERERBLE-CENORFESRODODERNAFHELI-DOMN D
Lhzgiy,

FAUSNDOHIETIE., FEEETENEEZH > TS, R—FVEREOFEICE L
R—FrRA—=FDBIE, BTFADR—FUENBEBANBELTEY ., BEDHIZ(E SAF
NHERLTIz. NVY—LBEBOHEE L., EHANDVEIMMENTH S, . RET/\
WY —LEBN-REHEBEN TWDEEYE] £EE5.

RSF ITEHIDEEMER ORI ZEET 57 ) SEHRZERMALTLDA, EZEEZXELT
LV D Saf [CK BMEEKREL, TNWILY—LEBIZHLIMEDETEAZ T NTHEL
=1 ESAFDHBETEES. FILT—ILhoDHIEEOESL, ERETHRIESH
EElmaohTWS,

FRlE. ELoMDNT CICTDIRRZITHTE SN E 3N T, SAF L, =L BN
TRELFLEE S -HTEDORERZEFOH. BEMTEAINEITEERN GV, i TH
A= D2, NWLY—LTERLTHAI S EETELGL., RRXOZTERETFI R
ME TALY—LBFLES K ABBOKREEET 5551 EFRITH, TERHFLEW
DRELT FNUT—DFENTITE, Y77 ) DEEHONBARVHIFIZEEND
Lhzgiy,

RSF H&E =, BEICH-ENTLS, BREILAKHR D, BHROBEREICERTE155,
BA—., BRIL-BATEH, FHORBRA— S UDEEEE L TEHEZRLONEES
Do EIT/NILY—LT, 2019 FITRSF, ZEE, FHREEDIEKICK > TITHON#HEBA
DTESMEDERODERZRS>ERISEHODN TS, HOEKROREDITEIE, &
LEILICHENTHIDOTLLAEL, TEREEREZXET D] L7TLKRIEES.

BENRSIKMESI NI, A—F U DEBEENESHET E2NTRED, Z—F Y

24



. ZOELTOELES EAEICEL-EBRMAGIMmMAS, fE, OS7, BRIEZEB 5

A, COMBTHERULBZMENHZ I EEZAONTE-, A—42IE. HRDEBELES
DI 10% I EBT H/NT - FIL - IVEFTHBFEICELIMBEERTALTWS (#X

SH) .

EEEE. BT JEREER (uae) EHYITTIETIR, BEMAMREFRBIRICE
5LTWWS, 12 AIZIX, BEREDRENR—SFUDIEBRFECTEELERIMELHRE
TH560EFILOZHICHNLI-, YOPTISET7ELEBERER. RV —T2—%. 7
IWNVBELESHAOREZRIEL, 30 EBERFILORAEMEITo> -, EHEL0EE. #
SEBIES AT EICHALZBEOFHEVNTWEGWL, YOS TF7ISETIXI TIZ, R—FX
— A UERBALTENTELERFADR— ST AZHEESETIS, I—0Ov/NEF
R, BROBBERAZENTWNDIDI,

LML, BMEZXEMICLTLWADIE. BEREEMREFTOKEDRBEHLZRERE, HKIE
2017 F, A TAVTOHEZZIETH-HIZRFZEMRELE-REYIC, BELHEZF
ZITHR-o1=, FHOKIEZFDER. FIFTEEFRNAD 2 DOERTEFZRERHTE
fzo TNTH, BREDARIE TAA T ICHAILEEBEEFEVOTVS DT TIEELY
L. OQVETREON)— - J7—R—Jz UIFXE S, BEMNIRE > TUE, UAEN
AAY RTF 4 DERKICHKBRZHRITEREVSITERIIE L, EHAoERERIK. E-o
BIZERShDOILHELNAL, FEZFRWVTWS] OHNE Lk, LI OKITERFT
%

O 707 7a—FR>HGEFYHETELZL, TOFERALGBEEBTHLIIIF—- 7
W—TE A—FUDOEFEICEE L. RAZREISETVDHEEDATLS, VLA
JDUDEGBEBMIE, R—FUOREMBITEELET LS L1 &, [7IVh0AY
7] DFEEBEHIAIIIL: SYZEFE D, IBICBEEEMZERTSILEVSIHFER, ER
DI—TE—ICE>THEBLERFIEDORBREEIY L. NLY—LOEEBHEOANKE
ARLWMNSTHD,

A=A 2UDREIE, VET7., VYT AZTAVDEIBREBEESETIIEL L, LH
L. R—=E2EhR727AHEME., F¥ . VET7. BR—FUHE,. BEFHEZD
BEERLS., MOBEOHAIEFEZELTWS, ThETLOEIZIKX,. REOREFE A
MNELZLTHY. ZDELIERSFPZFDSANILERKEN., ESRAMICDHELAY DL H
b, FIZIE. R—=F VDREAMNSFBEZTIF Yy U RAEH->TWLWEEL WS LG
L MEEREER TR—F U DOFAMERKR NS vH—] ZEVNDIRYT - NILFK
(X. T#HELIRSITIERSIKIZE,. NEHOLDNAIEZEA5] LEEL5 5,

FHAOREDEAREERL. A— A ORBARHEXZELTCELEELEZE>IY LY
TFRFEBAYA TR - TIIIILFRENALTL BAEEMENH D, EI—AlF. 75
T TN—=TEDBENYDHZETDER. /NJT7 - NTHIT, HIXTTIC

rsf [CRFOKBEEZ > TS EEHNA TS,

25



FHAOKDrsf &, VETEREOKRKED EXZET H/\7FIILED) ETZERE (na)
X, BEICHALE-TE=, 2019 FIZ(X, VETZDEH LUK ZHET S INA &
XET SO, RSFDEFEMIRESINT: (ZDEE, INAIZUAE DZEDLZITTL
z) o« A=A UORELAFHET S 2 BAl. NITZ—ILEKORBIEIFHOKEDEHKD
f=HIZNIILY—LIZEIFE LT,

NITELEREDEILGXEZLEISIEDL, VETORENEL S 1 AOHBEARRY
H—THAHIIOT FEDBEREHBFTIVLELH D=0, Rsf FHIBREN DM E LN
W R—FUDRIEZNOHIBETHLE IO T ME. TILNFEEND SAF D
BAGXBEETHD. TPTMIR—F U Z2BENZL2REICTARLGLDEEZTE
Y, XRBIECLCHFHORNBIEZIELAT LD EHEN D,

HEMHICIOTREDD Ty MELNRSF DEEEZHEL-CEARESA TS,
S5A1R., FAOREIC T M EEANILY—LDEHNZREL TS EFEH#HL-, T
CTENEDEEREE L TLANITHEN, SAFNERLTLWBDTHNIE, =TT
X SAF ADZIEFRILT HRIEEMENH D, U T FNL—WRFAOIT T4 - TIL -

FX-YKIF, TZTPTFMIRIFEXNHERE] £E5., TOTEMASHEEBELTLS
DIE, A—=F DR RIENETFTDH LT, HEOMHM->TWWDKSIZ)

LM™L. ShUEDHEEFELEEITONEINE LG, FIILT—ILTIEIRERBOEZE
EH-T-EDD, CNETOHEZAH, HEFF 2 DOREZHEOEEICEESNTL
5, 5828, RAFER—F O KHEEOHNT,. SH4BHI L7 BEDEHKICEE
fzo MMFERBSHIELEFESERELH S,

ZFD—AT., NEMGKFFIIBALTWS, NILY—LTIEK, B EKOBRARD L
TW%, BHDOFERFFEAEHEEL TLEL, IHRFORENMHEDRPTEL LD
TW%, THLLEENGTNE R—F U OEE Y - £TEEBRBEZTENSIENAFR -
LI2E, T9RTHEET D] LEFELTLS,

Discussion points for "Sudan’s war is home-grown, but risks drawing in outsiders" and "The
Horn of Africa sits astride key trade routes":
1. What is the current state of conflict in Sudan, and what are its causes?
2. What is the geopolitical importance of Sudan, particularly in relation to the Horn of
Africa?
3. Who are the main players in the conflict, and what are their respective strengths and
weaknesses?
4. What are the potential risks of the conflict spreading beyond Sudan's borders, and what
external actors may be involved?
5. What are the humanitarian consequences of the conflict, and what measures are being
taken to address them?
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6. How does the conflict in Sudan fit into wider regional and global trends, such as the
struggle for control of key trade routes and the influence of external powers in African
conflicts?

7. What are the prospects for a peaceful resolution of the conflict, and what steps could be
taken to achieve this?

Governments are living in a fiscal fantasyland
The world over, they are failing to confront the dire state of their finances
May 4th 2023

Wrangling over budgets is always part of politics, but today’s fiscal brinkmanship is truly
frightening. In America Democrats and Republicans are playing a game of chicken over
raising the government’s debt ceiling. As the drama intensifies, the stakes are getting
dangerously high. Janet Yellen, the treasury secretary, says her department could run out of
cash to pay the government’s bills on June 1st if no deal is struck. Investors are beginning to
price in the risk of what would be America’s first-ever sovereign default.

The political point-scoring also misses a bigger and more enduring problem. America’s budget
deficit is set to balloon as its population ages, the cost of handouts swells and the government’s
interest bill rises. We estimate that deficits could reach around 7% of gdp a year by the end of
this decade—shortfalls America has not seen outside of wars and economic slumps. Worryingly,
no one has a sensible plan to shrink them.

Governments elsewhere face similar pressures—and appear just as oblivious. Those in Europe
are locked in a silly debate about how to tweak debt rules, at a time when the European Central
Bank is indirectly propping up the finances of its weakest members. China’s official debt figures
purport to be healthy even as the central government prepares to bail out a province.
Governments are stuck in a fiscal fantasyland, and they must find a way out before disaster
strikes.
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For the decade after the global financial crisis of 2007-09 falling interest rates allowed
governments to sustain vast debt piles. Although Europe and, to a degree, America took an axe
to public spending after the crisis, by the late 2010s it looked as if they needn’t have bothered.
Long-term interest rates kept falling even as debt rose. Japan’s net debt passed 150%

of gdp without consequence. When covid-19 struck, rich-world governments spent another
10% of gdp; Europe’s energy crisis led to yet more handouts. Hardly anyone worried about
more debt.

Those days of forgivingly low interest rates have now passed. This week the Federal Reserve
raised rates again, to 5-5.25%. America will spend more on debt interest this year, as a share
of gdp, than at any time so far this century; by 2030 the bill will be at an all-time high, even if
rates fall as markets expect. Japan no longer looks so safe. Even though rates there are super-
low the government spends 8% of its budget on interest, a figure that will shoot up should the
central bank begin tightening monetary policy.

Rising rates are squeezing budgets just as pressures to spend are mounting. Ageing populations
mean that by the end of the decade the annual health-care and pension bill in the rich world
will have risen by 3% of gdp. The figure is 2% even in emerging markets, including China, where
by 2035 there will be 420m over-65s. In the West policymakers have yet to deliver on promises
to spend more on defence in light of Russia’s invasion of Ukraine and tensions between
America and China over Taiwan. And the whole world needs more green public spending if it is
to decarbonise rapidly.

All told, the picture is forbidding. Take America’s Inflation Reduction Act, which was supposed
to reduce deficits. Its green tax credits were forecast to cost $391bn over a decade, but are now
expected by Goldman Sachs to cost an eye-watering $1.2trn. Add that and the likely extension
of temporary tax cuts enacted during Donald Trump’s presidency to official projections,

and America is on a path to budget deficits of 7% of gdp, even as the economy grows.

Such looming pressures make politicians’ proposals look wildly unrealistic. The bill to raise
America’s debt ceiling passed by Republicans in the House of Representatives on April 27th
caps spending in 2024 at its level in 2022, and then raises budgets by 1% a year. That may
sound reasonable but it excludes mandatory spending on pensions and health care and ignores
inflation. Exclude defence spending as well and it implies a real-terms budget cut of 27%
compared with current plans.

Germany’s government seems to think that a target of 60% for debt-to-gdp ratios can credibly
apply to places like Italy, which has net debts of more than twice that amount. In Britain the
government makes a mockery of its rules, for example by promising tax rises that are
perennially postponed. A few months of better-than-expected receipts are enough to set off a
clamour for tax cuts among the ruling Conservatives, only months after Britain faced a bond-
market crisis.
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China’s increasing indebtedness is kept off the books in opaque “financing vehicles” used by
local governments. Include everything and China’s total public debts are over 120% of gdp, and
will rise to nearly 150% by 2027, on imf forecasts. Such levels of debt are affordable only
because China has an ocean of domestic savings, kept captive by its restrictions on capital
flows. Public indebtedness means that the government cannot achieve its plan to rebalance its
economy towards consumption and internationalise the yuan.

Politicians need to get real, fast. Public debts are in danger of becoming unmanageable,
especially if interest rates stay high. Every step up in borrowing hampers governments’ ability
to respond to the next crisis. And there are limits to how far spending can be controlled.
Politicians could dial down their promises to pensioners or ensure that their role in the green
transition is not larger than it needs to be. But there is little public appetite for austerity, and
spending is bound to rise as populations age. More defence spending and green investment are
essential.

All this makes tax rises inevitable. And more taxation makes it crucial to raise money in ways
that are friendly to economic growth. Britain’s under-taxation of posh houses is scandalous;
America lacks a value-added tax and China sorely needs its long-promised property tax. Carbon
emissions should be taxed sufficiently everywhere, which would also encourage the private
sector to invest more in decarbonisation and thereby reduce the need for public spending to
that end.

Leaving fiscal fantasyland will be painful, and there will undoubtedly be calls to put off
consolidation for another day. But it is far better to make a careful exit now than to wait for the
illusion to come crashing down.
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Discussion points for the statement "Governments are living in a fiscal fantasyland. The world
over, they are failing to confront the dire state of their finances" are as follows:

1. The political point-scoring and brinkmanship of governments over budgets are causing
concern. America, for instance, is embroiled in a game of chicken over raising its debt
ceiling, which could result in its first-ever sovereign default.

2. The fiscal deficits of countries are set to balloon due to ageing populations, increasing
handouts, and rising interest bills. These deficits could reach around 7% of GDP a year
by the end of this decade, which is shortfalls America has not seen outside of wars and
economic slumps.

3. Governments are failing to address their dire financial state, and no one has a sensible
plan to shrink their deficits. Governments elsewhere face similar pressures and appear
oblivious to the problem.

4. Low-interest rates sustained vast debt piles in the decade after the global financial crisis
of 2007-09. However, these forgivingly low-interest rates have now passed, and rising
rates are squeezing budgets just as pressures to spend are mounting.

5. Rising interest rates are squeezing budgets just as pressures to spend are mounting.
Ageing populations mean that by the end of the decade, the annual health-care and
pension bill in the rich world will have risen by 3% of GDP. The whole world needs more
green public spending if it is to decarbonize rapidly.

6. Politicians' proposals to reduce deficits appear wildly unrealistic due to the looming
pressures. Every step up in borrowing hampers governments' ability to respond to the
next crisis.

7. The governments need to get real, fast. Public debts are in danger of becoming
unmanageable, especially if interest rates stay high, and there are limits to how far
spending can be controlled.

If Turkey sacks its strongman, democrats everywhere should take heart
After 20 years of increasingly autocratic rule, Recep Tayyip Erdogan risks eviction by voters
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Beneath the Topkapi Palace in Istanbul, home to the Ottoman sultans, a monument to another
imperious leader has been on display. The Anadolu, Turkey’s first domestically built aircraft-
carrier, was ordered into the Bosporus last month, as the country prepared to vote in an
election on May 14th that is the most important anywhere in the world this year. By showing
off the warship, which is making a campaign tour of the coast, President Recep Tayyip Erdogan
hopes to fire up patriotic voters. But his charisma, grand gestures and giveaways may not be
enough. The man who has ruled Turkey since 2003, in an increasingly autocratic style, could
face defeat.

As we report, the election is on a knife-edge. Most polls show Mr Erdogan trailing by a small
margin. Were he to lose, it would be a stunning political reversal with global consequences. The
Turkish people would be more free, less fearful and—in time—more prosperous. A new
government would repair battered relations with the West. (Turkey is a member of nato, but
under Mr Erdogan has been a disruptive actor in the Middle East and pursued closer ties with
Russia.) Most important, in an era when strongman rule is on the rise, from Hungary to India,
the peaceful ejection of Mr Erdogan would show democrats everywhere that strongmen can be
beaten.

Start with Turkey itself, a middle-income country of 85m people at the crossroads between
Asia, Europe and the Middle East. Like autocrats the world over, Mr Erdogan has cemented
himself in power by systematically weakening the institutions which limit and correct bad
policy—and which his opponents, a six-party alliance with a detailed plan for government,
promise to restore.

Of the many bad consequences of barely constrained power, Mr Erdogan’s economic policies
hurt ordinary Turks most. He sacked three governors of the notionally independent central
bank in two years, made his incompetent son-in-law finance minister, and has since obliged the
bank to run an absurdly loose sugar-rush monetary policy. This has kept growth fairly solid, but
led to inflation that peaked at 86% last year and is still well over 40% (according to official
figures, which may not be reliable). Voters grumble that the price of onions has risen ten-fold in
two years.

If the opposition’s candidate, Kemal Kilicdaroglu, wins the presidency, he has pledged to restore
the bank’s independence and bring inflation down to single figures; that, with luck, would also
reverse the collapse in foreign investment. But it is not just the economy that will need fixing.

Democracy has been on life support, too. Like so many other strongmen, Mr Erdogan has
neutered the judiciary, via a tame legal-appointments board. He has muzzled the media, partly
through intimidation, and partly through the orchestrated sale of outlets to cronies, another
common ploy. He has sidelined parliament, via constitutional changes in 2017 that gave him
discretion to rule by decree; Mr Kilicdaroglu promises to reverse this. Mr Erdogan’s prosecutors
have intimidated activists and politicians with trumped-up “terrorism” charges. Turkey’s
political prisoners include the leader of the main Kurdish party—the country’s third-largest,
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which is threatened with a ban. The (opposition) mayor of Istanbul faces prison and a
prohibition from politics. Former government heavyweights are scared to criticise the
president, demanding anonymity before discussing him in whispers. All this will get worse if Mr
Erdogan is re-elected, but rapidly improve if he loses.

An opposition victory would also be good for Turkey’s neighbours, and of huge geopolitical
value to the West. Turkey these days is almost completely estranged from the rest of Europe,
though it is still, nominally, a candidate to join the eu. That may never happen—but a President
Kilicdaroglu pledges to honour the judgments of the European Court of Human Rights, and to
start to release Mr Erdogan’s political detainees. Europe should respond by reviving a long-
stalled visa programme for Turks, improving Turkey’s access to the eu’s single market, and co-
operating more closely on foreign policy.

With the strongman gone, Turkey’s rift with nato should start to mend. Its block on Sweden’s
accession to the alliance would be lifted. Relations with America, poisoned by Mr Erdogan’s
cosying up to Vladimir Putin and attacks on Kurdish forces in Syria, would improve. However, a
new Turkey would maintain Mr Erdogan’s policy of walking a tightrope over Ukraine. It would
keep supplying Ukraine with drones, but not join sanctions against Russia; it relies too much on
it for tourists and gas.

More important than any of this is the signal an opposition victory would send to democrats
everywhere. Globally, more and more would-be autocrats are subverting democracy without
quite abolishing it, by chipping away at rules and institutions that curb their power. Fifty-six
countries now qualify as “electoral autocracies”, reckons v-Dem, a research outfit, up from 40
near the end of the cold war. The list could grow: Mexico’s president, Andrés Manuel Lépez
Obrador, has been trying to undermine the country’s judiciary and electoral authority.

A beacon to the oppressed

If Mr Erdogan loses, it will show that the erosion of democracy can be reversed—and suggest
how. Democratic opposition parties need to recognise the danger and unite before it is too late.
In India a fragmented opposition has allowed Narendra Modi, a strongman prime minister, to
become dominant with 37% of the vote. Now the main opposition leader faces jail. The
situation in Poland is less grim, but its opposition, too, has thrown away election after election
against the populist ruling party.

The Turkish opposition Nation Alliance has already done much better than this. Mr Kilicdaroglu
may be a little dull, but he is a dogged creator of consensus and charmingly humble; the
opposite of his adversary. If he were to win, it would be a huge moment for Turkey, Europe and
the global struggle for genuine democracy. Mr Erdogan did some good things in his early years
in office, but the steady accumulation of excessive power clouded his judgment and his moral
sense, as it tends to. We warmly endorse Kemal Kilicdaroglu as the next president of Turkey.

FMLOAEAZBZHEEINE., ECOEROREFEFILRET HET
BB LEREREARDIZ20FH%R, LoV T - 349 T - T FAVIEHEEEICKDIL

34



LiREZEONDERIELDH D,

FRARUFEEDRLE UIMEATW AR T—ILDO FTHTEBROMTIZ, £5—
ADBHEHHIEEEDREZTELARREINATWNS, MLIYOEEZR 71 FL] F5x
A. RARSRABIRIZAELT=, Ch(F, SEEHRTHRLEEZELGEFETHS5A 148
DERFIZATT, MLIABNERFLTWV -2 DTHS, COEBEZREULANT LT,
RERBEHGFOLDz YT - 344y T - TIL R ORKRBEIEBEELORNEEEE
BEVWIEL5EEZTNS, LML, BODYATHE, HXBEDAFv—, YRR
WEF TR TIEGLDE LA, 2003 FLIE, FTFITHRBMEXE2S4ILTH
WAZXELTEEBE, BEICERET 5501 Ly,

MEINTWNDESIT, BEEFXIVXVDODKRTHD., - ELIILFTURNARIETH
X, HRMEEENEZEF OERNLEBUANTEREIE 51255, MLODARIEZEY R
HIZHY., BHOAELHY, PATIYBIMGEFTEZELIIENTEDSESS, HIK
X, BRZEELORORODEREEET 555, (MLaIXIKRTEEFOMEE
(NATO) [CHIBBLTWWAM, TIFFUERDY E T, PERTHIENLZTEHEZEY.
A7 EDBRELRERZERLTWND) . RIFELGI LI, NoH)—MhBA 2 FFE
T. BEBUANBELTLARRICENT, TIF7UVREFFNMICEBLNET Z &I,
BIEEIIREAILENWSZEEFEZDEMOREEEREFICHLRT ZLIZHS,

FLOlEZAO 8,500 AADHFFET, 7V7., A—AY/N, FEORXRERIZHEL T
W3, HRAPOMEE LR, TILFT7UKIE, BRFFHIRLIIET 55 E B8R0
BARMESELCLTIENZEO. — AT, TORMBATHLIFMLTBHETEZHFD6
SESIE. TOREEHNERL TS,

AIZIEEAEFHNNGNW S ENE 0T ZLDENMERDOB T, TILFT7 VEROEER
BRIE—BRDO MILOAZRIEBELO, HIZ2 FEBT3 ADOHIL L-hRIBITOHRE

#JEICL, BEEGBREZUHBREICEG L., TALE, PRBITICIIERERZEON
SYFERMBENEHFITONATINDS, ZD=H, REREIMGYBRAICHEBLTLS
N, A1V LUERIHEEE—I T86%., BEDL 40%ZE(EXEIMNBA TS (ARXFERIC
&b, EETELVEFENMBLAGLD) . FTRFTOEEN2ETI0EIZEE -1
L. BEZEILSFBDEN LA > TN,

BRIEFMOTIIL - YO FOTUAKRKEICHET L, RITOMIMZEEL., 1
VILERZIMITTHFR2EAHLTEY ., EXRITNAIE, HEREDELAALEE
$5E55, LL., BENBELGOITREEL T TIHE,

REFELF-, EHFREICOGANM TS, tHDZ < DEERR, TILFT7 VK
X, FIREDEBEESZRLTRERZENE Lz, ATAT7ZHLADH, TO—EIF
BHIZE 2T, FE—MEIRYESADHEBHNGTENIZEL>T, ThI X< HSHFOAT
HBo 2017 FOFEHRIET, KIHERICEHMODREEETESAT-_LT, BRZTE

35



MITBLITHo=A, FVIFOTILREINEZBT EMNERLTLNS, TILFTUR
DIREEX, THoHLEHFD 70 BRTEHROBUARZBEL TEf=, MLIDBUA
LICE, BRAEIMDIILFABREDRELEENTE Y., EROBHKICS SN T

Wb, 1 R2T—L0 (FR) mRIE, AFEHEBAESHORILICERL TS, Tt
BFDEBELEIRFEZRHT L EZBN, EREERLTUVEVEETKRIRHAEIS
DVWTELTWS, TILFT7UVRABESANIE, O LEKREEHICELESTSES
SH. BANEREIZHRET b,

FRABAITNE., FLODEFEERICE S THLFHETHY .. BRKIZE->THHEE
MICKELEMELAH S, FLOFTHEE. 3—O v/ \OMOEL EIXIFEAEBHRICHE -
TWahA, FELITFELEEU~OMBIEHETHS, LML, F) o540 FILKHEKE
(X, BN AERHIFTOHRZEEL, TIL K7 U ERAHE L TULSEBGEILD B % BtA
THZEEXFHNELE, BMIE, BRSO HE T MLIOABIFOESYTOS S LEEE
S, FMLODORINE—TFIZEADT7 IR EHEL. ARXRBERTLYBRFICIHNT S
L TRIET BDRET,

BEENNVELC -2 ET, ML LI KRFEFEEHBEE (NATO) DEIXIBE IR
HBIETE, RAoxz—ToORIEMBIZH T HELEELEBBREINDEZAS, TILFTUK
MT—FUOKBBIZTYEFY., DUTDIILRABHERELECETERZEXSEXT
WETA)ADEDEBREBEINDTZAS5, LML, FTLWLWMLIOWEK, D954 F%H
COTHIEYZELTWLWAIILF T UVRDBREHMIFT 51255, VIS4 FITEAEE
BB LRTBEASD, HASTHRIRIZEMOSEWESS, BAFLAREODTIC
KELIETWLWBHDEND,

CD&EIBIELYVIEELGDIE. HFROBFIHNERFTOREEFEEICEL I FILT
Hd, HRTIEH., FITFTEZLOHMEBEFERMEN. EHZMHITHIL—IILOHEZEIY.
REFEZELTLHI LG, REFZEHIREL TS, AEEHD v-Dem IT&N
(X, JRE 56 hEN NERICLIMBER] LRBEINTHY ., FERERFD 40 HE
MoEMLTLS, COVRMIZSHICIEEZSAEEENHD . AFODT7URL
A +IXI)L- ARR - FTZ5 F—)LK#EIE. REOREL EZEZHBRELEIELD
ELTW3,

Elfohni= AR DEEZ
HLLILR7UVRBBANGE. REFEORBEZET ENTEDHILEZRL. TDA
FZETRBTHEICHDS, RERDOHRIE., FENICHSRIICERERML. BfET S
HERH D, 412 FTIE, BRADHEL TV =1=-0HIZ, BRIEMLTEHETHIFTLUFR
S ETADVUDEBERTERICIIDIENTE, 5. BROTELIEEENT
BATICAASELTWS, R—Z 2 FOKRRIFEFNIZFEFELLIELGEVD, AETEHR
FRELIYR FDERIZH L THEEZRLZEBELTLS,

FLaDEHR TERES] . §TICCNEYT2EBLMERZHLTLWS, ¥4

36



OJIVKEDLEVNAL LGNS, B ETICEEZHRAL., ETHHRET, Wi
EREFERMTHAD. & LESHERITAIE Lo, 3—Ov/ ZLTEOREE
HEROHERMLGEWNCE ST, KELGHEFELLDES5, T T UVRIEE, #E
HRMFIRNCEH LTW A, BRIGENDERLGEEN. TOHMNEEBDEEDS
BEDTHD. FlzblE. FLIDRPRKBEE LTI - FUIIOTLEZHT

Do

Discussion points for the article "If Turkey sacks its strongman, democrats everywhere should
take heart":
1.

The potential consequences of Recep Tayyip Erdogan's defeat in the upcoming Turkish
election.

The negative effects of Erdogan's autocratic rule on Turkey's institutions, economy, and
democracy.

The promises of the opposition party, including restoring the independence of the
central bank, fixing the economy, and reversing the erosion of democracy.

The geopolitical implications of an opposition victory, including improved relations with
the West, renewed cooperation with NATO, and increased access to the EU's single
market.

The broader significance of Erdogan's potential defeat as a signal to democrats
worldwide that autocrats can be beaten and democracy can be restored.

The importance of opposition parties uniting and recognizing the dangers of the erosion
of democracy in their respective countries.
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Grab that cash

Wealth from crony sectors
By country’s democratic status
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The 2023 crony-capitalism index
War, tech woes and cock-ups have pummelled certain plutocrats
May 2nd 2023

Over the past 20 years, Britain’s capital was so welcoming to oligarchs that it became known
as “Londongrad”. Many bought mansions from Highgate to Hyde Park; a couple bought into
football clubs. After Russia invaded Ukraine in February last year, 48 oligarchs were placed
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under Western sanctions. The immense wealth of many of Vladimir Putin’s associates highlights
the problem of crony capitalism and why more should be done to combat it.
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According to the latest instalment of our crony-capitalism index, which first estimated how
much plutocrats profit from rent-seeking industries almost a decade ago, crony capitalists’
wealth has risen from $315bn, or 1% of global gdp, 25 years ago to $3trn or nearly 3% of

global gdp now (see chart 1). Some 65% of the increase has come from America, China, India
and Russia. Overall 40% of crony-capitalist wealth derives from autocratic countries and
amounts to 9% of their gdp. There are hundreds of billionaires around the world whose riches
are largely believed to derive from sectors which often feature chummy dealings with the state.
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The way we estimate all this is to start with data from Forbes. The magazine has published an
annual stock-take of the world’s wealthy for nearly four decades. In 1998 it reckoned that there
were 209 billionaires with a total worth of S1trn, equivalent to 3% of global gdp. This year the
publication details 2,640 billionaires worth $12trn or 12% of gdp. Most of those listed do not
operate in rent-seeking sectors. Adjusting for rising prices—S1bn in 1998 is now equivalent to
$3.3bn—there are 877 billionaires (at 1998 prices) with a collective worth of $9trn.

We classify the source of wealth into rent-seeking and non-rent-seeking sectors. An economic
rent is the surplus remaining once capital and labour have been paid which, with perfect
competition, tends towards zero. Rent-seeking is common in sectors close to the state,
including banking, construction, property and natural resources. It can sometimes be possible
for rent-seekers to inflate their earnings by gaining favourable access to land, licences and
resources. They may form cartels to limit competition or lobby the government for cosy
regulations. They may bend rules, but do not typically break them.

Russia is, once again, the most crony-capitalist country in our index (see chart 2). Billionaire
wealth from crony sectors amounts to 19% of gdp. The effects of the Ukrainian war are clear,
however. Crony wealth declined from $456bn in 2021 to $387bn this year. Only one-fifth of
Russian billionaires” wealth is derived from non-crony sectors, which shows just how distorted
the economy is.

In March last year, the g7, the eu and Australia launched the Russian Elites, Proxies and

Oligarchs (repo) Task Force to “isolate and exert unprecedented pressure on sanctioned
Russian individuals”. A year later it announced that it had blocked or frozen $58bn of assets.
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But repo admits that in some cases oligarchs have found it easy to evade sanctions by using
shell companies, passing assets to family members or investing in property. Wealth is
increasingly stored in manicured lawns and marble columns.

ZA 1) 7L E (REPO : Russian Elites, Proxies, and Oligarchs)

Pressure on the oligarchs comes from Russia, too. In March Mr Putin chastised them for
becoming “dependent on foreign authorities” by hiding their assets offshore. Mr Putin is a
hypocrite. By one estimate he has stolen more than $100bn from Russia—which has helped pay
for a compound on the Black Sea estimated to cost $1.4bn and a $700m yacht impounded by
the Italian authorities last year. But he is not on the Forbes billionaires’ list.

Our index illuminates other trends among the mega-wealthy. Many of America’s 735
billionaires have been hit by the crash in tech stocks last year; three-fifths of global tech-
billionaire wealth originates there. The country’s nasdaq composite, a tech-tilted index, lost
about a third of its value between November 2021 and December 2022. We reckon American
tech billionaires saw their riches decline by 18%.

Overall crony-sector wealth amounts to around 2% of gdp in America, whereas non-crony-
sector wealth is 15%. But tech exhibits some crony characteristics. America’s 20 biggest tech
companies raked in half of all the industry’s sales in 2017, making it the country’s most
concentrated sector. Tech firms are among the biggest lobbyists in Washington, with eight
firms collectively spending $100m last year. Reclassify tech as a crony industry in our index and
America’s crony wealth increases to 6% of gdp.

Meanwhile, Chinese billionaires continue to struggle with the vagaries of their government.
Since Xi Jinping launched a crackdown on private capital, crony wealth has fallen sharply, from a
peak of 4.4% of gdp in 2018 to 2.5% now. Tycoons of all stripes operate only with the consent
of the state. In 1998 there were just eight billionaires in the country (including Hong Kong and
Macau), with a total worth of $50bn. Now its 562 billionaires command S2trn.

By our measure crony capitalists account for about one-quarter of that total. A recent working
paper published by the Stone Centre on Socio-Economic Inequality, part of the City University
of New York, finds that between 83% and 91% of corrupt senior officials were in the top 1% of
the urban income distribution because of their illegal incomes. Without that money, just 6%
would be in that bracket.

Since Mr Xi came to power in 2012 over 1.5m people have been punished in an ongoing anti-
corruption drive. High-profile tycoons also face more scrutiny. When Jack Ma, a co-founder of
the tech giant Alibaba, disappeared in late 2020 after criticising the authorities, he was worth
nearly $50bn. He recently re-emerged worth half of what he had been. Bao Fan, a billionaire
banker, was whisked away in February to help with an investigation. He has not been seen
since.
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Official talk of “common prosperity” has created a cottage industry for getting money out of
China. Singapore is a prime destination for it. In 2019 the country had just 33 Chinese family
offices—firms which manage a family’s assets. There were perhaps 750 by the end of 2022.

"cottage industry"MEE L L TIE, BIZRAE—ILEDSRREWVWSDTIHEL., TTEFD
KOBEDRADNKIL L Z S BRFROLBEZ LV S23DNH>T., TIIZE->N D &
SHETESEIIZTRELBOHEEOIBEDRR, EWLWSEDORHBILSICBHNET,
RAHOES KRR LEEVMEZTERL

India’s leader, Narendra Modi, has favourites among the country’s corporate captains. Over the
past decade, wealth from crony-capitalist sectors has risen from 5% to nearly 8% of its gdp.
Gautam Adani, the owner of the conglomerate of the same name, was briefly the world’s third-
richest person in September. But in January his company was accused of fraud and stockmarket
manipulation by Hindenburg Research, an American short-seller. It denies all accusations. His
wealth has fallen from $90bn to $47bn.

Don’t take a slice of my pie

What happens when cronyism gets completely out of control? If elites so enrich themselves
that they impoverish a country, a “kleptocracy” forms, declared Stanislav Andreski, a Polish
sociologist. He warned against such regimes and their effects in the late 1960s. It has taken
more than 50 years for Western countries to heed him.

Identifying kleptocracy is more art than science. Our findings correlate only somewhat to
indices of democracy and corruption. And in any case, at what level does corruption destroy the
functions of the state? usaid, America’s agency for international development, issued an 84-
page “dekleptification” guide last year. After studying 13 countries including Brazil, Malaysia
and Ukraine, it recommends breaking up corrupt monopolies and digitising ownership
registries, among other important measures.

America is also trying to whip up international fervour for a crackdown. In March it hosted its
second “summit for democracy”. Seventy-four countries representing two-thirds of

global gdp declared that, among other things, they would work to “prevent and combat
corruption”. Russia and China were understandably missing. Brazil, Indonesia and South Africa
were among those less understandably so.

At the summit Janet Yellen, America’s treasury secretary, pointed out that “kleptocrats launder
kickbacks through anonymous purchases of foreign real estate”. So starting next year America
will require firms formed or operating in the country to reveal their real, or “beneficial”,
owners. Another 36 countries have signed up to America’s declaration to make concealing
identity more difficult. But transparency is not a silver bullet. Last year a new law in Britain
required foreign businesses that own property assets to register themselves and disclose their
true owners. A report in February by an anti-corruption watchdog found that the owners of
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52,000 of the 92,000 properties subject to the new rule remained undisclosed. Shady owners
skirt rules and registries often lack the resources to police them.

America also frets about “golden” visas, which sell citizenship for a chunk of cash. Five
Caribbean tax havens sell passports which provide visa-free travel to around 150 countries for
$100,000-150,000 each. Britain’s tier-one visa scheme, launched in 2008, gave permanent
residency within five years to foreigners who could prove they had £1m ($1.25m) to invest in
British bonds or shares. It closed a week before the war in Ukraine started because of fears
about Russian money (talk about closing the stable door once the thoroughbred has bolted). Of
the 13,777 visas issued, a fifth went to Russians (including ten to oligarchs now under
sanctions), a third to Chinese.

Back in London, a warning lies in Highgate cemetery. There you can find the grave of Alexander
Litvinenko, not far from oligarch mansions (and also Karl Marx’s tomb). He was murdered in
2006 by Russian agents with a dose of polonium-210 after making lurid allegations about Mr
Putin’s circle. Litvinenko is buried in a specially sealed lead-lined casket to prevent radiation
leaking out. Now Western authorities need to prevent hazardous assets seeping into their
countries.

DP1: If not illegal, what is inherently wrong about crony-capitalism?
DP2: It seems that war and governments are trying to curb crony-capitalism, do you think that
the current efforts are sufficient?
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The article discusses the issue of crony capitalism and how the wealth of plutocrats has
increased over time.

The crony-capitalism index estimates the wealth of billionaires who profit from rent-seeking
industries.

Forbes data is used to estimate the wealth of billionaires and classify the source of their
wealth into rent-seeking and non-rent-seeking sectors.

Rent-seeking is common in sectors close to the state, including banking, construction,
property and natural resources.

Russia is identified as the most crony-capitalist country, with billionaire wealth from crony
sectors amounting to 19% of GDP.

The effects of the Ukrainian war are reflected in a decline in crony wealth from $456bn in
2021 to $387bn this year.

The Russian Elites, Proxies and Oligarchs (REPO) Task Force has been launched to isolate and
exert pressure on sanctioned Russian individuals, but some oligarchs have been able to evade
sanctions.

Many of America's tech billionaires have been hit by the crash in tech stocks, resulting in a
decline in their wealth.

Overall crony-sector wealth amounts to around 2% of GDP in America, whereas non-crony-
sector wealth is 15%.

The article concludes with a discussion of how tech exhibits some crony characteristics.
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USAID is changing the way it tries to do good in the world
The goal for the agency is to put itself out of business
May 4th 2023

Rajiv shah, a former head of the United States Agency for International Development (usaid),
took his team out for drinks to celebrate their hard work in the immediate aftermath of the
Haiti earthquake in 2010. Mr Shah footed the bill himself. Funding at usaid didn’t stretch that
far. But in a cordoned-off area of the bar he spotted a usaid contractor hosting a similar
celebration. They were enjoying food and drinks—on the government’s dime.

It is tales like this that convince American taxpayers that aid funding is squandered. America is
relatively stingy, given the size of its economy. Total official development assistance in 2022
was just over 0.2% of gross national income. But that is enough to make the country the world’s
largest donor, ahead of Germany and Japan. usaid, the arm of the government that is
responsible for dishing out much of that funding, committed $32.5bn last year, a figure that has
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climbed markedly over time (see chart). As Joseph Nye at Harvard University puts it, investing in
poor countries is a way to both win over foreign governments and “engender a sense of
gratitude” towards America. “One shouldn’t neglect the fact that aid has a hard-power
dimension as well as a soft-power dimension,” says Mr Nye.

But usaid’s work doesn’t always make America look good. The agency is derided for putting
bureaucratic process before real progress. Only a handful of big organisations can handle

vast usaid awards and the onerous reporting requirements they come with. A study of three
years of the agency’s spending published in 2019 found that over 40% of awards achieved, on
average, just half the results intended. Its work in Haiti has become a symbol for waste in the
aid industry. A $124m programme to build an industrial park created a tiny portion of the
expected 65,000 jobs and booted hundreds of farmers off their land. Plans to expand a nearby
port failed, though usaid shelled out $72m on it.

Thanks to the war in Ukraine and the covid-19 pandemic, which have spurred aid spending (see
map), the agency is in the spotlight. Lawmakers from both sides of the aisle are pushing it to be
more efficient and innovate. And the current usaid chief, Samantha Power, a Pulitzer prize-
winning historian of genocide and former ambassador to the un, is hanging her reputation on
plans to overhaul the agency. “l don’t want to exaggerate the degree to which we can snap our
fingers and shift the way we do business or the shift in mindset that this entails,” she says. Still,
two years into her term, efforts to cut red tape, hire more staff and open the door to new
partners suggest a shift is, indeed, under way.

Aid and a bet

To understand usaid, start from its beginning. The agency was set up by President John F.
Kennedy in 1961 to bring America’s foreign assistance under one umbrella. There was never
any pretence of altruism. usaid is obliged to use American suppliers even when they are vastly
more expensive. The goal, as Maura O’Neill, a former innovation chief at the agency, puts it,
was to “catalyse more South Koreas and less North Koreas”. In the 1990s talk of waste mounted
and calls to abolish the agency, led by Senator Jesse Helms, grew louder. The workforce was
slashed by 30% between 1995 and 2000. The agency still sees itself as rebuilding from that
nadir.

At that Washington bar Mr Shah put his finger on the root of usaid’s inefficiency: its stratified
way of operating. As at most aid agencies, its staff design projects but don’t run them
themselves. Its funds generally go to big international organisations, including un agencies,
international non-profit groups and private-sector contractors. A handful of firms in the
Washington area, like abt Associates, Chemonics International and Palladium, have been
nicknamed the “Beltway Bandits” for their ability to grab government funds. These
intermediaries then identify organisations doing good work on the ground, and hand out
money via layers of subcontracts, grants and other awards. usaid staff get involved in
monitoring that work.
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For an agency that has Congress breathing down its neck, using middlemen is a way to reduce
risk. usaid partners have to fill in environment evaluations, gender assessments and myriad
other bits of paperwork in return for taxpayers’ money. Its partners have legions of lawyers and
book-keepers to meet the rules. These intermediaries take the blame if projects go wrong.
What they offer is “compliance as a service”, says Prashant Yadav at the Centre for Global
Development, a think-tank.

But this is an expensive way to do good in the world. Data from the Share Trust, a non-profit
group, suggest that aid agencies could save 32 cents of each dollar they spend through
overhead and salary costs if they used local intermediaries.

Across the globe, aid agencies are trying to hand more money directly to local groups, an effort
known variously as “localisation” and “decolonising aid”. In 2016 donors and aid organisations
struck a “grand bargain”, vowing to provide 25% of global humanitarian funding to local
responders by 2020. Yet that target was missed by a wide margin.

It is impossible to put a number on usaid’s performance versus other aid agencies, says Raj
Kumar of Devex, an aid-focused news group: the data are too patchy. But Mr Kumar says the
Swedish and Norwegian governments have historically been considered leaders in the quality of
aid delivery, including localisation. Countless aid workers say usaid stands out for being the
hardest agency to work with.

Successive American administrations have pushed for more localisation. Under President
Barack Obama the agency set a target (which it missed) of handing 30% of funding directly to
local groups by 2015. In the Trump era, the “Journey to Self-Reliance” strategy justified
localisation as saving taxpayers’ money. For the current administration, says Donald Steinberg,
a usaid veteran now leading the localisation push, it is a way of “changing the power dynamics”
and recognising that local groups are best placed to solve local problems. Ms Power has set a
goal of directing 25% of usaid funds to local organisations by 2025.

There is a long way to go. Publish What You Fund, a campaign for aid transparency, had a crack
at analysing usaid funding between 2019 and 2021 in ten countries, including Haiti, Jordan and
Kenya. It reckons that between 6% and 11% of country-level spending goes directly to local
groups, depending on how you define “local”.

Power shifts

In a bid to push that figure higher, usaid is changing the way it works in three ways. First, an
organisational reboot is under way. To give staff the time to seek out new partners, usaid has
asked Congress to increase its staffing by 38% by 2025. On average, a usaid contract officer
dished out $77.6m a year over the past five years, more than five times the average at the
Department of Defence. With less pressure to get money out of the door, many could
experiment with new organisations that can handle only small sums.
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Second, the agency is making itself more accessible to small, faraway organisations. Piles of
paperwork are off-putting. In a survey of small and medium-sized development firms by Unlock
Aid, a campaign for foreign-aid reform, one-third said they avoid taking usaid funding as a
result. Adeso, a Nairobi-based humanitarian group that was handed a usaid project, ended up
tangled in audits and disputes with the agency that took their toll on the organisation. usaid is
trying to put an end to all that. A new website, workwithusaid.org, provides online courses to
help small organisations bid for awards and connects usaid partners with one another.

Third, usaid is shaking up its relationship with big intermediaries, like the Beltway Bandits.
Christopher Hirst, the ceo of Palladium, says the firm faces growing pressure to go into
partnership with local organisations on usaid projects and train them to work directly with the
agency.

Yet there is only so much usaid can do without reforms by Congress. In some missions, as much
as 90% of spending is driven by “earmarks”, legislative provisions that direct spending to a
particular place. The rules on procurement stretch to over 2,000 pages. Asked in a survey in
2017 to choose the top three things that hold them back in their daily work, 63% of usaid staff
pointed to endless approvals and clearances required to get anything done.

Change is possible. In corners of usaid greater risk has led to good results. The President’s
Emergency Plan for aids Relief, a $100bn project reckoned to have saved 25m lives since 2003,
upped the share of funding it hands directly to local groups from 32% in 2018 to 53% in 2021.
Development Innovation Ventures, co-founded by a Nobel economics laureate, Michael
Kremer, is a sort of venture-capital fund within usaid. An evaluation of its early investments
found that it yielded at least $17 in social benefit for each dollar invested.

Reducing red tape and cutting out the middlemen is something lawmakers on both sides of the
aisle should be able to support. As Gayle Smith, another former administrator of usaid, puts it:
“Development isn’t something you do to people, it’s something people do to themselves.”
Better to fund local communities directly than private contractors in Washington who spend
public money on costly overheads—and boozy celebrations.

DP1: Do you think the USAID's new power shift will work?
DP2: What are the challenges / obstacles for localization?
DP3: How should those challenges be addressed?
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This article discusses the United States Agency for International Development (USAID) and its
role in foreign aid. The discussion points include:
e The goal for USAID to put itself out of business and how it is working to achieve that
goal.
e The criticism USAID faces for its bureaucratic processes and its inefficient use of funds.
e The history of USAID and how it was set up to bring America's foreign assistance under
one umbrella.
e The stratified way USAID operates, using middlemen to reduce risk, and how this is an
expensive way to do good in the world.
e Efforts to hand more money directly to local groups, known as "localisation" and
"decolonising aid," and how this is a challenge that USAID and other aid agencies are
trying to address.
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Firm opinions

“How important or unimportant do you

think it is for Britain to have a monarchy?”
Britain, % responding “very important”, by age group
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Source: National Centre for Social Research

Britain crowns Charles Ill its new king
A celebration of scones, jam, chrism and carriages
May 4th 2023 | TRAFALGAR SQUARE

On may 6th, in London, a man will be given a hat. He has never seemed that keen on this hat.
At the age of 20, King Charles |ll described the realisation he would be king as dawning upon
him “with the most ghastly inexorable sense”. His predecessors were little keener. King Edward
VIl described kingship as “an occupation of considerable drudgery”; King George VI awoke on
the morning of his coronation with “a sinking feeling”. Britons themselves seem similarly
nonplussed. According to YouGov, a pollster, almost half say they are unlikely to watch the
coronation, yet everyone has been talking about it for weeks.

The coronation, as the royal website explains, is “a solemn religious ceremony”. The reminder is
needed, for the list of those participating this weekend includes people with such titles as the
Rouge Dragon Pursuivant, the Rouge Croix Pursuivant and the Portcullis Pursuivant. It involves a
Garter King of Arms and people with titles so antique that their adjectives appear to be on
back-to-front (the Lords Spiritual and Temporal of this realm). It involves beadles, heralds,
princesses, kings, queens and His Most Godly Beatitude Theophilos Ill, Patriarch of Jerusalem
and All Palestine. There are “Game of Thrones” episodes with more sober cast lists.

BERE (College of Arms X [& Heralds' College) [&. HERUVREFEE - HiIEL. 1
G52 F, Dz—)LARUVITZAIILS Y FOERRICHE-GEHEEZRET M. BED
FROMIZFIREIEROHETH S, HERE. A XTI RAEEIISWEIZET S
ERZZEE SN -NEDERTHIBENEENORIEATHY ., A VTFVFEY

Fry—r3tHMASMD 1484 F 3 B 2 BEHDEFKICKYERRIINT =,

=207 bOMBIE, ERMEBELERLABGATILT Y - Ny DICHXT B,
o JIL—= 2 kL /N\—J7 >k (Bluemantle Pursuivant of Arms in Ordinary)
o R—FAHYR /8= J7 >k (Portcullis Pursuivant of Arms in Ordinary)
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e J—Pa =407 - /8= 7 2 b (Rouge Croix Pursuivant of Arms in Ordinary)
e JL—Pa - K532 - /38— )7 > b (Rouge Dragon Pursuivant of Arms in
Ordinary)
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R—bkHY R = 8—2 57 2 |k (Porteullis Pursuivant of Arms in Ordinary)

I—2a - 587 - x—2 57 2 b (Rouge Croix Pursuivant of Arms in Ordinary)

I—2a - K532 » /8= %) 7 > b (Rouge Dragon Pursuivant of Arms in Ordinary)
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DS LVR X245 - T - 7—L X (Clarenceux King of Arms)

y SR

JAA&&FIVAA— X245 - 7T « 7—L X (Norroy and Ulster King of Arms)

HELE R (The Lords Spiritual) (X, 1 XY RICEVWTEEREBETHDIAI VIV
E#Hs (BEX) 26 AOEH,

lords temporal and spiritual EELEPREE LB FRES

(HEBRD IS VR ED) Z&HH (the three estates of the realm)  (OEBEEHE
(clergy) - &J& (nobles) - FR (commons) ) ; (EET) ERDEHZEE (Lords
Spiritual) - EH%#EE (Lords Temporal) - FEREE (Commons) N=H% (¢EE - £
Bt - FREvERE - &if - BEEAOBTAVSZELH5)

Patriarch Theophilos Il of Jerusalem : the current Patriarch of the Orthodox Church of
Jerusalem. He is styled "Patriarch of the Holy City of Jerusalem and all Palestine and Israel."
Gameof Thrones : ¥ 33— *RR-I—FT A VED I 7 A —INRI ) —X k&
#OW| EZRELLEZBODOTLERS T —X

The ceremony that will unfold in Westminster Abbey is little more sensible. It includes a Stone
of Destiny, a Sword of Spiritual Justice and oil made with olives harvested from the Monastery
of Mary Magdalene in Jerusalem. It demands bowing, scraping, chanting and anointing with
chrism from a special Coronation Spoon. It involves far too many men in tights. It has caused
the British government’s website—which usually offers clarification on such things as self-
assessment tax-return deadlines (January 31st)—to start offering clarification on what the Earl
of Erroll will be carrying on the day (a silver baton).
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Monastery of Mary Magdalene in Jerusalem : <7 Z 7 D< Y 7HE =LV L ACH
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#HE DA T—> (The Coronation Spoon)

Courtesy Royal Collection Trust
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Earl of Erroll is a title in the Peerage of Scotland. It was created in 1453 for Sir William Hay. The
subsidiary titles held by the Earl of Erroll are Lord Hay (created 1449) and Lord Slains (1452),
both in the Peerage of Scotland.

Monarchy, as even monarchs are apt to point out, doesn’t belong in the modern world. “Really,
the day for kings and princes is past,” wrote the future Edward VIl in 1920. “Monarchies are
out-of-date.” The 20th century tended to agree. It opened with King Umberto | of Italy being
shot by an assassin in 1900. For many royals, things only got worse. The assassinations of the
kings of Portugal, Greece and the Tsar of Russia followed; others were booted out. In 1948 King
Farouk of Egypt observed that: “Soon there will be only five Kings left...the King of Spades, the
King of Clubs, the King of Hearts and the King of Diamonds”—and the King of England.

Things did not turn out quite as badly as Farouk predicted. Today, 22% of the world’s countries
still have a hereditary ruler as their head of state. Though things are not quite as striking as that
statistic implies, since many of those monarchs are Charles, who is sovereign of 15 countries. At
least for now. Several of his realms have hinted that they may get rid of him.

Some think Britain should join them. The number of Britons considering the monarchy to be
“very important” has, according to the National Centre for Social Research, fallen from 65% in
1983 to 29% today (see chart). pr disasters rather than pitchforks are what unsettle modern
monarchies—and the royals have had many. There has been money in suitcases. There has
been Prince Andrew.

Republic, a pressure group that campaigns for the abolition of the monarchy, argues that the
royals fall “well short of the standards we should expect in public life”. Pro-royal outlets such as
the Telegraph and Tatler offer advice on coronation scones; Republic offers a recipe for protest.
It encourages people to come to Trafalgar Square on May 6th, bring placards and shout “Not
my king” as Charles goes past. It promises speeches and an earnest, principled stand against the
monarchy.

Which is the big problem with republicanism. “So long as the human heart is strong and the
human reason weak,” argued Walter Bagehot, a renowned Victorian editor of this newspaper,
“royalty will be strong...and Republics weak.” As Bagehot realised, the identity of the person
who wears the hollow crown is, in a way, irrelevant. What matters is the sparkle.

The British royal family might be anachronism incarnate; it might offer uncomfortable
imperialist echoes and entrenched inequality. But it also offers chrism and crowns, scones and
jam, and men on horseback with tubas. The proportion of Britons who want to abolish the
monarchy has risen over the years—from 3% in 1983 to 14% now; among 18-34 year-olds the
figure is over 20%. But this is scarcely the stuff of revolution.

And working royals do work. They hardly toil in mines but they do visit unenviable numbers of
regional manufacturing centres. On a single day in March Princess Anne visited a stable and an
industrial park in Birmingham while Charles went to Hamburg-Dammtor Railway Station in
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Germany and the “future site of the Green Energy Hub Hamburg” to hear about its “ongoing
transition to a carbon-free port”.

They do so without complaining. Mostly. In 1984 Princess Margaret made a guest appearance
on “The Archers”, a long-running Radio 4 soap opera. On it, she acted as herself, attending a
charity fashion event. When she finished reading her lines, the producer offered her guidance.
“That’s very good, ma’am,’ he said. “But do you think you could sound as if you were enjoying
yourself a little more?” Princess Margaret replied: “Well, | wouldn’t be, would 1?”

The people watching a coronation rehearsal one night earlier this week, as the clocks of London
strike midnight, are enjoying themselves. The roads around Trafalgar Square are unusually
quiet. They have been shut to allow the military to practise. There is a shout. Suddenly the
street fills with soldiers, sailors, horses and the sort of scene that demands vocabulary more
commonly seen in Horatio Hornblower novels—bayonets, breeches, postilions and rapiers. The
overall effect is less as if an army has marched by than as if the 18th century has.

The watching crowd includes students from Nigeria; tourists from everywhere; local drunks;
and Andrew Lloyd Webber, the composer (he loves a brass band, his wife says). More horses
appear; a military band oompahs off towards Big Ben. A royal coach drives past, lights blazing,
entirely empty inside. The drunks and tourists look thoroughly delighted.

DPs

1. Which do you prefer(support) in your country, republic or monarchy? What is the reason for
your preference?

2. Do you agree with Edward Vlil(an uncle of Elizabeth II'), who said in 1920 that “Really, the
day for kings and princes is past, “Monarchies are out-of-date.” He abdicated(threw away the
crown) and his brother (GeorgeVI) succeeded the King’s crown in 1936.

3. How do you think of the trend of how important or unimportant it is for Britons to have a
monarchy? (See the chart) How about for Japanese to have an Emperor?
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Discussion points for the article "Britain crowns Charles Il its new king":
e What is the significance of the coronation of Charles III?
e What is the reaction of the British people towards the coronation?
e What is the history of monarchies and how have they fared in modern times?
e What are the arguments for and against the monarchy?
e What role does the monarchy play in modern Britain?
e What criticisms have been leveled against the British royal family?
e What are the reasons for and against abolishing the monarchy?
e How does the younger generation perceive the monarchy?
e What is the impact of the monarchy on British culture and identity?

Is Chinese power about to peak?
The country’s historic ascent is levelling off. That need not make it more dangerous
May 11th 2023

The rise of China has been a defining feature of the world for the past four decades. Since the
country began to open up and reform its economy in 1978, its gdp has grown by a dizzying 9% a
year, on average. That has allowed a staggering 800m Chinese citizens to escape from poverty.
Today China accounts for almost a fifth of global output. The sheer size of its market and
manufacturing base has reshaped the global economy. Xi Jinping, who has ruled China for the
past decade, hopes to use his country’s increasing heft to reshape the geopolitical order, too.

There is just one catch: China’s rapid rise is slowing down. Mr Xi promises a “great
rejuvenation” of his country in the coming decades, but the economy is now undergoing
something more prosaic: a great maturation. Whereas a decade ago forecasters predicted that
China’s gdp would zoom past America’s during the mid-21st century (at market exchange rates)
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and retain a commanding lead, now a much less dramatic shift is in the offing, resulting in
something closer to economic parity.

This change in economic trajectory is the subject of fierce debate among China-watchers (see
our special Briefing). They are thinking again about China’s clout and its rivalry with America.
One view is that Chinese power will fall relative to that of its rivals, which could paradoxically
make it more dangerous. In a book last year, Hal Brands and Michael Beckley, two scholars,
popularised a theory they called “Peak China”. The country faces decay, they argue, and has
reached “the point where it is strong enough to aggressively disrupt the existing order but is
losing confidence that time is on its side”. Their study opens with an imagined war over Taiwan.

The Peak China thesis rests on the accurate observation that certain tailwinds are turning to
headwinds, hindering Chinese progress. The first big gust comes from demography. China’s
working-age population has been declining for about a decade. Last year its population as a
whole peaked, and India has now overtaken it. The Communist Party’s attempts to convince
Chinese couples to have more children are not working. As a result, the un thinks that by mid-
century China’s working-age population could decline by over a quarter. Wave goodbye to the
masses of young workers who once filled “the world’s factory”.

Adding workers is one way for an economy to grow. Another is to make better use of the
existing population. But China’s second problem is that output per worker is unlikely to rise as
fast as forecasters once hoped. More of its resources will go to caring for the elderly. After
decades of building houses, roads and railways, spending on infrastructure faces diminishing
returns. Mr Xi’s autocratic tendencies have made local entrepreneurs more nervous, which may
reduce China’s capacity to innovate in the long run. Geopolitical tensions have made foreign
firms eager to diversify supply chains away from China. America wants to hobble China’s
capabilities in some “foundational” technologies. Its ban on exporting certain semiconductors
and machines to Chinese firms is expected to cut into China’s gdp.

All of this is dampening long-run forecasts of China’s economic potential. Twelve years ago
Goldman Sachs thought China’s gdp would overtake America’s in 2026 and become over 50%
larger by mid-century. Last year it revised that prediction, saying China would surpass America
only in 2035 and peak at less than 15% bigger. Others are more gloomy. Capital Economics, a
research firm, argues that the country’s economy will never become top dog, instead peaking
at 90% of America’s size in 2035. These forecasts are, of course, uncertain. But the most
plausible ones seem to agree that China and America will approach economic parity in the next
decade or so—and remain locked in this position for decades to come.

How might China handle this flatter trajectory? In the most optimistic scenario, Mr Xi would
make changes to boost productivity growth. With income per person less than half of
America’s, China’s population will be keen to improve their living standards. He could try to
unleash growth by giving the animal spirits of China’s economy freer rein and his people more
freedom of movement. The Chinese government could stop relying on wasteful state-owned
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banks and enterprises to allocate capital. And it could adopt a less prickly posture abroad,
easing geopolitical tensions and reassuring firms that it is safe to do business in China. Such
reforms might ultimately make China more powerful—but also, one would hope, less
aggressive. The trouble is that Mr Xi, who is 69 and now probably China’s ruler for life, shows
no sign of embracing economic or political liberalisation.

Pessimists fear that China will become more combative as its economic trajectory falters. There
are plenty of reasons to think this plausible. Mr Xi stokes a dangerous nationalism, to persuade
ordinary Chinese that critics of his rule are slighting China itself. China’s military budget is
forecast to rise by over 7% this year, in line with nominal gdp. Its military spending is lower than
America’s, but still catching up. Its navy could be 50% bigger than America’s by 2030, and its
nuclear arsenal will almost quadruple by 2035. “Beijing’s economic power may be peaking, but
no other country is so capable of challenging America globally,” write Messrs Brands and
Beckley.

Peer review

Yet the most likely scenario is in the middle ground. The speed of China’s rise in the past two
decades has been destabilising, forcing adjustments in the global economic and geopolitical
order. That phase of intense economic disruption may now be over. And for all its troubles
China’s economy is unlikely to shrink, triggering the kind of nihilistic and destructive thinking
that Messrs Brands and Beckley fear. Mr Xi is unpredictable but his country’s long-run economic
prospect is neither triumph nor disaster. Faced with decades of being a near-peer of America,
China has good reason to eschew hubris and resist invading Taiwan. A crucial question is
whether the superpowers can avoid misreading each other’s intentions, and thus stumbling
into a conflict. Next week we will examine America’s global leadership—and how it should
respond to China in the coming age of superpower parity.

Summary

“Peak China”. China faces decay and has reached the point where it is strong enough to
aggressively disrupt the existing order but is losing confidence that time is on its side.
Headwinds

1) China’s working-age population could decline by over a quarter. Wave goodbye to the
masses of young workers who once filled “the world’s factory”.

2) Output per worker is unlikely to rise. More of its resources will go to caring for the elderly.
After decades of building houses, roads and railways, spending on infrastructure faces
diminishing returns.

3) Mr Xi’s autocratic tendencies have made local entrepreneurs more nervous, which may
reduce China’s capacity to innovate in the long run.

4) Geopolitical tensions have made foreign firms eager to diversify supply chains away from
China. America wants to hobble China’s capabilities in some “foundational” technologies. Its
ban on exporting certain semiconductors and machines to Chinese firms is expected to cut into
China’s GDP.

The most plausible forecast is that China and America will approach economic parity in the next
decade or so—and remain locked in this position for decades to come.
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Discussion points

1)The subtitle of the article says “Is Chinese power about to peak? The country’s historic ascent
is levelling off. That need not make it more dangerous.”

What is your view on this?

2) What is the basis or reason for your view? What timescale and what assumptions do you
have in mind?

3) In your view, or based on the assumptions made in the article, how do you forecast the
global and regional geopolitical implications, or the economic, security, etc. impacts on your
country?

4) If there are negative impacts on your country, what policies and measures should be taken to
avoid them?

5) The EU is seeking its own approach to China. How should your country or region deal with
China in the years to come?
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The article "Is Chinese power about to peak?" discusses the slowing economic growth of China
and its impact on global politics. Here are the discussion points of the article:
1. The rise of China as a global economic powerhouse in the past four decades
2. The economic growth of China has allowed a staggering 800 million citizens to escape
poverty.
3. China accounts for almost a fifth of global output.
4. Xilinping hopes to reshape the geopolitical order using China's increasing heft.
5. China's economic growth is slowing down, which is the subject of fierce debate among
China-watchers.
6. The Peak China thesis popularized by Hal Brands and Michael Beckley argues that
Chinese power will fall relative to that of its rivals, which could make it more dangerous.
7. The first challenge to China's growth is the declining working-age population.
8. The second challenge is that output per worker is unlikely to rise as fast as forecasted.
9. The dampening of long-run forecasts of China's economic potential.
10. How China might handle this flatter trajectory.
11. The most optimistic scenario is for Mr Xi to make changes to boost productivity growth.
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12. Pessimists fear that China will become more combative as its economic trajectory
falters.
13. The most likely scenario is in the middle ground.

What does a leaked Google memo reveal about the future of Al?

Open-source Al is booming. That makes it less likely that a handful of firms will control the
technology

May 11th 2023

They have changed the world by writing software. But techy types are also known for
composing lengthy memos in prose, the most famous of which have marked turning points in
computing. Think of Bill Gates’s “Internet tidal wave” memo of 1995, which reoriented
Microsoft towards the web; or Jeff Bezos’s “api mandate” memo of 2002, which opened up
Amazon’s digital infrastructure, paving the way for modern cloud computing. Now techies are
abuzz about another memo, this time leaked from within Google, titled “We have no moat”. Its
unknown author details the astonishing progress being made in artificial intelligence (ai)—and
challenges some long-held assumptions about the balance of power in this fast-moving
industry.

ai burst into the public consciousness with the launch in late 2022 of Chatgpt, a chatbot
powered by a “large language model” (Ilm) made by Openai, a startup closely linked to
Microsoft. Its success prompted Google and other tech firms to release their own lIm-
powered chatbots. Such systems can generate text and hold realistic conversations because
they have been trained using trillions of words taken from the internet. Training a

large llm takes months and costs tens of millions of dollars. This led to concerns that ai would
be dominated by a few deep-pocketed firms.

But that assumption is wrong, says the Google memo. It notes that researchers in the open-
source community, using free, online resources, are now achieving results comparable to the
biggest proprietary models. It turns out that lIms can be “fine-tuned” using a technique called
low-rank adaptation, or LoRa. This allows an existing lIm to be optimised for a particular task far
more quickly and cheaply than training an Ilm from scratch.

70



Activity in open-source ai exploded in March, when llama, a model created by Meta, Facebook’s
parent, was leaked online. Although it is smaller than the largest lims (its smallest version has
7bn parameters, compared with 540bn for Google’s palm) it was quickly fine-tuned to produce
results comparable to the original version of Chatgpt on some tasks. As open-source
researchers built on each other’s work with Ilama, “a tremendous outpouring of innovation
followed,” the memo’s author writes.

This could have seismic implications for the industry’s future. “The barrier to entry for training
and experimentation has dropped from the total output of a major research organisation to
one person, an evening, and a beefy laptop,” the Google memo claims. An lIm can now be fine-
tuned for $100 in a few hours. With its fast-moving, collaborative and low-cost model, “open-
source has some significant advantages that we cannot replicate.” Hence the memo’s title: this
may mean Google has no defensive “moat” against open-source competitors. Nor, for that
matter, does Openai.

Not everyone agrees with this thesis. It is true that the internet runs on open-source software.
But people use paid-for, proprietary software, from Adobe Photoshop to Microsoft Windows,
as well. ai may find a similar balance. Moreover, benchmarking ai systems is notoriously hard.
Yet even if the memo is partly right, the implication is that access to ai technology will be far
more democratised than seemed possible even a year ago. Powerful Ilms can be run on a
laptop; anyone who wants to can now fine-tune their own ai.

This has both positive and negative implications. On the plus side, it makes monopolistic control
of ai by a handful of companies far less likely. It will make access to ai much cheaper, accelerate
innovation across the field and make it easier for researchers to analyse the behaviour

of ai systems (their access to proprietary models was limited), boosting transparency and
safety. But easier access to ai also means bad actors will be able to fine-tune systems for
nefarious purposes, such as generating disinformation. It means Western attempts to prevent
hostile regimes from gaining access to powerful ai technology will fail. And it makes ai harder to
regulate, because the genie is out of the bottle.

Whether Google and its ilk really have lost their moat in ai will soon become apparent. But as
with those previous memos, this feels like another turning point for computing.
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Discussion Points:

1. What is the Google memo about, and what does it reveal about the future of AI?

2. How has open-source Al changed the landscape of the industry, and what advantages
does it offer over proprietary models?

3. What are the implications of easier access to Al technology, both positive and negative?

4. How might the democratization of Al impact the development of the technology in the
future?

5. What are the potential challenges associated with regulating Al in a world where open-
source models are readily available?

6. How might the rise of open-source Al impact the competitive landscape of the industry,
and what does it mean for companies like Google and Openai?

7. How might the availability of Al technology impact society at large, and what steps can
be taken to ensure that its development benefits everyone?
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Joe Biden is more responsible for high inflation than for abundant jobs
The main effect of the president’s economic policies has been to boost prices
May 11th 2023

The way Joe Biden tells it, the only part of his economic record that really matters is jobs.
America’s roaring labour market beat expectations again in April. The unemployment rate is
lower than in any year since 1969. The share of 15- to 64-year-olds in employment has
surpassed its pre-pandemic peak, which was itself the highest seen since 2007. Mr Biden likes
to tell people that his presidency, which began in the midst of a rapid recovery from covid
lockdowns, has coincided with more monthly job creation, on average, than any other in
history. Provided America avoids a debt-ceiling crisis, and the associated halt to federal
spending and probable lay-offs, the booming labour market looks like a ticket to re-election in
2024.

Unfortunately for Mr Biden, however, another part of his record tells a less flattering story.
High inflation continues to imperil the economy and vex voters. And placing his record in a
global context reveals that he is more responsible for surging prices than he is for abundant
jobs.

Mr Biden is right that America’s post-covid jobs recovery has been exceptional by historical
standards. After the global financial crisis it took 13 years, by some measures, for the labour
market to regain its health. This time it has taken little more than three years. The White House
attributes surging employment to the $1.9trn “rescue plan” Mr Biden unleashed shortly after
taking office in 2021. It contributed nearly a third of America’s total pandemic-related fiscal
stimulus, which was worth an astonishing 26% of gdp, more than twice the average in the rich
world.

If the Biden stimulus had been responsible for the jobs boom, though, you would expect
America’s labour market to be stronger than those of its peers. But in Canada, France, Germany
and Italy working-age employment rates surpassed pre-pandemic highs by the end of 2021;
Japan followed in 2022. Among the g7 group of economies America has beaten to a full
recovery only Brexit-blighted Britain, where the employment rate is still lower than it was at the
end of 2019.
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That employment bounced back in most places suggests that America’s jobs recovery had more
to do with the unusual nature of the pandemic recession, brought about by lockdowns and
social distancing, than with Mr Biden’s gargantuan stimulus. The extra public spending surely
boosted demand for workers, but what followed was a historic surge in job vacancies and
worker shortages as the economy overheated. Actual employment would almost certainly have
shot up anyway. By the time Mr Biden came to office the jobs recovery was already two-thirds
complete, having defied economists’ gloomy predictions.

Mr Biden’s stimulus did, however, put a rocket under inflation. In April “core” consumer prices,
which exclude energy and food, were 13.4% higher than when he came to office. They have
risen more than in other g7 countries, and their acceleration coincided with the introduction of
Mr Biden’s stimulus. Research suggests that, even by September 2022, the largesse was
pushing up core inflation by about four percentage points.

The White House is not solely responsible for inflation: the Federal Reserve failed to raise
interest rates in time to offset the fiscal stimulus, and the energy crisis that followed Russia’s
invasion of Ukraine made a bad problem worse. But it was Mr Biden who lit the inflationary
touch-paper—and whose signature policies are probably still boosting prices. It is now clear
that the Inflation Reduction Act, which was supposed to cool the economy by shrinking deficits,
will in fact widen them, owing to the higher-than-forecast take-up of its clean-energy tax
credits.

Where America’s recent record looks exceptionally good is growth. The imf forecasts that

its gdp per person will this year be 4.6% larger than in 2019, easily the biggest increase among
the g7 economies. Sadly for Mr Biden, though, this has little to do with him. The
outperformance reflects better growth in productivity, not a faster employment rebound.
America exports more energy than it imports, meaning in aggregate it benefited from surging
fuel prices. And its pandemic spending from 2020 onwards focused more on supporting
incomes than preserving jobs, resulting in a faster reallocation of workers around the economy
than in Europe, which relied on subsidised furlough schemes. Both factors predate Mr Biden’s
presidency.

Voters seem to sense that the main effect of the president’s economic policies to date has been
to worsen inflation. Polls show that far more Americans think Donald Trump, Mr Biden’s
predecessor and probable opponent in 2024, did a better job than Mr Biden of handling the
economy, than the reverse. The longer inflation persists, the more likely it becomes that the
Fed keeps rates high enough to tip America into recession—perhaps around the time of the
election. Mr Biden’s largesse could go down as the mistake that let Mr Trump back into office.
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Discussion points for the sentences are as follows:
1. Joe Biden's economic record
2. The focus on job creation and unemployment rate
3. The impact of the pandemic on the labor market
4. Biden's $1.9 trillion "rescue plan" and its contribution to the job market
5. Comparison of America's employment rate with that of other countries
6. The effect of Biden's stimulus on inflation
7. The Inflation Reduction Act and its impact on deficits
8. America's economic growth and productivity
9. Public perception of Biden's economic policies
10. Potential impact of inflation on the economy and the election in 2024.
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Will Japan fight?
America’s ally is nervous about waging war to defend Taiwan
May 10th 2023 | MISAWA, OKINAWA, TOKYO AND WASHINGTON, DC

The roar of the Japanese f-35 fighter jets above Misawa, in northern Japan, is formidable. At the
base, which houses Japanese and American forces, pilots from the two countries practise flying
together. The risk of war with China over Taiwan has made those preparations ever more
urgent. Japan plans to double its defence budget by 2027 and acquire long-range missiles to
make its Self-Defence Forces (sdf) fiercer. But it has not fired a shot in battle since 1945. Will
Japan fight?

Geography puts Japan on the front line: its westernmost island sits 111km from Taiwan.
Conflict is probably less likely if China believes Japan would join the fray. If war does break out,
keeping Taiwan from falling may hinge on Japanese support and firepower. “Japan is the
linchpin,” concluded a recent war game by the Centre for Strategic and International Studies, a
think-tank in Washington. At a minimum, America would need to use its bases in Japan. And if
Japan’s forces engaged in combat, success would be far more likely.

If a crisis around Taiwan were to occur, “there’s no way Japan won’t be involved,” says Otsuka
Taku, a lawmaker with the ruling Liberal Democratic Party. In such a scenario, “we will fight
with the us”. Yet the extent of that involvement is less clear. Much like America, Japan
maintains ambiguity over its potential role. Unlike America, Japan has no legal commitment to
help Taiwan defend itself. Despite forceful talk from politicians, Japan’s official policies towards
the island have not changed. Interpreting its security-policy reforms “to mean that Japan is all-
in on a Taiwan fight” is a mistake, says Christopher Johnstone, a former American security
official.

In a time of war, the alliance between America and Japan would face several tests. If America

came to Taiwan’s defence—itself hardly a given—it would need approval from Japan to use its
bases there, which host 54,000 American troops. Would Japan accede? China might offer not to
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harm Japan if it refused. But America would remind Japan of the long-term consequences. “If
we don’t say yes, the alliance is over,” says Kanehara Nobukatsu, a former Japanese official.

Then Japan would have to decide whether to act itself. The Diet, Japan’s parliament, would
probably at least consider the situation to have “important influence”, a legal designation that
authorises non-combat support, such as providing fuel, medical care and logistical assistance.
Entering combat would be trickier. The sdf is allowed to use force if Japan itself is attacked.
Those powers would be invoked if China fired missiles at American bases in Japan, or launched
a simultaneous assault on the Senkaku/Diaoyu islands, which Japan controls but China claims. A
law passed in 2015 also permits the use of force if another country is attacked and the Diet
deems it “survival-threatening” for Japan. This construct makes it easy, with enough political
will, to unshackle the sdf. Yet it also creates every opportunity not to.

If Japan decided to fight, it would have to choose where and in what capacity. Japanese law
limits any use of force to “the minimum extent necessary”. Planners foresee Japan largely as
the shield to America’s spear—defending its own territory and American bases, freeing America
to take on China. “Japan takes care of itself, and America defends Taiwan,” says Kawano
Katsutoshi, a former chief of Japan’s joint staff. That might involve dispatching its diesel-
powered submarines to choke points in the East China Sea. But it probably does not mean
venturing into the Taiwan strait. Even so, Japanese and American forces would have to operate
around each other, especially in the air, says Zack Cooper of the American Enterprise Institute,
another think-tank in Washington.

The alliance between Japan and America was not designed for such fighting. Japan was seen
less as a military partner than as a platform from which America could project power, as it did
during wars in Korea and Vietnam. Unlike the nato charter, which enshrines the principle of
collective defence, the us-Japan Security treaty of 1960 obliges America to protect Japan in
exchange for bases in the country, but not the other way around. Japanese and American
troops have parallel chains of command. This is unlike America’s alliance with South Korea,
where the forces answer to a single combined command boasting the mantra “fight tonight”.

Being ready for a fight would require revamping the alliance’s institutions. The lack of a
combined American-Japanese command means that the forces answer to different sets of
orders and follow different rules of engagement. Military units have found ways to work
together. At Misawa, a rare example of a jointly used base, the two countries’ pilots can sync up
in the air. But if missiles fly, the two forces will need a way to sync their “sensors” and
“shooters” at scale. “We need more efficient and real-time situational awareness,” says Isobe
Koichi, a retired lieutenant-general.

Experts are searching for models. The Sasakawa Peace Foundation usa, a think-tank, recently
studied examples, including the command structure America and Britain used during the
second world war and multinational counter-drug operations in the Caribbean. “The Americans
and Japanese need to be working shoulder to shoulder, even if they don’t have a combined
command,” says Jeffrey Hornung of the rand Corporation, another think-tank.
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Japan plans to create permanent joint headquarters, which are expected to serve as a
counterpart to America’s Indo-Pacific Command (indopacom). Yet that may take years. America
also needs to make changes: United States Forces Japan, the American headquarters in the
country, is empowered to manage the alliance and keep troops ready, but has no real
operational role. The American warfighting commanders are currently at indopacom, far away
in Hawaii. It will be hard to co-ordinate with Japanese forces if Tokyo is under attack, and
doubly so if America’s own communications are mucked up.

And any proposed changes will confront political realities. Japan fears abandonment by
America, but is wary of too much entanglement. Japan’s prime minister, Kishida Fumio, has
assured the Diet he is not considering sharing command authority, or transferring it to America.

Polling finds robust support for the alliance in Japan. But the public remains opposed to a more
active military role for the sdf. One survey offered respondents choices for how to react to a
conflict between America and China: 27% said the sdf should not work with America at all; 56%
said it should limit itself to rear-area support; and just 11% said Japan should fight alongside
America. “No one knows the truth” about how such choices would pan out, says Michishita
Narushige of the National Institute for Defence Studies in Tokyo. If Japan and America are
forced to find out, they will already have failed.
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Discussion points for the sentences are as follows:

1. Japan's military preparedness and defense budget increase
The potential risk of war with China over Taiwan
Japan's geographical proximity to Taiwan and its significance in potential conflict
The importance of Japanese support and firepower in defending Taiwan
Ambiguity in Japan's official policies and potential role in a Taiwan conflict
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6. The alliance between the United States and Japan and the challenges it would face in a

crisis around Taiwan

Legal considerations and limitations on Japan's use of force

Japan's potential role as a defensive shield for American forces

The need for enhanced coordination and joint command structures in the alliance

10. Political considerations and public opinion in Japan regarding the alliance and military
involvement

11. The challenges of operational coordination and communication in a conflict scenario

12. The importance of avoiding a situation where Japan and the United States have
conflicting roles or objectives

13. The potential consequences of failure to effectively coordinate and respond in a crisis
scenario.
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Small, sensible steps could help ease America’s border woes
The art of the practical in dealing with migrants, drugs and gangs
May 11th 2023

Atriple tragedy is playing out on either side of the border between the United States and
Mexico. The most visible element is a migration crisis, brought to a head by the end of a
pandemic-era provision called Title 42, which has allowed the rapid expulsion of migrants on
public-health grounds. Officials have been bracing themselves for chaos after Title 42 expires on
May 11th: some expect 13,000 people a day to seek asylum in America.

Regulating the flow of migrants is hard enough. Stopping the flow of drugs across the border

is proving impossible. Fentanyl, a synthetic opioid, is 50 times more potent than heroin and
produced in vast quantities in Mexico. It is also especially deadly, killing more people in a year
than the total of Americans who died fighting wars in Korea, Vietnam, Iraq and Afghanistan. All
told, drug overdoses have now claimed 1m American lives since 1999. The third tragedy is in
Mexico, where a proliferating number of criminal gangs are fighting over the profits from
trafficking drugs, people and guns—and have grown powerful enough to subvert local
government and muscle their way into other businesses.
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None of these problems has a simple solution. The supply chains for fentanyl, for example,
stretch to China (for the precursor chemicals) and are quick to adapt to any disruption. America
has been waging a war on drugs for half a century, with negligible success and much collateral
damage. Cross-border collaboration might help, but relations between America and Mexico are
touchy and likely to grow touchier as both countries gear up for presidential elections next
year. Some Republicans are recklessly and provocatively calling for America to send troops to
Mexico to crush the gangs (unleashing “the fury and might of the us”, as Senator Lindsey
Graham put it), with or without Mexico’s consent. Mexico’s populist president, Andrés Manuel
Lépez Obrador, has denied that fentanyl is being produced in his country, and blames his
northern neighbour for the social ills that fuel demand for the drug.

On migration, the Biden administration has groped its way to a policy that moves in the right
direction: beefing up border forces, expanding legal avenues for asylum-seekers and vowing to
deport illicit border-crossers swiftly. Republicans give him no credit, caricaturing him instead as
letting illegal immigrants bearing fentanyl flood into the country. Ron DeSantis, the Florida
governor and a likely presidential candidate, is said to be preparing further headline-grabbing
displays in which migrants are transported to Democrat-run states.

Political polarisation for now rules out bold reforms on drugs or immigration (nothing will get
through Congress). But in the meantime many smaller practical steps are possible. To reduce
the harm caused by opioids, the government could expand access to treatments for addiction.
It could also make test strips for fentanyl widely available (instead of treating them as illegal
drug paraphernalia), so that people know when they are about to take (and perhaps overdose
on) the lethal substance.

To relieve pressure on the border, it would help if more jobseekers were allowed in legally.
America’s whole immigration system is clogged up, with would-be migrants and employers
sometimes waiting years for a decision. A new report from the Cato Institute, a think-tank in
Washington, lists a raft of reforms that could reduce a backlog of 20m applications with little
money and no new legislation: from reducing duplication between agencies to eliminating
unnecessary requests for evidence to extending the length of visas. If the system were more
streamlined, employers would be able to fill vacancies more quickly and fewer people would
feel they had no choice but to try their luck with people-smugglers or speculative asylum
claims. Mr Biden cannot solve the problems on America’s southern border; but he could ease
them a little if he pushed harder.
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Here are some shorter discussion points for the sentences:
1. Migration crisis and the end of Title 42:
e Impact of Title 42 expiration on migration crisis.
e Potential daily number of asylum seekers after Title 42 ends.
e Challenges faced by officials in managing migrant flows.
2. Drug trafficking across the border:
e Production and distribution of fentanyl in Mexico.
e Deadly consequences of drug overdoses.
o Difficulties in disrupting drug supply chains.
3. Proliferation of criminal gangs in Mexico:
Power struggles among criminal gangs.
e Influence of gangs on local governments and businesses.
e Challenges in addressing gang activities.
4. Cross-border collaboration and tensions:
e Benefits of collaboration between the US and Mexico.
e Tensions in US-Mexico relations.
e Impact of upcoming presidential elections on collaboration.
5. Biden administration's approach to migration:

Policies and measures implemented by the Biden administration.

e Criticism and polarization surrounding migration issues.
e Republican portrayal of the administration's approach.
6. Small practical steps to address problems:

Measures to reduce harm caused by opioids.
e Streamlining the immigration system.
e Potential impact of small steps on border issues.
7. President Biden's role in easing border woes:

e Limitations on President Biden's ability to solve border problems.

e Potential for President Biden to push for further reforms.
e Challenges in implementing reforms in a polarized environment.
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Joe Biden’s global vision is too timid and pessimistic
The president underestimates America’s strengths and misunderstands how it acquired them
May 18th 2023

In the 1940s and early 1950s America built a new world order out of the chaos of war. For all its
shortcomings, it kept the peace between superpowers and underpinned decades of growth
that lifted billions out of poverty. Today that order, based on global rules, free markets and an
American promise to uphold both, is fraying. Toxic partisanship at home has corroded
confidence in America’s government. The financial crisis of 2007-09 dented faith in markets.
America’s failures in Irag and Afghanistan undermined its claim to spread democracy. Today
most countries refuse to heed its call to enforce sanctions on Russia. And China’s rise has
spurred American politicians to take a more selfish, zero-sum approach to geopolitics.

China’s rise has also increased the threat of war. In a conversation with The Economist, Henry
Kissinger, who will be 100 this month, warns that China and America are “on the path” to
confrontation. “Both sides have convinced themselves that the other represents a strategic
danger,” he says. The stakes could not be higher: both are nuclear-armed. Both are also
dabbling with unpredictable artificial intelligence (ai). The elder statesmen’s eldest statesman
worries that, just as before the first world war, the superpowers will stumble into catastrophe.

Since arriving in the Oval Office in 2021, Joe Biden has developed a new strategy to preserve
American pre-eminence and reduce the risk of conflict. Jake Sullivan, the latest of Mr Kissinger’s
successors as national security adviser, recently gave the fullest account yet of this Biden
doctrine. His narrative weaves together middle-class prosperity, defence and climate change.
He repudiates the free-market “Washington consensus” and calls for the government to play a
muscular role in society, with a strong emphasis on national security.

This means hyperactive industrial policy. Big subsidies will catalyse private investment in

semiconductors and clean energy. Export controls will create “a small yard and high fence” to
keep selected technology with potential military uses out of unfriendly hands. At the same
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time, the administration is softening its rhetoric. Instead of “decoupling” from China’s
economy, it talks of “de-risking”. It wants to find common ground on climate change, African
debt and even Ukraine. On May 10th and 11th Mr Sullivan spent eight hours with his Chinese
counterpart, the first high-level contact for months.

Behind the doctrine is a belief that a virtuous circle can make America and the world safer.
State intervention and protectionism will boost industry, helping the middle class and cooling
America’s populist fevers. Less erratic leadership (after Donald Trump’s) will restore America’s
authority abroad, even if the Biden team breaks a few global economic rules. The relationship
with China will be managed with “strategic maturity”. As a precaution America will keep
spending large sums on its military forces to deter China from aggression.

Will the new doctrine work? After the chaos of the Trump years, Mr Biden’s commitment to
diplomacy is welcome. It will be on display at the g7 summit this week. He is right that
American foreign policy must deal with new challenges, from Chinese coercion to climate
change. However, especially when compared with the post-1945 order, the Biden doctrine is
flawed. Its diagnosis of America’s problems is too pessimistic, and some of its prescriptions
would make America weaker.

Start with the economy. Despite what many believe, America’s economic power is not
declining. With 4% of the world’s people, it generates 25% of global output, a share unchanged
since 1980. No other big country is as prosperous or innovative. As we noted last week, the size
of China’s economy is unlikely ever to surpass America’s by much. The main source of America’s
strength is creative destruction and open markets in a rules-based global economy. So although
Mr Biden is right to reinforce the social safety-net, his state-led, insular economic vision may
ultimately erode living standards and American clout.

The Biden doctrine seeks to stabilise relations with an autocratic and paranoid China. In this
task it is hampered by a second flaw: it muddles legitimate policies with America-first rule-
bending. Mr Sullivan wants to combine export controls with co-operative trade, and an arms
race with collaboration. But China’s leaders think this strategy is meant to keep China down.
America’s case would be stronger if export controls didn’t keep expanding, if Trump-era tariffs
were not still in place and if its politicians were not vying to outhawk each other on China. The
lack of agreement on trade makes everything harder. Never mind rules on ai, America and
China have no system for nuclear-arms control: China’s arsenal will almost quadruple by 2035.

The final flaw concerns allies. Mr Biden has backed Ukraine and revived nato and alliances in
Asia. Yet America’s unpredictable economic nationalism and unwillingness to offer access to its
markets undermines its influence. Europe fears a subsidy race and worries escalating tensions
with China will cause it severe damage: our calculations show Germany’s economy is twice as
exposed to China as America’s is. The decay of global rules is accelerating the embrace of a
transactional approach to foreign policy by emerging economies. The post-1945 order rested
on American constancy: each administration was guided by predictable interests. Today allies
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and enemies know chaos may follow the election in 2024. Trumpian dysfunction is not Mr
Biden’s fault, but it makes it vital to be predictable and open now.

Free, open and predictable

Americans need to be persuaded that a more optimistic, positive-sum approach is in their
interests. This is the key that will keep their country strong and unlock a better foreign policy,
by allowing it to help forge new global rules on trade, climate, ai and more that old allies and
new ones can rely on. Such a revived global order would be the best defence against an
autocratic one led by China. Unfortunately the Biden doctrine fails to rebut the narrative of
American decline and so has not resolved the tension between the country’s toxic politics and
its role as the linchpin of a liberal order. Unless America looks out at the world with self-
confidence, it will struggle to lead it.
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China and the West take a step to ease Africa’s debt crisis
A deal for Ghana is the first test case for a new approach
May 18th 2023

Ghana made history when it led the wave of sub-Saharan African countries that won
independence more than six decades ago. It may now be making history again, as the first test
case for a new approach to debt relief. China and Western governments may have overcome
one barrier to restructuring the billions of dollars owed by countries with unsustainable debts.

On May 17th the imf’s board signed off on a $S3bn bail-out for Ghana and immediately released
an urgently needed first tranche of $600m. This was made possible only by assurances from
Ghana’s bilateral creditors—in particular China, but also the Paris Club, an informal group of
mainly rich Western countries—that they would take losses on their loans to Ghana. This is a
welcome first step. But assurances need to become reality if countries in debt distress are to
get the write-downs they need. And many other African countries require more help from
everyone. The danger is that the mounting burden of debt will force African governments to cut
back on essential investments in education and health, undermining the progress of recent
years.

Western governments have long grumbled about China’s lending in Africa, accusing it of
pushing African countries into a debt trap to control their politics or seize their assets. Though
some loans were indeed reckless or burdensome, this criticism is largely unfair. China has
financed roads, ports, railways and other needed infrastructure, when private lenders and
other countries were often unwilling to do so.

Yet China can be fairly accused of not pulling its oar more recently when the imf and Western
creditors have tried to arrange lifeboats for countries such as Zambia and Malawi, which have
found themselves drowning in debt. China has argued that it should not take losses in debt
restructurings because its loans were often tied to specific projects such as roads, railways or
ports that were generating positive returns for the borrowing country. It has also bridled at
having to take a hit on its loans (alongside all other bilateral and private creditors) while the
World Bank would have its loans repaid in full. This put China at odds with Western countries,
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which rightly say the multilateral banks need to keep their preferred status to preserve the high
credit ratings that allow them to borrow and lend cheaply.

China and the Paris Club appear to have resolved this impasse with a fudge. In exchange for
China agreeing to take losses, the World Bank is expected to provide additional grants and new
low-interest concessional loans. Ghana is the first test of this compromise, though also a
relatively easy one. It owes China about $1.9bn, or less than a third of the S6bn owed to China
by Zambia, which defaulted more than two years ago. Since then Zambia has been stuck in
limbo while China and its other creditors have wrangled over how to share out the losses. It
now hopes to reach a deal within a month or so.

Public debt to gdp across Africa has climbed to its highest level in two decades. The average
cost of servicing external debt now consumes 17% of government revenues, the most since
1999. Debt and interest payments are crowding out spending on schools, clinics and the
infrastructure needed for growth. In the 1980s and 1990s, when African countries last had to
tighten their belts because of crushing debt, austerity left lasting scars. Young Africans,
especially girls, grew up sicker and less literate, and therefore permanently poorer.

To avert a repeat, African countries should first look to their own resources. In most cases
government revenues are pitifully low as a share of gdp; tax collection needs to be less
haphazard. But donors will sometimes need to chip in with concessional loans and grants. And
where debts are unsustainable, they must be restructured, which means China must co-operate
with the imf and take losses. The progress in Ghana shows this may be possible in principle. The
plan must now be put into practice.
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Your job is (probably) safe from artificial intelligence
Why predictions of an imminent economic revolution are overstated



May 7th 2023 | SAN FRANCISCO

The age of “generative” artificial intelligence has well and truly arrived. Openai’s chatbots,
which use large-language-model (llm) technology, got the ball rolling in November. Now barely
a day goes by without some mind-blowing advance. An ai-powered song featuring a fake
“Drake” and “The Weeknd” recently shook the music industry. Programs which convert text to
video are making fairly convincing content. Before long consumer products such as Expedia,
Instacart and OpenTable will plug into Openai’s bots, allowing people to order food or book a
holiday by typing text into a box. A recently leaked presentation, reportedly from a Google
engineer, suggests the tech giant is worried about how easy it is for rivals to make progress.
There is more to come—probably a lot more.

The development of ai raises profound questions. Perhaps most pressing, though, is a
straightforward one. What does this mean for the economy? Many have grand expectations.
New research by Goldman Sachs, a bank, suggests that “widespread ai adoption could
eventually drive a 7% or almost $7trn increase in annual global gdp over a ten-year period.”
Academic studies point to a three-percentage-point rise in annual labour-productivity growth in
firms that adopt the technology, which would represent a huge uplift in incomes compounded
over many years. A study published in 2021 by Tom Davidson of Open Philanthropy, a
grantmaking outfit, puts a more than 10% chance on “explosive growth” —defined as increases
in global output of more than 30% a year—sometime this century. A few economists, only half-
jokingly, hold out the possibility of global incomes becoming infinite.

Financial markets, however, point to rather more modest outcomes. In the past year share
prices of companies involved in ai have done worse than the global average, although they have
risen in recent months (see chart 1). Interest rates are another clue. If people thought that the
technology was going to make everyone richer tomorrow, rates would rise because there
would be less need to save. Inflation-adjusted rates and subsequent gdp growth are strongly
correlated, notes research by Basil Halperin of the Massachusetts Institute of Technology (mit)
and colleagues. Yet since the hype about ai began in November, long-term rates have fallen.
They remain very low by historical standards. Financial markets, the researchers conclude, “are
not expecting a high probability of...ai-induced growth acceleration...on at least a 30-to-50-year
time horizon.”

To judge which group is right, it is helpful to consider the history of previous technological
breakthroughs. This provides succour to investors. For it is difficult to make the case that a
single new technology by itself has ever radically changed the economy, either for good or ill.
Even the industrial revolution of the late 1700s, which many people believe was the result of
the invention of the spinning jenny, was actually caused by all sorts of factors coming together:
increasing use of coal, firmer property rights, the emergence of a scientific ethos and much
more besides.

Perhaps most famously, in the 1960s Robert Fogel published work about America’s railways
that would later win him a Nobel Prize in economics. Many thought that rail transformed

96



America’s prospects, turning an agricultural society into an industrial powerhouse. In fact, it
had a very modest impact, Fogel found, because it replaced technology—such as canals—that
would have done just about as good a job. The level of per-person income that America
achieved by January 1st 1890 would have been reached by March 31st 1890 if railways had
never been invented.

Of course, no one can predict with any certainty where a technology as fundamentally
unpredictable as ai will take humans. Runaway growth is not impossible; nor is technological
stagnation. But you can still think through the possibilities. And, so far at least, it seems as
though Fogel’s railways are likely to be a useful blueprint. Consider three broad areas:
monopolies, labour markets and productivity.

A new technology sometimes creates a small group of people with vast economic power. John
D. Rockefeller won out with oil refining and Henry Ford with cars. Today Jeff Bezos and Mark
Zuckerberg are pretty dominant thanks to tech.

Many pundits expect that before long the ai industry will generate huge profits. In a recent
paper Goldman’s analysts estimate in a best-case scenario generative ai could add about
$430bn to annual global enterprise-software revenues. Their calculation assumes that each of
the world’s 1.1bn office workers will adopt a few ai gizmos, paying around $400 in total each.

Any business would be glad to capture some of this cash. But in macroeconomic terms $430bn
simply does not move the dial. Assume that all of the revenue turns into profits, which is
unrealistic, and that all of these profits are earned in America, which is a tad more realistic.
Even under these conditions, the ratio of the country’s pre-tax corporate profits to

its gdp would rise from 12% today to 14%. That is far above the long-run average, but no higher
than it was in the second quarter of 2021.

These profits could go to one organisation—maybe Openai. Monopolies often arise when an
industry has high fixed costs or when it is hard to switch to competitors. Customers had no
alternative to Rockefeller’s oil, for instance, and could not produce their own. Generative ai has
some monopolistic characteristics. gpt-4, one of Openai’s chatbots, reportedly cost more than
$100m to train, a sum few firms have lying around. There is also a lot of proprietary knowledge
about data for training the models, not to mention user feedback.

There is, however, little chance of a single company bestriding the entire industry. More likely is
that a modest number of big firms compete with one another, as happens in aviation, groceries
and search engines. No ai product is truly unique since all use similar models. This makes it
easier for a customer to switch from one to another. The computing power behind the models
is also fairly generic. Much of the code, as well as tips and tricks, is freely available online,
meaning that amateurs can produce their own models—often with strikingly good results.

“There don’t appear, today, to be any systemic moats in generative ai,” a team at Andreessen
Horowitz, a venture-capital firm, has argued. The recent leak purportedly from Google reaches
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a similar conclusion: “The barrier to entry for training and experimentation has dropped from
the total output of a major research organisation to one person, an evening, and a beefy
laptop.” Already there are a few generative-ai firms worth more than $1bn. The biggest
corporate winner so far from the new ai age is not even an ai company. At Nvidia, a computing
firm which powers ai models, revenue from data centres is soaring.

Yeah, but what about me?

Although generative ai might not create a new class of robber barons, to many people that will
be cold comfort. They are more concerned with their own economic prospects—in particular,
whether their job will disappear. Terrifying predictions abound. Tyna Eloundou of Openai and
colleagues have estimated that “around 80% of the us workforce could have at least 10% of
their work tasks affected by the introduction of lims”. Edward Felten of Princeton University
and colleagues conducted a similar exercise. Legal services, accountancy and travel agencies
came out at or near the top of professions most likely to face disruption.

Economists have issued gloomy predictions before. In the 2000s many feared the impact of
outsourcing on rich-world workers. In 2013 two at Oxford University issued a widely cited paper
that suggested automation could wipe out 47% of American jobs over the subsequent decade
or so. Others made the case that, even without widespread unemployment, there would be
“hollowing out”, where rewarding, well-paid jobs disappeared and mindless, poorly paid roles
took their place.

What actually happened took people by surprise. In the past decade the average rich-world
unemployment rate has roughly halved (see chart 2). The share of working-age people in
employment is at an all-time high. Countries with the highest rates of automation and robotics,
such as Japan, Singapore and South Korea, have the least unemployment. A recent study by
America’s Bureau of Labour Statistics found that in recent years jobs classified as “at risk” from
new technologies “did not exhibit any general tendency toward notably rapid job loss”.
Evidence for “hollowing out” is mixed. Measures of job satisfaction rose during the 2010s. For
most of the past decade the poorest Americans have seen faster wage growth than the richest
ones.

This time could be different. The share price of Chegg, a firm which provides homework help,
recently fell by half after it admitted Chatgpt was “having an impact on our new customer
growth rate”. The chief executive of ibm, a big tech firm, said that the company expects to
pause hiring for roles that could be replaced by ai in the coming years. But are these early signs
a tsunami is about to hit? Perhaps not.

Imagine a job disappears when ai automates more than 50% of the tasks it encompasses. Or
imagine that workers are eliminated in proportion to the total share of economywide tasks that
are automated. In either case this would, following Ms Eloundou’s estimates, result in a net loss
of around 15% of American jobs. Some folk could move to industries experiencing worker
shortages, such as hospitality. But a big rise in the unemployment rate would surely follow—in
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line, maybe, with the 15% briefly reached in America during the worst of the covid-19 pandemic
in 2020.

Yet this scenario is unlikely to come to pass: history suggests job destruction happens far more
slowly. The automated telephone switching system—a replacement for human operators—was
invented in 1892. It took until 1921 for the Bell System to install their first fully automated
office. Even after this milestone, the number of American telephone operators continued to
grow, peaking in the mid-20th century at around 350,000. The occupation did not (mostly)
disappear until the 1980s, nine decades after automation was invented. ai will take less than 90
years to sweep the labour market: IIms are easy to use, and many experts are astonished by the
speed at which the general public has incorporated Chatgpt into their lives. But reasons for the
slow adoption of technology in workplaces will also apply this time around.

In a recent essay Mark Andreessen of Andreessen Horowitz outlined some of them. His
argument focuses on regulation. In bits of the economy with heavy state involvement, such as
education and health care, technological change tends to be pitifully slow. The absence of
competitive pressure blunts incentives to improve. Governments may also have public-policy
goals, such as maximising employment levels, which are inconsistent with improved efficiency.
These industries are also more likely to be unionised—and unions are good at preventing job
losses.

Examples abound. Train drivers on London’s publicly run Underground network are paid close
to twice the national median, even though the technology to partially or wholly replace them
has existed for decades. Government agencies require you to fill in paper forms providing your
personal information again and again. In San Francisco, the global centre of the ai surge, real-
life cops are still employed to direct traffic during rush hour.

Au revoir!

Many of the jobs at risk from ai are in heavily regulated sectors. Return to the paper by Mr
Felten of Princeton University. Fourteen of the top 20 occupations most exposed to ai are
teachers (foreign-language ones are near the top; geographers are in a slightly stronger
position). But only the bravest government would replace teachers with ai. Imagine the
headlines. The same goes for cops and crime-fighting ai. The fact that Italy has already
temporarily blocked Chatgpt over privacy concerns, with France, Germany and Ireland said to
be considering the option, shows how worried governments are about the job-destructive
effects of ai.

Perhaps, in time, governments will allow some jobs to be replaced. But the delay will make
space for the economy to do what it always does: create new types of jobs as others are
eliminated. By lowering costs of production, new tech can create more demand for goods and
services, boosting jobs that are hard to automate. A paper published in 2020 by David Autor
of mit and colleagues offered a striking conclusion. About 60% of the jobs in America did not
exist in 1940. The job of “fingernail technician” was added to the census in 2000. “Solar

99



photovoltaic electrician” was added just five years ago. The ai economy is likely to create new
occupations which today cannot even be imagined.

Modest labour-market effects are likely to translate into a modest impact on productivity—the
third factor. Adoption of electricity in factories and households began in America towards the
end of the 19th century. Yet there was no productivity boom until the end of the first world
war. The personal computer was invented in the 1970s. This time the productivity boom
followed more quickly—but it still felt slow at the time. In 1987 Robert Solow, an economist,
famously declared that the computer age was “everywhere except for the productivity
statistics”.

The world is still waiting for a productivity surge linked to recent innovations. Smartphones
have been in widespread use for a decade, billions of people have access to superfast internet
and many workers now shift between the office and home as it suits them. Official surveys
show that well over a tenth of American employees already work at firms using ai of some kind,
while unofficial surveys point to even higher numbers. Still, though, global productivity growth
remains weak.

ai could eventually make some industries vastly more productive. A paper by Erik Brynjolfsson
of Stanford University and colleagues examines customer-support agents. Access to an ai tool
raises the number of issues resolved each hour by 14% on average. Researchers themselves
could also become more efficient: gpt-x may give them an unlimited number of almost-free
research assistants. Others hope ai will eliminate administrative inefficiencies in health care,
reducing costs.

But there are many things beyond the reach of ai. Blue-collar work, such as construction and
farming, which accounts for about 20% of rich-world gdp, is one example. An lim is of little use
to someone picking asparagus. It could be of some use to a plumber fixing a leaky tap: a widget
could recognise the tap, diagnose the fault and advise on fixes. Ultimately, though, the plumber
still has to do the physical work. So it is hard to imagine that, in a few years’ time, blue-collar
work is going to be much more productive than it is now. The same goes for industries where
human-to-human contact is an inherent part of the service, such as hospitality and medical
care.

ai also cannot do anything about the biggest thing holding back rich-world productivity
growth: misfiring planning systems. When the size of cities is constrained and housing costs are
high, people cannot live and work where they are most efficient. No matter how many brilliant
new ideas your society may have, they are functionally useless if you cannot build them in a
timely manner. It is up to governments to defang nimbys. Technology is neither here nor there.
The same goes for energy, where permitting and infrastructure are what keep costs
uncomfortably high.

It is even possible that the ai economy could become less productive. Look at some recent
technologies. Smartphones allow instant communication, but they can also be a distraction.
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With email you are connected 24/7, which can make it hard to focus. A paper in 2016 by
researchers at the University of California at Irvine, Microsoft Research and mit found that “the
longer daily time spent on email, the lower was perceived productivity”. Some bosses now
believe that working from home, once seen as a productivity-booster, gives too many people
the excuse to slack off.

Generative ai itself could act as a drain on productivity. What happens, for instance, if ai can
create entertainment perfectly tailored to your every desire? Moreover, few people have
thought through the implications of a system that can generate vast amounts of text
instantly. gpt-4 is a godsend for a nimby facing a planning application. In five minutes he can
produce a well written 1,000-page objection. Someone then has to respond to it. Spam emails
are going to be harder to detect. Fraud cases could soar. Banks will need to spend more on
preventing attacks and compensating people who lose out.

Just what we need

In an ai-heavy world lawyers will multiply. “In the 1970s you could do a multi-million-dollar deal
on 15 pages because retyping was a pain in the ass,” says Preston Byrne of Brown Rudnick, a
law firm. “ai will allow us to cover the 1,000 most likely edge cases in the first draft and then
the parties will argue over it for weeks.” A rule of thumb in America is that there is no point
suing for damages unless you hope for $250,000 or more in compensation, since you need to
spend that much getting to court. Now the costs of litigation could fall to close to zero.
Meanwhile, teachers and editors will need to check that everything they read has not been
composed by an ai. Openai has released a program that allows you to do this. It is thus
providing the world a solution to a problem that its technology has created.

ai may change the world in ways that today are impossible to imagine. But this is not quite the
same thing as turning the economy upside down. Fogel wrote that his argument was “aimed
not at refuting the view that the railroad played a decisive role in American development during
the 19th century, but rather at demonstrating that the empirical base on which this view rests
is not nearly so substantial as is usually presumed”. Some time in the mid-21st century a future
Nobel prizewinner, examining generative ai, may well reach the same conclusion.

DPs

1. How do you feel the current havoc of dramatic influences on our life by Al development? The
Economist says depending on the fields of industries or services how the productivity is
improved varies. Do you think your field could get a big shock by sophisticated abilities of Al
technologies?

2. What do you think of M Andreesen’s view on Als ? His argument focuses on regulation. In
bits of the economy with heavy state involvement, such as education and health care,
technological change tends to be pitifully slow. The absence of competitive pressure blunts
incentives to improve.(See the chart attached below.
https://pmarca.substack.com/p/why-ai-wont-cause-unemployment

3. Why will the productivities of the fields such as blue color work, hospitality and medical care
be enhanced even though they have less or no influences on Al development?
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Why Britain is updating its laws on surrogacy and gamete donation
The rise of the same-sex parent family and elective single mothers
May 8th 2023

When kim cotton, a young British woman, carried and gave birth to a baby for an anonymous
couple in 1985, many Britons were horrified. Ms Cotton had been artificially inseminated by the
intended father and paid £6,500 ($9,353). “Born to be sold,” ran one headline. Appalled
lawmakers hurriedly passed the Surrogacy Arrangements Act, which prohibited commercial
surrogacy and regulated the uncompensated kind.

The number of British babies born this way has risen from fewer than 100 each year two
decades ago to more than 400 each year today. Surrogacy, if not uncontroversial, has become
socially acceptable in a way that would once have been unimaginable. That is partly because it
is now often the “gestational” sort, meaning the surrogate does not biologically mother the
baby but is implanted with a fertilised egg from the intended mother or from a donor. Yet it is
also because British babymaking has become altogether less traditional.

Some of that owes to the rise in British families headed by same-sex couples. The momentous
changes to the family brought about by the legalisation of gay marriage in 2014 first became
evident with adoptions. Between 2015 and 2019 the number of same-sex-couple families rose
by 40% to 212,000. In 2022 540 of 2,950 adoptions in England—more than one in six—were to
same-sex couples (only 3% of the adult population identifies as gay or bisexual).

Yet most people who want children want babies and there have long been too few of those
available to satisfy demand. In 2014 a law was passed to allow same-sex couples to apply for
the “parental orders” by which the intended parents in a surrogacy arrangement assume legal
parenthood. For gay men like Alan White, chair of the board of trustees of Surrogacyuk, a non-
profit group, this represented a sea change. His desire to have children, he says, coupled with
“societal norms around family”, were among the reasons he did not come out as gay until he
was in his 20s.
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In parallel, advances in technology and medicine have transformed the wider fertility
landscape. In vitro fertilisation means a baby can now be created by three parties—two who
provide the gametes and a third who carries the fertilised egg—thus making it possible for gay
men and infertile people to set about having a baby. Egg-freezing and other advances have also
allowed single women to delay parenthood and undertake it alone. All this has fuelled a boom
in the market for procreation: the Human Fertilisation and Embryology Authority (hfea), a
regulator, says 60% of fertility services are now paid for privately.

As a result, some of the rules governing surrogacy and fertility clinics, which in Britain are highly
regulated, look out of date. The hfea is reviewing the way fertility services are sold to patients
and some aspects of sperm- and egg-donation; it will submit its recommendations later this
year. In March the Law Commission (which reviews British legislation) published
recommendations to update surrogacy laws. Both it and the hfea want surrogacy and gamete
donation to remain “altruistic” (meaning they cannot be profitmaking). But other changes are
likely.

In particular the commission proposed that parental orders be ditched for Britain-born babies
and that intended parents instead apply to have legal rights from their baby’s birth. The current
system takes too long: parents tend to take surrogate-born babies home immediately but can
wait up to a year to become legal parents. This can cause anxiety for everyone (the surrogate
could change her mind and keep the baby; a parent might also reconsider or become unable to
care for a child).

The Law Commission says that for parents to have legal rights from birth, they and their
surrogate should undergo screening and safeguarding checks overseen by non-profit surrogacy
organisations, licensed by the hfea. To allay concerns about surrogates’ rights there should be a
six-week period following the birth during which, if a surrogate changes her mind, she can apply
for a parental order.

Natalie Gamble, the co-director of nga Law, a firm that specialises in fertility cases, says one
problem is that this change would not cover babies born via surrogacy overseas (around a third
of British surrogate-born babies are estimated to be born abroad). One of the chief reasons
parents use overseas surrogates is because there is a shortage in Britain. Those who can afford
it often go to America, where the federal government does not regulate surrogacy. A rising
number of developing countries, including India, and most European countries now prohibit
commercial surrogacy (though Ukraine had become a big market before Russia’s invasion).

Ms Gamble says that if surrogates were compensated, more British women might consider it.
Currently, the guidance says they may be paid “expenses reasonably incurred”, which routinely
tot up to around £15,000. The Law Commission says that, far from allowing compensation, the
law should clarify what expenses are allowable, to ensure surrogates are fairly treated.
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Fears of exploitation lie behind Britain’s decision to keep surrogacy altruistic: the likelihood of
coercion is greater when money is involved. Michael Johnson-Ellis, co-founder of My Surrogacy
Journey, a non-profit organisation, says commercialisation would lead inevitably to the
involvement of profitmaking third parties like lawyers and agencies, pushing the price of
surrogacy beyond the reach of many. (Thanks to the role of lawyers, agencies and clinics, having
a surrogate-born baby in America can cost upwards of $200,000.) He hopes that better
regulation and some advertising (a change recommended by the Law Commission) will
encourage more women in Britain to consider becoming surrogates.

In the wider field of fertility, gamete donation creates many more babies than surrogacy: more
than 4,000 annually, says the hfea. The actual number may be far higher. Guidelines say no
donor should parent more than ten families; the low-tech nature of sperm donation, which
many lesbian couples and single mothers use to have babies, means no one is counting.

The hfea says it too will not countenance a compensatory system as part of its review. But it is
considering changing rules about egg- and sperm-donor anonymity, perhaps by allowing
children to learn about their biological parents soon after birth, if donors agree. In 2005 the law
was changed to ban lifelong anonymity, meaning that when children turned 18 they could
request information about their biological parents. The first children to be affected by that law
reach that age this year.

Nina Barnsley of Donor Conception Network (dcn), a charity, points out that Britain was ahead
of the curve in forbidding anonymity: in the years since, dna testing has exposed it as a false
promise. Research shows that children who know how they were conceived—and, once they
are older, by whom—do better psychologically. The Law Commission says Britain should create
a surrogacy register, to help children trace the women who gave birth to them when they are
older. The case of Kim Cotton shows the damage that can be done by secrets. “I'll regret for the
rest of my life that | don’t know who they are,” she has said of the parents who paid for her
baby. “I try not to think about it now, but | always remember her birthday.”

DP1:Do you agree with the article that surrogacy should be for non-profit?
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The humiliation of Thailand’s regime is a boost for Asian democracy
The monarcho-military establishment must give Thai voters the change they demand
May 18th 2023

Rigging thai ballots keeps getting harder. The first time the country’s army-backed regime
deigned to hold an election, in 2019, it took an outrageous gerrymander, a stacked electoral
system and the mass disqualification of its democratic opponents to prevent them, narrowly,
from winning a majority. On May 14th, despite facing many of the same obstacles, Thailand’s
pro-democracy parties could not be denied. They trounced the regime of Prayuth Chan-ocha, a
former army chief who seized power in 2014, winning 313 of the 500 seats available. Pro-
military parties—despite their unfair advantages—won only 76.

Worse for the generals and the royalist establishment in cahoots with them, their attempts to
suppress Thailand’s democracy are radicalising it. The big winner was not, as predicted, the
party of Thaksin Shinawatra, an exiled former prime minister, whose supporters had come first
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in every Thai election since 2001. It was a newer and more uncompromising liberal force.
Pushing back against years of democratic retreat in Asia, Move Forward, as it is called, looks like
the generals’ nemesis.

Led by a 42-year-old former tech executive and Harvard graduate, Pita Limjaroenrat, the party
vows to shrink the army and curb /éese-majesté laws that make it a serious offence merely to
retweet an objective critique of Thailand’s overweening royals. Drawing huge support from
educated urbanites, Move Forward almost swept the capital, Bangkok, as it surged to victory.
Not bad for a party that was relaunched in 2020 after its former iteration (Future Forward) was
disbanded by the regime for having done surprisingly well in the previous poll.

Whether the generals will permit Mr Pita to form the democratic coalition government that
Thais have so loudly demanded remains unclear. The regime has stacked the senate with its
stooges and given them, in effect, a veto on government formation. Yet exercising it, after this
thumping electoral verdict, would be reckless as well as wrong. Sooner or later, a democratic
revival in Thailand looks inevitable. Blocking it might spark a disorderly transition, as the fury
Thais expressed at the ballot box found more violent expression on the streets.

Thailand’s vulnerability to coups (it has had 13 since its democracy was founded in 1932) has
long seemed anomalous. With a thriving tourism industry and some decent universities, it is no
Myanmar. It is the second-biggest economy in South-East Asia and the world’s only upper-
middle-income country under de facto army control. This embarrassment mainly reflects the
hubris of the monarcho-military elite. But it has also been for want of a satisfactory alternative.
Mr Thaksin’s populism, partiality to his rural base and ambiguous attitude to the monarchy
have made him an imperfect democratic champion. Move Forward, which surged on the back
of pro-reform protests in 2020 and 2021, appears more attuned to the 72m Thais’ frustrations.

Its success is a rebuke not only to the principle of army rule, but also to the regime’s ineptitude.
Hobbled by cronyism and graft, Thailand’s economy is creating fewer opportunities and
attracting less foreign direct investment than its regional rivals, including Indonesia and
Vietnam. Its post-pandemic recovery is the slowest of any major economy in South-East Asia.
Thailand would benefit hugely were Mr Pita to fulfil his pledge to break up the monopolies
gumming up industries such as agriculture and telecommunications (where Mr Thaksin made
his fortune).

Mr Pita’s electoral success, meanwhile, will inspire embattled democrats elsewhere.
Authoritarianism is losing its appeal in many Asian countries, thanks to Chinese coercion,
Russia’s brutal blundering in Ukraine and the failure of authoritarian leaders to govern
competently. The largely peaceful protests that drove the economy-wrecking Rajapaksa clan
from power in Sri Lanka last year were an early illustration of this disenchantment. With
elections looming in Bangladesh, Cambodia, India and Indonesia, all of which will to varying
degrees test democracy, the triumph of Thai democrats augurs well.
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This is appropriate. Their country’s democracy, the oldest in South-East Asia, was once a source
of economic dynamism and regional leadership. The promise of this election result is a
restoration of both qualities. The danger, if the regime digs in, is of an accelerating, perhaps
violent, decline. New battle-lines have been drawn; Thailand’s fudgy halfway-house democracy
no longer looks like an option. That is already progress of a kind.
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Trade in dinosaur fossils is good for science
The market for specimens should be regulated, not banned
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May 18th 2023

The great auction houses of America and Europe often sell masterpieces by long-dead artists to
a grey-haired crowd. They also serve the booming demand for actual fossils. In 2020 Christie’s
sold “Stan”—one of the most complete Tyrannosaurus rex specimens ever discovered—for a
record-breaking $31.8m. In April “Trinity”, a composite of three T. rex specimens, fetched
$6.1m at the Koller auction house in Zurich—one of six dino-lots to have breached the $6m
threshold since “Stan” was sold. At the end of July Sotheby’s is due to auction off another
nearly complete specimen.

24I(E Myrannosaurusrex] EEE (T4 S/ YDA LY IR EHEAFET., BRI
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The buyers are typically rich collectors (Leonardo DiCaprio, a Hollywood actor, has an interest in
dinosaur skulls). That alarms many palaeontologists, who fear that museums and other
scientific institutions are being priced out of the market by individuals who will lock their
collections away. Even when scientists are granted access to specimens held privately, many
journals have in recent years refused in protest to publish the resulting research.

The antagonism of these scientists towards commerce is misplaced. A thriving market for fossils
should lead to more discoveries that—if the trade is appropriately regulated—will benefit
science and the public.

Palaeontology has always leaned heavily on prospectors and private collectors. Mary Anning,
one of the field’s pioneers, attained celebrity status in Victorian England after she discovered
the first fossil specimens of ichthyosaurs and plesiosaurs (marine contemporaries of the
dinosaurs) eroding out of the fragile coastal cliffs of Dorset in south-west England, known as the
“Jurassic coast”. The tongue-twister “She sells sea shells on the sea shore” is supposedly a
reference to Anning’s prolific collection and sale of marine fossils.

Celebrity status (EFL TV T A DRT—ER) #BoNDDIERI—HEEDAI-D

Today most fossils sold at auction come from America. Once discovered there, they belong to
the landowner and can be legally traded. In many other countries, fossils automatically become
the property of the state. The advantage of encouraging the “dinosaur cowboys” of Montana,
Wyoming and the Dakotas—which share a big geological deposit—to get digging is that once
fossils are exposed, they are as vulnerable to wind, rain and tide as they once were to being
munched by a theropod. As Dorset’s cliffs collapse, for example, new fossils constantly appear,
but can be lost as erosion continues. Scientists often lack the resources to find, collect and
preserve every fossil with scientific value before it is destroyed by nature.
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The private sector plugs the gap by responding to price signals. Prospecting first boomed after
“Sue”, another famous T. rex specimen, was sold to Chicago’s Field Museum for $8.3m in 1997.
The recent spate of sales is prompting another rush for bones today. It is not always true that
the resulting hoards end up out of sight. “Stan” was bought by the Abu Dhabi Department of
Culture and Tourism and is due to go on display in 2025. From Tampa to Copenhagen, many
privately owned fossils are on show at museums or soon will be, much as the world’s best art
galleries often hang privately owned pieces on loan.

Fears of crowding out scientists and the public are not entirely without merit. Sometimes
specimens do vanish after being bought anonymously. But nationalising the ownership of fossils
does not make the desire to buy and sell them disappear. Instead, it pushes the trade
underground. The black market is a bigger threat to science than legitimate trade. Smugglers
have much lower standards than auction houses, frequently damaging or destroying specimens,
and stolen fossils are even less likely to end up in museums.

T.rent

There are ways to preserve the value to the public of privately owned fossils. Governments
could write rules insisting that the discovery of fossils and who owns them is catalogued. They
could require specimens to be made available for study, or ensure that museums can make
casts. And—although auction houses already demand assurances regarding the provenance of
fossils—they could set in stone minimum standards for excavation and handling, to allay fears
that prospecting might become a Wild West. It is better to regulate the market and let it thrive
than to force it towards extinction.
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Can the West win over the rest of the world?
The G7 wants to build a broader alliance to resist Chinese and Russian coercion
May 16th 2023 | TOKYO

The group of seven (g7) began gathering after the first oil shock of the 1970s. In the ensuing
decades the club of the world’s largest rich democracies led the way on global economic policy.
But its relevance faded as its share of the global economy declined. In 2009 Barack Obama,
then America’s president, declared that the g20, a broader grouping that includes China and
other big developing countries, would become the pre-eminent forum; Donald Trump, his
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successor, went further, calling the g7 “outdated”. In the past year, however, the g7 has found
a new sense of purpose amid another crisis, emerging as a forum for co-ordinating assistance to
Ukraine and sanctions against Russia.

Those tasks will top the agenda at the next leaders’ summit, to be held on May 19th-21st in
Hiroshima, the hometown of Japan’s prime minister, Kishida Fumio. Combating Russian
sanction-busting is a priority. Japan, whose laws bar it from supplying lethal military aid, will
also take up the mantle of post-war reconstruction in Ukraine, drawing on its experience in
rebuilding after natural disasters. In a city emblematic of the horror of atomic destruction,
Ukraine would like to see the g7 send Russia a “clear message on nuclear threats”, says Sergiy
Korsunsky, Ukraine’s ambassador to Japan. “It’s important for the big guys to say no and draw a
clear line.”

Yet the g7’s support for Ukraine has also shown up the distance between the rich and
developing world on the war. Even if disturbed by Vladimir Putin’s invasion, many poorer
countries hesitate to condemn it forcefully and mainly grumble about its impact on food and
energy markets. That discordance worries Japan, the g7’s chair (and only Asian member).

Japanese officials have therefore been on a listening tour ahead of the gathering in Hiroshima.
In the past two months, Mr Kishida has visited Egypt, Ghana, India, Kenya, Mozambique and
Singapore; his foreign minister, Hayashi Yoshimasa, toured Latin America. “In the midst of
Russia’s invasion of Ukraine, some global-south countries are facing great difficulties...there is
also a movement to try to divide the world by taking advantage of such situations,” says Mr
Kishida in an interview with The Economist and other outlets, using characteristically careful
language.

In private, Japanese officials and diplomats are blunter: the West is losing to China when it
comes to outreach to the global south. The g7’s relative economic strength has been declining,
and with it the pull of the international order it represents: the club-members’ share of

global gdp in nominal terms peaked at nearly 70% in the late 1980s, but dipped to under 45% in
2021. In purchasing-power parity terms, the brics grouping, of Brazil, Russia, India, China and
South Africa, has surpassed the g7’s share (see chart). Japanese envoys reckon that the West is
failing to convince many poorer countries of the benefits of the current order.

They report hearing a litany of complaints about America from leaders elsewhere: concerning
the tumult in American domestic politics; a lack of economic offerings in American trade
policies; a lack of respect in American diplomacy. They fret that ruling elites in many developing
countries are starting to prefer dealing with China, which offers more stability, more roads and
bridges, and fewer lectures. In Japan’s estimation, American preaching about democracy has
been especially ineffective. “Liberal democracy has proved a poor rallying cry,” says one
Japanese official.

Japan hopes to tamp down the talk (favoured by President Joe Biden) of a battle between
democracy and autocracy in favour of strong g7 support for the rule of law. Japanese officials
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reckon that standing for the inviolability of borders, rather than more nebulous values, will
appeal to a wider range of potential partners and make clearer the benefits of an international
system based on rules rather than raw power. It also avoids forcing countries into a binary
choice, between liberal and illiberal powers, another Japanese official suggests: “We don’t
support creating new blocs.”

Mr Kishida articulated that thinking in March in India, which is chairing the g20 this year and
sees itself as the global south’s leader. India is one of eight guests invited to observe the
summit in Hiroshima, along with Indonesia, the current asean chair; the Comoros, the African
Union’s chair; the Cook Islands, the Pacific Islands Forum chair; and Australia, Brazil, South
Korea and Vietnam. Japan is trying to “expand whom we talk to, and how we talk to them,”
says Rahm Emanuel, America’s ambassador to Japan. “The United States is 100% behind it in
support of that.”

Japan also hopes to use this year’s summit to connect the security concerns of the largely Euro-
Atlantic g7 and the Indo-Pacific region. The meeting is “both a response to the war and a
reminder of how to deter a future one,” says Mr Emanuel. Mr Kishida has linked the fighting in
Ukraine to China’s threats against Taiwan. “The use of force to change the status quo must not
be tolerated in any region, be it Europe or Asia.” When the g7’s foreign ministers met last
month, they sought to project unified support for Taiwan in the wake of Emmanuel Macron’s
visit to Beijing, a trip that dismayed Japanese officials. The leaders’ meeting in Hiroshima may
produce a follow-up statement on a common approach to “economic coercion”, or China’s
practice of using trade and finance to punish others for geopolitical defiance.

The summit thus reflects the diplomatic role—consensus-building and strategic—that Japan
sees itself playing in a changing world. “Japan needs to bridge,” says Jimbo Ken of Keio
University in Tokyo. Japanese diplomacy is well suited to it, especially in the Indo-Pacific. Japan
understands the region “much better than any other g7 member,” says Bilahari Kausikan, a
former senior Singaporean diplomat. It can help by “tempering the wilder flights of fancy” of
other Western g7 members.

Yet Japan’s measured approach has some downsides. Its officials talk about the rule of law
“internationally but not internally”, notes Sahashi Ryo of the University of Tokyo. Keeping quiet
on rights abuses or democratic backsliding for the sake of coalition-building risks letting future
problems fester. As Mr Putin has demonstrated, dictators unconstrained by pesky checks and
balances at home find it easier to launch illegal attacks on their neighbours. And as Ukrainians
have shown, standing up to those attacks is easier when there are clearly articulated and prized
values, as well as territory, to fight for.

DP1: Do you think G7 summit in Hososhima was successful? And why?

DP2: Do you agree with Japan approach to G7 summit or global issue that they discussed during
the summit?

DP3: What should G7 counties do to prepare for G20 summit in Sep 20237
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DP4: China held another summit “China-Central Asia Summit” on 18 May and Xi Jinping held
talk with President Putin on 21th May. How do you think their reaction against G7 summit?
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Myanmar’s conflict is dividing South-East Asia
The region’s leaders disagree on what to do about the conflagration. China is not helping
May 18th 2023

Ahead of the Buddhist new year in Myanmar last month, a few hundred locals congregated one
morning in Pa Zi Gyi village in Sagaing region, in the country’s Buddhist heartland. It was
supposed to be a happy event to mark the opening of a new office of the dissident national
unity government, which opposes the military junta that seized power in early 2021. The new
administrative centre promised to bring a semblance of normality to the war-torn country:
taxes would be processed and town meetings held. Then a fighter jet screamed overhead,
dropping bombs. A helicopter fired rockets. At least 100 people were killed, including 40
children. Another day’s work by the vicious junta of General Min Aung Hlaing.

Since the Tatmadaw, as Myanmar’s armed forces are known, ousted its elected government,

more than 1.3m Burmese people have been displaced and over 30,000 killed in fighting
between the army and its opponents. Nearly half of Myanmar’s 54m people live below the
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poverty line, more than double the number before the conflict began. Just this week the
Tatmadaw took advantage of the devastation wrought by a cyclone, which killed dozens, to
launch yet more attacks on its enemies.

S v Y —HEH Tatmadaw

Such atrocities demand a regional response. Yet Myanmar’s neighbours are paralysed over
what to do about the conflict. This was illustrated at a summit of the ten-country Association of
South-East Asian Nations (asean) in Labuan Bajo, Indonesia, on May 10th. For the second year
running, Myanmar’s generals were not invited to the gathering of asean leaders. The conflict
was nonetheless prominently in mind; a few days earlier, a convoy carrying aid to displaced
Burmese villagers, and also Indonesian and Singaporean diplomats, was attacked. Yet
Indonesia’s president, Joko Widodo, who is chairing asean, declared that no progress had been
made on asean’s draft peace plan for Myanmar. Its conflict has become the regional bloc’s
gravest crisis since its founding in 1967.

asean’s members appear utterly divided over the issue. The more democratic countries of
Indonesia, Malaysia, the Philippines and Singapore are more critical of Myanmar’s junta than
the authoritarian rest. A memo leaked after asean’s latest discussions confirmed that some
countries want to invite the junta back to the club’s meetings because “the time for isolation
has served its purpose”.

Thailand’s ruling ex-generals, who also seized power in a coup, have coddled their Burmese
counterparts. Thailand, which shares a 2,400km-long border with Myanmar, thus started
separate negotiations with the junta late last year. Cambodia and Laos have done the same,
straining unity around asean’s diplomatic boycott. China and India, Myanmar’s giant
neighbours, have also pursued their interests by engaging with the ruling thugs, thereby
compounding the mess.

China has moved closest to the junta. Earlier this month Qin Gang, China’s new foreign
minister, became the highest-ranking Chinese official to visit Myanmar since the coup—it was
his only South-East Asian pit-stop in an itinerary that also included India and Pakistan. These
countries, notes Yun Sun of the Stimson Centre, a think-tank in Washington, are all strategic
priorities for China. In Myanmar it aims to protect its investments and seek new ones.

Economic advantage, says Jason Tower of the United States Institute of Peace, is more
important to China than ending conflict. So is strategic advantage. Myanmar affords China
access to the Bay of Bengal, the Indian Ocean and an alternative to the choke-point of the
Malacca Strait, the main route through which most of China’s ship-bound energy and trade has
flowed. China has poured over $S21bn into a China-Myanmar Economic Corridor involving roads,
railways, pipelines and a port.

Beyond promoting China’s economic projects in Myanmar, Mr Qin used his visit to advertise a
Xi Jinping-era foreign-policy mantra—“community with a shared future for mankind” —that
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puts economic development above individual rights (not that the junta cares about either). The
Chinese foreign minister also rattled off other slogans to promote a world in which like-minded
big powers such as China and Russia determine the security arrangements of their neighbours
while rallying countries against the West. As China’s influence grows and asean’s fragments, the
interests of ordinary Burmese who want to attend town-hall meetings slide ever further down
the ladder of regional priorities.

Summary

Two years after the coup d'état of 1 February 2021, the situation in Myanmar has become even
more chaotic. ASEAN has attempted to engage Myanmar to improve the situation, but no
progress has been made.

The Myanmar issue concerns the very foundations of ASEAN's security. Firstly, it is a security
issue in the border region, and secondly, it is a concern of growing influence by major
extraterritorial powers.

DP1: How do you see the influence of the major extraterritorial powers, particularly China and
Russia, on Myanmar expanding in the future? What impact will this have on ASEAN and on
ASEAN countries?

DP2: Japan has maintained close relations with Myanmar. Is there anything Japan can do about
this situation?
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The digital march
Non-cash payments as % of all transactions
By volume
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As payments systems go digital, they are changing global finance

The fight over payments systems is hotting up around the world. There may be surprising
winners, says Arjun Ramani

May 15th 2023

Payment is one of the most fundamental economic activities. To buy anything, you need
something the seller wants. One option is barter, but that is beset by friction (what are the
chances of having something your counterparty wants at any exact moment?). Early forms of
money, from cowrie shells to beads to metal coins, offered a solution: they were always in
demand to settle transactions. But they came with their own problems, from counterfeiting and
delay to not having enough when needed (illiquidity). The use of credit for trade, first recorded
in Mesopotamia five millennia ago, changed the game. It provided immediate liquidity,
boosting commerce, but it also required trust and verification, introducing a fresh set of issues.

For centuries humans have mostly used physical objects, including cash, to transact. Banks were
originally meant merely to safeguard commodities such as grain, rather than being linked to
consumer payments. Later, cheques became tied to bank accounts. The first credit cards
(Diners Club in 1950) and cards with magnetic stripes (American Express in 1971) started a
broader shift away from paper money and cheques for retail payments. But they were mostly
limited to developed economies and to affluent customers of banks, still the central nodes of
finance.

Now a new wave of digitisation, driven by the arrival of smartphones and the internet, is
changing payments systems again. By making possible near-instant, remote payment, it
massively reduces friction in the movement of money. This both facilitates trade from a
distance and leaves a clear auditable trail. Digitised forms of payment can also become a basis
for the provision of broader financial services, an especially important change in poorer
countries with less developed financial systems.

The arrival of digital-payment platforms promises to create new kings of the highly lucrative
global payments system, which recorded some $2.1trn in revenues in 2021. Out with lumbering
banks, expensive credit cards and grimy physical cash, it suggests. Instead, in with flashy crypto
protocols, seamless fintech wallets and even digital central-bank money. Some of the
excitement around this has been excessive. But this special report argues that the system of
moving money around is indeed undergoing massive change. The share of cash-based
transactions is plummeting, having fallen by an average of 25 percentage points in the world’s
main markets from 2011 to 2021. Emerging economies are seeing some of the biggest drops
(see chart). Digitisation is a big part of this shift away from cash.

Various systems are emerging around the world, each with its advantages and drawbacks. And
it is not always new fintech firms, digital newcomers or fancy cryptocurrencies that are leading
the rewiring. Often, it is a combination of state-led systems and incumbent banks that are
adopting new technology. Thus in India and Brazil, new state-sponsored payment platforms
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have become the dominant forms of non-cash payment, bringing hundreds of millions of
previously unbanked citizens into the formal financial system. In the West the bank/card model
has, despite its fintech challengers, remained largely intact even as digitisation takes hold.
China’s closed fintech apps and new settlement system may yet spread across Asia and also
reduce the region’s dependence on the dollar.

There are big implications in all this for relations between money and the state. Some
governments may be using digital finance to help police their own people. The West may find
that the spread of digital-payment platforms means it loses some financial clout. Frictionless
movement of money may make for greater efficiency, but it could foster financial instability by
making it easier for customers to withdraw bank deposits, a lesson seen in the failure of Silicon
Valley Bank, which was preceded by a bank run.

Just as with any new technology, digital finance has had its share of hype. But modern digital-
payment platforms are clearly challenging the old order. Traditionally banks were the entry
point to formal finance. Now payments through apps that use gr codes, fast payment networks
and high-speed internet connections have become the gateway for many. As users begin
sending and receiving money, the data that such platforms collect can help unlock other
financial services such as loans and insurance.

A good example is China’s Alipay, initially an escrow service for Alibaba’s e-commerce platform.
Before this, notes Jack Poon of Hong Kong Polytechnic University, “You had to go to a street
shop to buy video-game points in-person.” Alipay, which drew inspiration from the servicing of
eBay by PayPal, a payments firm, boosted e-commerce by using smartphones and qr codes to
scale up fast. Along with its counterpart WeChat Pay, it now processes some 90% of Chinese
digital payments. “People look at you funny if you try to pay with cash,” notes Mr Poon.

Escrow TRV O—, F=&EE GEE [HE] ) eMORTELEREDIILWNE (5B
DELBEVWEANEHEITONTELL) B=FZN L TIT S LA,

A payments upheaval

As the world started going increasingly cashless, and with record-low interest rates making
money in effect free, a frenzy erupted around digital finance in the summer of 2020. Hundreds
of new crypto protocols were launched, and many earned interest on crypto-deposits of 20% or
more at seemingly no risk. The market value of the cryptosphere grew to S3trn in 2021. China’s
Ant Group, a payments and lending firm, began gearing up for a blockbuster listing at an
expected valuation of over $300bn. By summer 2021 PayPal was worth around $350bn, putting
it close to JPMorgan Chase, the world’s biggest bank, and Visa, the largest card network (then
valued at $450bn and $520bn, respectively).

However the frenzy proved short-lived. The market chaos of the past year, triggered by rising
interest rates and the fallout from Russia’s invasion of Ukraine, has humbled many digital
challengers. The first market to correct was China itself. In November 2020 the Chinese
government halted the planned flotation of Ant Group. It was a forewarning of what was to
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come. The market value of all cryptocurrencies has dropped by nearly three-fifths since its peak
in 2021. The Economist estimates that the world’s 100 largest public and private fintech firms
have seen their collective market value cut by half since then.

Yet despite these market ructions, three lasting changes have emerged from the upsurge in
digital finance and new payments platforms. First, the debate in richer countries over whether
crypto or fintech firms will end the reign of banks and card networks has been all but settled.
Crypto has shed its go-getting reputation, and is struggling to demonstrate its usefulness.
Whizzy fintechs will doubtless keep growing. But the old bank/card model has adapted better
to digitisation than many who predicted revolution expected.

In some cases the subtle alliance between banks and the state has bolstered this stability. In
China the crippling of Ant Group by the government let banks remain prominent in lending. In
America Facebook came too close to finance when it tried to launch its online currency, Libra,
and was forced back. Apple Pay and Google Pay are growing, but for now play only a niche role
in payments. And crypto has split into two parts: a regulated piece that may become
indistinguishable from traditional finance, and a less regulated one that operates mostly in
flailing economies like Argentina.

The second big change is that emerging markets have developed open payments systems. They
provide an alternative to both the bank/card model in the rich world and the closed fintech
giants of China. Indeed, it is possible that through instant bank account-to-account transfer
systems in Europe, and the roll-out of the Federal Reserve’s FedNow instant-payments service
in America, the rich world may come to copy the best systems from the emerging world.

A third change is that many governments are taking steps to reduce their dependence on
Western payment networks and on the dollar. Such efforts, which have a long history, have
been accelerated by sanctions imposed on Russia after its invasion of Ukraine. Several countries
have built national alternatives to card networks like Visa and Mastercard. China is deploying an
alternative to the swift international messaging system for banks.

Some countries are also building multilateral payment linkages that allow citizens to use their
domestic favourites abroad. upi wallets from India can now be used in Singapore. Alipay wallets
from China are accepted everywhere from Dubai to Washington, dc. GrabPay of Malaysia is
usable across much of South-East Asia. China is leading the creation of an Asian payments
system, with the yuan as the primary currency. As technology cheapens possible alternatives to
the dollar, they may come to challenge the West’s grip on international finance.

For control over payments systems confers massive political power. They are used to collect
taxes and distribute benefits. They leave digital trails that ensure economic activity is more
visible to the state, making tax evasion and organised crime harder to sustain. It is no surprise
that many governments should be cracking down on crypto, which promised permissionless
access to payments. America has just levelled charges against Binance, the world’s largest
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crypto exchange, for evading American regulations. China is trying to ban crypto. India has
restricted its use.

This report will describe the differing payment models, contrasting the bank/card networks in
the rich world with the fast payments systems in emerging markets and the closed fintech ones
in China. It will assess the possible role of cryptocurrencies and central-bank digital money. And
it will look at how some governments may seek to use digital finance to reduce their
dependence on the West. A good place to start is where the most exciting action is: the
emerging world.

DP

1. (Randomly asked to participants) ---What are the most used payment services for your daily
life? Do you use it exclusively or it depends on occasions? What attracts you in its service?

2. Non cash payment as % of total transaction increased worldly by 25% in the past decade. Do
you think the final form of your country’s will be close to the top runner’s(Sweden, Britain or
Finland)?

3. How do you foresee the future digital currency trends? Will the service have to be more
internationalized like China is encouraging and expanding in Asia? Or should be domestic based
better service with multiple choices?

4. What do you think the reasons or the backgrounds for the bank cards to revive their
popularity?

MOST POPULAR PAYMENT METHODS IN THE USA

Visa

Mastercard

American Express

Discover

PayPal

Apple Pay

Google Pay
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Which of these is your preferred payment method?

Cash over the counter (at the
convenience store like 7 -
eleven), 1.0%

Bank Transfer, 4.8%
Debit card, 36%
Rakuten Pay, 30%
Cash on delivery, 1.8%
D- baral, 1.2%
Suica, 12%
PayPal, 1.2%
Konbini, 129

Edy. 1.0%

The above pie chart indicates what kinds of online payments are available in Japan.
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Donald Trump is very likely to be the Republican nominee
So his chances of re-entering the Oval Office are uncomfortably high
May 25th 2023

A glitch-plagued chat with Elon Musk, live on Twitter, is an unconventional way to launch a
presidential campaign. But with the entry of Florida’s governor, Ron DeSantis, the race for the
Republican nomination is now properly under way. The first states will not vote until January.
Primaries are hard to predict, because it is expensive to conduct enough high-quality polls of
primary voters in the key states. But, with that disclaimer over, one candidate has a huge,
perhaps insurmountable, lead: Donald Trump. Mr Trump thus has a real chance of becoming
America’s next president. Betting markets put his odds of returning to the White House at one
in three.

If you decided to pay less attention to Mr Trump after he lost in 2020, to preserve your sanity,
you may be wondering how this can be the case. Parties do not usually stick with losers. Mr
Trump led the Republicans to defeats in the 2018 midterm and the 2020 presidential elections.
After he encouraged his supporters to “stop the steal”, some of them broke into Congress, with
the result that one police officer died of a stroke and four committed suicide. He has since been
found liable for sexual assault, too. Would the Republican Party really nominate him again?

Yes, it probably would. In 2016 and in 2020 it made some sense to think of the Trump
movement as a hostile takeover of the party. In 2023 it no longer does. He is the front-runner
because a large proportion of Republicans really like him. His supporters have had their hands
on the Republican National Committee for six years now. More than half of Republicans in the
House of Representatives were elected for the first time since 2016, and therefore under Mr
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Trump’s banner. Almost all of those House and Senate Republicans who refused to make their
peace with him have stood down or retired. Of the ten House members who voted to impeach
Mr Trump in January 2021, only two are still there. They are outnumbered in their own caucus
by more than 100 to 1.

Mr Trump’s campaign is also better organised than in either 2016 or 2020. Our analysis of the
primaries shows how hard he will be to beat. He has a stunning lead: polling for The
Economist by YouGov suggests Republican primary voters prefer Mr Trump to Mr DeSantis by
33 percentage points. He also has a big lead in endorsements from elected Republicans, which
are usually a good predictor of what will happen. In 2016, the last time Mr Trump contested a
primary, he won the early primaries with much less support than he has now.

There are still Republican voters who would like an alternative—his 58% poll share means that
close to half of primary voters must be open to choosing someone else. Yet the difficulties of
co-ordinating the opposition to Mr Trump are daunting. People close to the Trump campaign
say privately that the more candidates who enter the primary, dividing the field, the better for
their candidate. Some big donors are giving money to non-Trump candidates on the condition
that they drop out after South Carolina, an early primary, if told to do so. The idea is to
engineer unity around a single non-Trump candidate, just as establishment Democrats united
around Joe Biden in 2020 to stop Bernie Sanders, a leftist. Backroom manoeuvring by party
bigwigs is less likely to work against Mr Trump, however, for the simple reason that he is the
Republican establishment.

The way the primary calendar and pending legal cases against Mr Trump intersect is
nightmarish. His trial for falsifying records in New York will get under way shortly after Super
Tuesday, when more than a dozen states vote. Neither this case nor any of the other
investigations he faces are likely to be resolved by the time the primaries are over. It is
therefore possible that the candidate of one of the two great parties could be subject to
criminal charges when he is on the ballot. America has had badly behaved presidents before. It
has never had one who is also the defendant in a criminal trial.

You might think that, at this point, voters would abandon Mr Trump in large numbers. Maybe.
But when, earlier this year, a jury found that he had sexually abused a woman 30 years ago, the
verdict had no measurable effect on his poll numbers. Mr Trump, it turns out, is adept at
persuading Republican voters that he is the real victim. Democrats, and plenty of America’s
allies, think Mr Trump is a threat to democracy (as does this newspaper). His campaign is
already turning this accusation back on the accuser: “The 2024 election”, a recent Trump
campaign email announced, “will determine whether we can keep our Republic or whether
America has succumbed to the dark forces of tyranny.” Those who accept that these are the
stakes will probably overlook Mr Trump’s innumerable and obvious flaws.

Imagine, then, that it is November 2024 and Mr Trump and President Biden are having a

rematch—the first since Dwight Eisenhower beat Adlai Stevenson back in the 1950s. Could Mr
Trump win?
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The general election will surely be close. The electoral college gives Republicans a slight edge.
The most recent landslide was 40 years ago. America has since become evenly divided
politically and calcified because voters seldom switch sides. Mr Biden has some under-
appreciated strengths, but he is no one’s idea of formidable. Were the country to enter a
recession, Mr Trump’s chances would go up. Some mooted post-primary tactics intended to
stop him, such as running a third-party candidate, smack of desperation: they could easily
backfire and boost him further.

Prima Donald

All of which means that you should take seriously the possibility that America’s next president
will be someone who would divide the West and delight Vladimir Putin; who accepts the results
of elections only if he wins; who calls the thugs who broke into the Capitol on January 6th 2021
martyrs and wants to pardon them; who has proposed defaulting on the national debt to spite
Mr Biden; and who is under multiple investigations for breaking criminal law, to add to his civil-
law rap sheet for sexual assault. Anyone who cares about America, about democracy, about
conservatism or about decency should hope that Mr DeSantis or one of the other non-Trump
Republican candidates can defy the odds and beat him.

primadonna: U KV F, BYKTRSILBYDILEET LIS5R)EMEIFEFRM
UDA. BXRE

FFILE - bSO THEMBEDRMEEZE A A8EEIXIEREIZE L,
i, BEAKMERFICEZIGET DAREEIX. FRAZIFESLLHD
202345 A 25 H

A—AY - IRTEDFEEGICREDONI-F v v k. Twitter TD S 4 Thflf(X., Kk
EEREX v UR—VHEFBT A-ODEBYLAETHD, LML, 720 FHMHMNED
AY - THUTAADSAIZEY ., HMEDELEEFWVISTHEALETLTNS, RID
MiF 1 AETRENMTOALEL, FiHEX. EELN TR HEEORIEEZRRICLE:
BOEWHBABRZT2IZITSIZFEa R AL B=6H, FEA#LLY, LML, 2D
BEMEBEEISITEE. HLHARGEENTRIMNG., BELKRYHBIOALBWNEEDY
—F#LTW3: FFILK: S UTRTHD, LI=A2T, FSUTRIEFT AU A
DREAKRMBEICIE D AREMEL H D, BEHRIGE T, FSUTERNERTA CNADRIZES
BERIXINPD1EINTVET,

2020 EIZ SV TERMNBNI-%, EREFRDEDIZFSVITERADEDLEEL TS
EIZLIZAF. ESLTESILHIONFREICES AL LALGL, BEIXEE. BEIC
BT 2 &0, FSUTRIE, 2018 EDOHREEZR & 2020 EDOKXHEEZE THM
HEMIIZE V-, BH [EHEPHH] EXBFEEMEL-EZ. —BOXFELNES
[CELAL. ZOHER. ZEE 1 ADPRKERTRETCL, 4 ABNBE L, TOHE. MR
TOERLBONSZ LIZE oz, HMRBIEIARBIZELEEERTHIDEZA5M7?

141



Ly, BEFLLESHD, 2016 F& 2020 FIZIE, FSUTEHZRDOBMAMMEINE E
ABEIZT—FEDEKRMNH 1=, 2023 FIZIX, HIE0OF 5 TIFENL, BROZFEEIL. 6
FRINLEMELEEZRERICTFEANT IS, TIROEXMEEDFEHL LK, 2016 &
LRRIZHOTHEL-=D., FSUTERDEDTIZWNS, HEDMBEEIEATE L TRO
*Hﬁé@lilféébf B%#B|{HAMBHERLTULS, 2021 F 1 AIZC+S 2V TERDELIZ
ZEL-10 AOTREZEEDS B, o TWADIE2 AT, BLIZBHDOMET S
Kmfﬁumﬂlutw§t%ﬂto

FSUTEROFEZERE. 2016 F£4° 2020 FITHATHBIESIA TV, FEEZDH
TBE. FSUTEREITHEEANTONRLMNIZEL LA DHLMN S, YouGov A The
Economist Df=HIZIT o -HHAE T, HMEDFIHERZREEEZEITH T4 AKEL
DI FSUTEREIBRADMEFOEVSEHERNETHY., FSUTRIZERIEY
—RFEH-TWB, -, BEAMNSRIEINEFRTHIDIZEDL., EHEIN-HDR
ENoDXHFL, FSUTERARECY—FKLTWS, FiE S TRAFHERZE -
=206 . WIS KV T DB VWEZBETFREOFBEZH SRV,

FSUTEDIEFEREMN8%E NS ZEIE. FHREOFEZSDFFBES MODIEHE %
BERZEICRIMETHAIEZEKRT S0, HANROFEZICIEIEFLZREENREL
ADWS, LWL, FSUTEAOXMEZHAET HOIEEES, F5 2 TEEIEL
A=BlE, FHERICSMIT ZEHELZTNIEXZNZIE., BREEEPWHTEHENTE
5ERNRICE-TVS, —HOXKAMESEX., FSUTRUNDREEIZ. BEATHE
THAYIORNOASAFIMUBRICIRET 2L IBRINMNIEFRET LS LEEEICES
IR LTS, 2020 FICEERRERELEIRDN——— - U4 —XZHILT H71=8
[Coa— - NAToERDICEFELEESIC, ErSUTEFEF—AZRDIZHET S &
STHETZONENE, LML, RORMICKDZEIEN SV TRICERT 5aldeM
FIE< . FOEAFEMT, FSUTENENMRZDOBEAETHEIH BT,

FHREOHEL., FSUTRICHT IREFIOFAETLEIRET IHRFIIEZEDLS
2o Z2a—3—V TORBERIADE T, 12 LEDMTERENTHONERA—/I\—F
1—XT—DEZICHABING, COFHL., BHAEBLTLWSMDEEDL. FEEN
%béif(%%?é‘t@&mﬁéioLtﬁof~:k&ﬁwmfhbwﬁﬁ%
N, BREBICHEEEEZRONEAREREEH S, 7AUHIZIE, ChETIZHLRITOE
WKHFEEA LV =z, LAL., FIEHHOBEENEERRDIKMBEETNO T,

CORRT, FEBER NS VITREZREICRETAHEAS LRI LALL, £5H
LAWY, LAL, SENH. BEEN. FS VTR 30 FRTCXEICHNERZ
Liz=C & 2RBH=H, TOHRIBOEBBAEICEMDEEL SR AN >, S0 T
KE, #MEOAEEICBER CENEDHEETHAOLHMB/IALITRIITNS I L
pAbhhotz, REROTAYHDEORBERK., FSUTERAREETRICHT 2BH
THHEEZATWD (KIELEKR) . PIVTERDF Y UoR—VIE, ITICZOEHRE

142



EREBICRZELTWS . 12024 FORFEL, E-bARKMEZHETFTZ LN, THAY
NAREOREEDAICELIENEZRET S & RED SV THEDEFA—ILTH
KNz, COKIBHEIFTICHEIZEEZZTANDIARK., B8ZLL S VTROBAY
NGEWIEDHBBRRZRBII LS5,

2024 11 A, FSUTRENA TUOKMED, 1950 ERIZKFTA b - FAEUND
— M7 RL— RT4—T oY FWO>TUEOBEFTOEBBELTALID. S
VITRIIBTHEDIEASM?

MR (IERICE D CEFFEVNGWNES S, EEARRRMEZHT MNMBAIZILf
td, EMLDHBY (T 40 FHITHD, TNLUE, 7 AU HEBUEMICHFIZORL.
BEENOSFICEA LGV EHIZEELELTW S, XKELAFRRIZEAE, FS VTR
DFEERIIEE LS5, FIVTREZHLET SO0 FHEERDEME LT, F3
TIRHOBEILE ENMREF A TLEA, ChIFERBEDZELY ZENT . EHITHT
S UTRESSHIEBVGEDDAEEELNH D,

JY< - FFILE

DEY., TAYHORPKRKFENL., BRFEEZIRSE, V5P —3)L- T—FUFE
T A, BB IGEE0HEEREREZZITANDIAY. 1 A6 HICERESE
[CELALI-REZHRHBLETEYSN, BEREZOCAY. NATUVERADRADSEREHD
TI7+IEEREL., HEERTHEHMODEEZZTTEY. SLITHMNRITEVSRSE
LTORBEBEEZHF LTI EVSHEREZERICERIARTEENSIZETHD, 7

AYH, REEE. RFER. BEICELDDOHIANIE. THUT A RE., HHWIEMHED
EFSUTRENMBREMED 1 AN, BEIZHES > THZITLANT O ENTESZ L

FREOIANET,

143



How to get more bang for the buck in Western defence budgets
Lessons from the war in Ukraine
May 25th 2023

The world is tooling up. The peace dividend it has enjoyed since the end of the cold war—
releasing wads of cash from defence to spend on other things—is ending. Now comes the new
“war tax”. Our simulations suggest global defence spending may rise by $200bn-$700bn a year,
or 9-32%. Blame fraught geopolitics—especially Russia’s invasion of Ukraine and China’s sabre-
rattling at Taiwan.

America and China are locked in a race for military ascendancy in Asia. European countries are
scrambling to meet nato’s target of spending 2% of gdp on defence. Poland is aiming for 4% and
wants to double its armed forces. Japan’s defence budget will rise by at least two-thirds by
2027, which may make it the world’s third-largest spender. Australia is developing pricey
nuclear-powered submarines with America and Britain.

Yet for Western governments, finding money for arms will not be easy. They must pay interest
on debts and cope with fiscal pressures that did not exist in the 1980s, such as the need to care
for ageing populations and curb climate change. Furthermore, as in the cold-war era, there is a
risk that cash is blown on good-but-exorbitant equipment, thanks to red tape and cronyism.
How to get the best value from defence spending in the 2020s?

The war in Ukraine offers some pointers. The first priority for Western governments is to
restock depleted arsenals and boost the factories that make shells and missiles. War eats up
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vast amounts of ammunition. Ukraine has been firing roughly as many 155mm artillery shells in
a month as America can produce in a year. In a war with China over Taiwan, America could run
out of vital anti-ship missiles within days. Increasing output requires certainty for industry, in
the form of multi-year contracts, and much work to find and clear production bottlenecks.

Next, governments should shake up procurement processes and disrupt the cosy structure of
the defence industry. Western weapons have shown their value in Ukraine, and the war ought
to be a “battle lab” for new ideas. Yet procurement is still woefully slow and costly. New
entrants, notably dynamic tech firms, could end the oligopoly of the big contractors.

SpaceX, a satellite firm, has broken the hold of big, stodgy rivals and slashed the cost of putting
objects into orbit. Its Starlink constellation of communication satellites has proved invaluable to
Ukrainian forces. More Silicon Valley firms are helping with the fusion and analysis of data to
create a “kill web”: a network of scattered “sensors” and “shooters” that is more powerful than
any single weapon. Governments should welcome the flow of venture capital into experimental
defence startups, and accept that some failures are inevitable.

Finally, Western countries need to create more of a single market for defence that boosts
economies of scale and competition. Common standards, which nato can help set, are one part
of this. With its tutti-frutti arsenal of donated weapons, Ukraine knows all about the
incompatibilities of Western kit: British tanks have rifled guns, so they cannot fire ammunition
made for smooth-bored German and American ones. American tanks run on petrol; European
ones on diesel. Given the growing importance of data in weaponry, open-architecture software
that allows kit to “plug and play” should be helpful.

Creating an integrated market also means resisting protectionism. Europe got into a needless
twist—and wasted time—over French attempts to exclude non-European firms from the eu’s
scheme to deliver 1m artillery shells to Ukraine in a year. Even mighty America could benefit
from more co-operation. It has one supplier of rocket motors for many missiles; buying from
trusted allies would make its supply chains more resilient. In an unruly world, liberal
democracies must figure out how to bolster their security despite other pressing demands on
the public purse. The best way is to embrace innovation, and ruthlessly pursue efficiency and
scale.

Summary

For Western governments, how to get the best value from defense spending in the 2020s?

1) The first priority is to restock depleted arsenals and boost the factories that make shells and
missiles.

2) Governments should shake up procurement processes and disrupt the cozy structure of the
defense industry.

3) Western countries need to create more of a single market for defense that boosts economies
of scale and competition. Common standards, which NATO can help set, are one part of this.
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In an unruly world, liberal democracies must figure out how to bolster their security despite
other pressing demands on the public purse. The best way is to embrace innovation, and
ruthlessly pursue efficiency and scale.

DPs

1) With regard to weapons, what lessons have you learned from the war in Ukraine?

2) The Economist has three suggestions for the West. While in theory they make sense, do you
think they are feasible to implement?

3) Japan is to double its defense budget. Do you think it is necessary or possible for Japan to
develop its own defense industry?

4) Regarding weapons that contribute to defense, what areas do you think Japan and South
Korea should strengthen?

5) As both countries' populations continue to decline and age, and their national power is
expected to diminish. What kind of strategies should be adopted for enhancing national
defense?
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A stunning election result for Greece’s prime minister
Kyriakos Mitsotakis deserves his unexpected triumph
May 25th 2023

There is beating your political opponent, there is trouncing him, and then there is what Kyriakos
Mitsotakis, Greece’s prime minister, did on May 21st to Alexis Tsipras, the leader of the radical-
left Syriza party. Syriza ran the country from 2015 to 2019, a time when Greece came close to
defaulting on its debts, crashing out of the euro and threatening the stability of the entire euro
zone. Mr Mitsotakis then took over. Now Greek voters have decided, by a whopping margin,
that they prefer stability and technocratic competence to drama.

Mr Mitsotakis picked up 41% of the vote to Syriza’s 20%, a stunning result, especially given that
pollsters had predicted only a six- or seven-point gap. Mr Tsipras’s future, and that of his party,
are now in doubt. Yanis Varoufakis, the shaven-headed, leather-jacketed finance minister who
propelled Syriza down the path of confrontation with Brussels but then quit and formed his
own splinter party, is out of parliament. Mr Mitsotakis fell a few seats short of an overall
majority. But he says he has no interest in forming a coalition; and no one else can. So a second
election will be held, probably on June 25th; an interim prime minister will hold the reins until
then. Mr Mitsotakis is sure to be back, because the next election will be held under a new
electoral system that will reward the largest party, presumably his right-of-centre New
Democracy, with up to 50 bonus seats, out of a parliamentary total of 300.

Mr Mitsotakis has earned it. Over the past four years he has governed, for the most part, with
energy and skill. The economy has bounced back better than most from the disasters of covid-
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19 and the energy-price shock; its growth rate last year was around twice the euro-zone
average, and is forecast to exceed it comfortably this year too.

Greece’s sovereign debt now trades at investment-grade interest rates; the spread between
what it must pay on its ten-year bond and what Germany pays is only 1.4 percentage points.
During the crisis of 2015, it hit a terrifying 18.7 percentage points. The unemployment rate is
still too high, at nearly 11%, but annual inflation is back down at only 3%. Greece, in short, has
become a normal country, not a worry. Away from the economy, Mr Mitsotakis has done a
reasonable job of managing tensions with Turkey, helped by his swift dispatch of aid to the
earthquake-devastated Turkish south-east in February.

That is not to say that things are perfect. Mr Mitsotakis has three big blots on his record and,
assuming he gets his second term, he will need to deal with them. The first is a nasty scandal
involving the phone-tapping, actual and attempted, of dozens of politicians, journalists and
businesspeople by the security services. Mr Mitsotakis’s government has yet to come clean
about exactly what happened; until a lot more is disclosed, trust in his administration will
remain badly dented. The second is persistent reports of Greek border guards beating up and
robbing migrants trying to enter from Turkey: something that may not much bother Mr
Mitsotakis’s more nationalist-minded supporters, but ought to bother him.

And finally, far more needs to be done to reform Greece’s sclerotic and sometimes corrupt
public services. The shortcomings of the state were demonstrated in February by a train crash
which took 57 lives and revealed a litany of duff equipment and shoddy working practices. It
was the result of decades of mismanagement, but it sent Mr Mitsotakis’s polls reeling (they
recovered in time for the election, which he put back by more than a month). The mission of
modernising Greek government has a long way to go—and Mr Mitsotakis will have his work cut
out in a second term. But he clearly deserves one.
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How to fix the NHS
Money will help. But a radical shift in focus is more important
May 25th 2023

Britons are prouder of their health-care system than they are of the monarchy. But when the
English National Health Service (nhs) turns 75 in July, the mood will not be celebratory. Hospital
waiting lists in England spiral beyond 7m, forcing many to wait months or even years for
treatment. Almost 300,000 adults are waiting for a social-care assessment. A record 2.5m
Britons are out of work because they are sick. nhs staff are leaving the workforce in droves. On
basic measures of health, Britain suffers by comparison with its rich-world peers. Its people
barely live any longer than they did a decade ago, and have some of the worst survival rates for
diseases such as cancer. During the pandemic the public clapped for the nhs. Now they are
more likely to throw up their hands in frustration.

When something is broken, the boldest reforms can often seem the most tempting. Some want
to overhaul the nhs’s funding model, switching from a system funded by taxation to one based
on social insurance, as in France or Germany. Others mull the case for much wider use of
means-tested charges. But Britons will not easily ditch what Nigel Lawson, a former chancellor,
once called their “national religion” of health care funded by taxes and free at the point of use.
And the country’s recent record of revolutionary change does not inspire confidence.

It is also unnecessary. The recipe for saving the nhs requires radicalism, but of a simpler sort:
turning the nhs from what it has become—a sickness service—into what its name promises—a
health service. That will mean spending more money. But to spend it productively requires a
shift in focus: away from hospitals to the community, from treatment to prevention, from
incentivising inputs to encouraging better outcomes.

Health already absorbs the biggest single chunk of government spending. Of every pound the
state spends on public services, 38p goes on the nhs. But Britain spends less on health care than
countries like France and Germany as a share of gdp. It especially skimps on capital spending:
no oecd country invests less on a per-person basis. And the demands on the health service are
only going to go up. In the next 25 years the number of Britons aged 85 and older is set to
double. The nhs is the largest single employer in Europe; the phenomenon of “cost disease”
means that the pay of nurses and doctors needs to keep rising to compete with wages
elsewhere in the l[abour market.

The critical question is where the money is spent. At the moment, the answer to that question
can be boiled down to one word: hospitals. Spending on public health (covid-19 prevention
aside) and social care has fallen in real terms over the past decade. The share of

total nhs spending allocated to primary and community care was falling even before the
pandemic; the share doled out to hospitals had risen to almost two-thirds. As a share

of gdp spent by rich-world governments and compulsory insurance schemes, only America
spends more on hospitals.
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This makes no sense. A system focused on hospitals is one designed to treat people only after
they have become really sick. That is the equivalent of buying more fire extinguishers while
dismantling the smoke alarms. The majority of health and social-care spending now goes on
treating long-term conditions like diabetes, high blood pressure and arthritis. Such conditions
are managed best by patients themselves, in their own homes and with the support of
networks of general practitioners and local specialists. The share of money going to primary
care should be restored from 8% of the nhs budget to the 11% proportion it was two decades
ago. Social care needs more money, too, and a proper long-term funding plan.
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The corollary of moving care out of hospitals and into communities is to focus on prevention:
keeping people healthy for as long as possible. That means widening the lens on health

care. For all the headlines it grabs, medical care contributes comparatively little to the state of
the nation’s health: socio-economic factors, genetics and individual behaviour matter more.
One obvious example is obesity. Britain is the third-fattest country in Europe; an obese patient
costs the nhs twice as much to treat as one who is not. The government needs a more muscular
strategy to tackle this problem before it turns up in waiting rooms and hospital beds, for
example by making effective use of promising new anti-obesity drugs.

The way that the nhs measures and motivates performance also needs to change. At the
moment the system is geared towards inputs. Politicians conventionally compete to make
promises about the number of new hospitals or the ranks of new doctors. Top-down metrics
based on “activity” encourage hospitals to spend billions on unnecessary and unwanted
treatments towards the end of life. Funding should be relentlessly focused on health outcomes;
to encourage innovation, money saved by making people healthier should be made available to
regional bodies to reinvest.

Will any of these changes ever actually happen? The good news is that these ideas are neither
new nor even particularly controversial: just this week Sir Keir Starmer, the leader of the Labour
Party, laid out in a speech the need to shift focus from acute care to chronic care. The
establishment in England of “integrated care systems”, a set of 42 regional partnerships
between nhs providers and local bodies, paves the way for a more decentralised approach to
health provision. The covid-19 pandemic vividly demonstrated the power of data and
technology to reach people quicker, from carefully targeted vaccination campaigns to online
consultations.

Faith healing

But this refocusing of effort does require a radical shift in mindset, from politicians above all.
Care workers and insulin pumps are less sexy during election campaigns than heart surgeons
and new hospitals. No crisis is more urgent for a politician to fix than one involving desperately
ill people waiting for ambulances to arrive—one reason why technology and capital budgets are
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raided to cope with each new winter crisis. The nhs can be saved. But only if the people who
run it see their job as keeping Britons healthy at home rather than treating them on the wards.
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Activist investors are needed more than ever
Low rates, passive investing and ESG have left opportunities for active shareholders
May 24th 2023

Little scares the c-suite like shareholder activism. Bosses stay awake worrying about a call, a
letter or a 100-page presentation in which a hedge fund outlines the depths of their ineptitude.
At the start of the year executives were especially on edge. During this year’s annual “proxy
season”—a succession of shareholder meetings—they have mostly avoided votes on dissident
nominees to their boards. Nevertheless in recent months some of the world’s largest firms—
including Alphabet, Bayer, Disney and Salesforce—have had to tussle with activists, who are
increasingly focused on the biggest companies. On May 25th, as we published this article, the
battle between Carl Icahn, a prominent activist, and lllumina, a genomics giant, was set to come
to a head.

Activist hedge funds are often seen as villains who are nasty, brutish and focused on the short

term. Sometimes the shoe fits. But more often activists are playing a role that is essential for
shareholder capitalism. For several reasons, their campaigns are increasingly important.
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One is the rise of passive investing, which attempts to replicate the returns of an index rather
than surpass them. Only one in three dollars invested by institutions in America’s thousand
largest public companies is actively allocated, according to Man Group, an investment firm. The
biggest passive asset-managers, such as BlackRock, charge low fees and run lean investment-
stewardship teams which are not designed to spot empire-building bosses or lazy boards. The
result is an increasingly idle corporate electorate. Efforts to enfranchise the ultimate owners of
funds are unlikely to solve the problem. They typically want to earn returns but leave the
decision-making to somebody else.
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There are other channels by which bosses’ feet might be held to the fire. Since the 1980s
leveraged buy-outs by private-equity firms have been a persistent threat to underperforming
executives. The best way to deter a hostile takeover is to raise your company’s share price.
Today, however, the buy-out industry is roiling from the effects of higher interest rates, and is
unlikely to recover fully for some time.
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While the routes by which managers are held to account have shrunk, the need to boost profits
by applying discipline has grown. When interest rates were low, large technology firms hired
aggressively and expanded into peripheral lines of business. Now profits are more important
than growth. Over the past decade the demand for managers to respond to environmental,
social and governance (esg) concerns has also grown. Some shareholders campaign for esg—as
is their right—but the danger of firms losing focus and wasting money as they are drawn into
politics has increased.
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In such an environment the presence of activists is a welcome reminder that it is owners, not
managers, in whose interest firms should be run. And because dealmaking is down, activists will
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be more likely to improve a firm’s operations than force it to sell itself in search of a quick buck.
That should assuage the fears of those who see activists as corporate cowboys rather than
drivers of efficiency.

Get out the vote

Fortunately, the job of activists is getting easier. New rules that came into force in America last
September should make it simpler for them to obtain board seats by letting shareholders vote
for candidates individually, rather than as a bloc. The wave of nail-biting shareholder votes
some expected to follow immediately has not yet materialised. But more battles between
activists and complacent managers would be no bad thing.

FHMNEERERAINETULEIIRELEIATINVS
B£F., SERE. ESGIZEY., FO9T4 THREDF ¥ U RIZLHA>TLNDS
202345 A 24 H

MRETEBEEREFE., RERNZENTLOELGL, BEMEIX, BEFOFHR., HHL(EA
wOIT7 U RABHOERSY ZHEAT S 100 R—DICERATLEVERNE LGN
TLAB5ZEH#DEL. BhEVWHEANEL, SEDHD. BEMRIIFICHBRERLET
Wiz §ED 70X —XV ] (BRERSOEGRME) TIX. RIEFHIROBRHRE
HOBEKFEAEREENT-, LML, CTHHA. FILITF7RY b, (I, T
A R=—, =R T+ —RGEEDHRAMBREEN, KEE~ADODBEDLESHTWLNST
JTAERFERDLBEIFNIELESHELLHE>TWVS, AEFBHL-5 A 25 BIZE, &
BETITAERNTHAID—IL-TAHh—25) AEBXKFOAILIFEDE LN
BERETHEITEoT=,

TOTAERL ANy TI7 UKL, BIAEL, BRET. BHICEDITIERERL
SNDBTE, BICIEK. TOBEYDZLEEHD, LML, E<DBE. 7V/T14EX MK
BREBEAIRICESDTAARLGRIEZE >TSS, WOMDEAMLDS, BE5DF v
R—VEFETEITEEHRZE LTV S,

ANy TITFUR (LNALYyY (TODREE) 20 ETECEAOHBENEEEZEN
TIREER .

—DFEN YV ITHEDNDEBET. AVTYIADYA—2%ERIBOTIEEGEL ., FNEE
BLESETHEDE, BESHDOTY - JIL—TI2&kdE, FAVIDODKRFLBLE
1000 #1218 E T A HEIRERD 3 FILIZ1 FILLD ., BEMIZES S TUHVEWL, T
S0y IBREDKRFNYVIEBRASHIE., FHEILARL ., BEROLWVRETEF—
LEEELTHEY. FEHZENV-RARXPREBEIBREZRIEC &SIZETETNVE

L ZOFRR. REXDOEZRIIFIEFITRBICLEL-TWS, 772 FOKEMGRMEE
[CHEFZE5EZELS5ELTH. BREFBRLEZSIZHELD, BEoX@BE. VA—2IEHE0
M., BERREIIMOENFEE-LVNEEZA TS,

157



F LTV —2 a3 DFETIEH, REERFA VTV IRERBRT IHRMETEIRIZT
BICHALLETRET S, BIZIE. 10TV I RIZENTHIAa DIALEN5%TH
hiE, 72720 F4#Fa 2 5%HANS, BRIEFUKMERNDFI—0 EBHOBE)
ELTWE 77 FThHNnIE. BRFEHRMEEERT 5 225 AL TITOLWTHRFE
BRkil & (ZIFFE CHERLEETHAANBD ZEICHEBAINCDESIZLTHEEN =T 7
VR, XFBYATYIRELT)r—r L (BLE-8BELE) 272 FEWS
L DIZTE B,

BREEDRESI2RAIL—MIMICEH D, BANBERZELT HICE. BHHOKMEZE
LFHON—FE, LML, BE, NMMT7OMRRIEFNLFOREZZTTHRELT
BY. LESKEELICEET 5 RAAIELELY,

hold someone's feet to the fire AIZERZEMNTTHRDHOE S,
LBO (L/ANLY T K- NAT7H k) OBR) &lE. MRADHEDVE DT, [BAELEE
ALI-t% -EXBERD &,

REZENEEZRONEIL— DB NTDH—AT, REEZFLLETHRZLITIHE
HFEE-TWS, BEEFOBR., KFTH /00— EFBBUICIEAL, Bl
~HEH L, SE. BREYBLFIBELNEETH S, BE 10 FHT. RE, &, #
NF R (ESG) ~DHIGIZH T HBEBFDNDEREGSE>TLD, HREDOPIZIE, HR
DIHEFE LT, ESGERDDIF Y UR—UFFTIFDL WD, LHL. EILBCARICESE
AENTEFHZERL, EEZRETHBEESEL TS,

hold someone to account : EEZ[M S [(KKPREEWVNELE] (Af-BHOEEZERM
5)

CHOESBRETIE, FHRODEFEIL. TESABEZFBOMETIEEL, A—F—0DFE
DE=HITEEINEZRETHIEWNWIEZRVEHIE T NIEATRELDTH

b5, £z, WEINFEDLLTWBI=H, FTUVTAEX NI, £ENF-oRYBLLFEERH
=087 YERVLGNDIEIYE, DEDEEEZRET HHAREENTVES S, FL
BRI EIZ, BRROAEFIIBRICE D TETWDS, BMEI RAIZT A ATHITEINT:

#FHLULRAITIE, RELNEFTREEICRET 5O TIELELC, BERIZERET S LT,
MEREDEEZEBT LI ENKYBEIZHRS, LML, FOERIZTFEIA TV &
STEHRERENERNTITONATLSA, FLEHLTWWEL, LML, 7P9T4qE

AFEEODHEOREEDHAEZ 52 LIXEL & TIEEL,

158



Japan’s ageing society is finding creative ways to dispose of its dead

A new craze for funeral planning is disrupting the way Japanese think and speak about their
demise

May 25th 2023 | TOCHIGI

The sakashitas gather in front of a gigantic red balloon. Inside it are the ashes of their late
father, Haruhiko, and his late dog, Fuu-chan. On a count of three, Saiko, the dead man’s
daughter, snips the string tethering the helium-filled orb. It shoots into the sky, with a dozen
smaller balloons in pursuit. The family members watch—some waving—until the balloons
disappear into the clouds. “Our father was a calm man, always travelling the world,” says his
oldest son, Kohei. “Whenever we look at the sky, we will think of him.”

In Japan, people are traditionally cremated after death and their ashes buried. But in a
crowded, ageing and largely secular society, this is becoming trickier and less desirable. Japan’s
death rate is soaring—in 2022 the country logged 1.5m deaths, the highest figure since the
second world war. Grave sites are running out of space. There are fewer grieving relatives
around to perform funeral rites, or to tend graves. As a result, the rituals surrounding death in
Japan are changing.

The “balloon funeral” chosen by the Sakashitas was invented in 2011 by a Japanese firm called
Balloon Kobo, which has performed 300 such funerals to date. Scattering ashes in the sea or
mountains used to be frowned upon, but it has become widely accepted in recent years. “Tree
burials”, whereby buried ashes are marked by a sapling instead of a gravestone, are even more
popular. A survey showed that half of those who purchased graves in 2022 chose tree burial
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sites. People are increasingly attracted to the idea of “becoming one with nature”, says Inoue
Haruyo of Ending Centre, a non-profit that helps put people in touch with cemeteries. The new
methods also tend to be much cheaper than purchasing tombstones, which typically cost at
least a million yen ($7,200). “Most people don’t want to bother their children after death,” says
Onodera Yoshihiro, the president of Balloon Kobo.

Traditionally, Japanese graves are inherited by a family member, usually the eldest son, who is
then charged with paying fees to the temples that manage them. Since the 1990s, as Japan’s
birth rate has declined, there has been a growing shortage of such custodians. For many city-
dwellers, visiting graves in their or their ancestors’ rural home towns (as is expected during
certain holidays, such as obon) is also increasingly troublesome. Many ashes have been dug up
and transferred as a result. In 2020 nearly 120,000 graves across Japan were thus “closed”.

Japanese families traditionally hold a days-long wake for their dead relative and then the
funeral service. But even where the old ways are hewn to, funerals are shrinking for lack of
mourners or funds. In Japan, where life expectancy is over 80, many outlive their friends and
close relatives. Partly to save money, it has become more normal to dispense with formalities
such as lavish funeral altars and decorations. “The scale of one death has become smaller and
smaller,” says Ms Inoue. Funerals and mourning are increasingly being combined into day-long
affairs. Simply cremating bodies without any gathering or funeral rite is also becoming more
common. While funerals are traditionally Buddhist (and marriages Shinto), non-religious
funerals are also on the rise.

These disruptions are not only easing the burden on bereaved families. They are also changing
the way Japanese think and talk about their impending demise. Selecting from a growing
number of funeral options necessitates conversations about death, once a taboo. “Shukatsu”,
or “death planning”, a term that combines the words for “end” and “activity”, has entered the
lexicon. Beyond funeral preparation it often entails taking greater care over bequests and
posthumous instructions than was once the norm.

“When he was alive, my husband said he would like to fly in the sky,” says Sakashita Akiko,
Haruhiko’s wife, explaining why the family opted for a balloon funeral. Their son Kohei echoes
the sentiment. “We knew what our father wanted, and we wanted to respect that.”

DPs

1. Have you thought about the style of your own funeral? If so, how would you like to do? If
not, aren’ tyou interested in the style, is it too far away future or what else ?

2. While many city dwellers are leaving the “Danka” temples, how do you think they can
survive? Danka, an inner control system that Tokugawa Shogunate demanded for people to
belong to one of the Buddhist temples still remain in Japanese society.

3. The article reads, “These disruptions are not only easing the burden on bereaved families.
They are also changing the way Japanese think and talk about their impending demise.” How
do you feel the custom such as Bon or Higan of praying for the repose of your ancestors?
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Asian businesses are being dragged into the chip war
Now South Korean manufacturers find themselves in a tricky spot
May 25th 2023 | SINGAPORE

Unlike logic chips, which process information, memory chips, which store it, looked less
vulnerable to the Sino-American techno-tussle. Such semiconductors are commodities, less
high-tech than microprocessors and so less central to the great-power struggle for
technological supremacy. That changed on May 21st, when the Chinese government banned
memory chips made by Micron from critical-infrastructure projects. The restriction hurts the
American chipmaker, which last year derived 11% of its revenue from mainland China. It also
opens up a new front in the transpacific chip war—one which the countries that are near China
but allies of America are being roped into.

By opening a gap in the market, the ban creates an opportunity for the world’s two biggest
memory-chip makers, Samsung Electronics and sk Hynix, both from South Korea. They made
16% and 44% of their respective sales in China in 2021. With Micron frozen out of critical
infrastructure—and looking riskier to other Chinese buyers—the South Korean duo can pick up
more contracts. That is what investors seem to have concluded: Samsung’s share price is at its
highest since April 2022; sk Hynix’s was last this lofty in August.
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The prospect of a windfall for South Korea’s chipmakers is, however, complicated by the
country’s blend of American and Chinese interests. President Joe Biden’s administration has
made no official demand asking its counterpart in Seoul to prevent the South Korean firms from
jumping in to fill orders for which Micron will no longer be able to compete. But it is said to be
lobbying for this behind closed doors. The 28,500 American troops stationed in South Korea to
protect it against its despotic nuclear-armed neighbour to the north lend weight to such
requests.

At the same time, Seoul has little interest in damaging its commercial ties with China. South
Korea exported $156bn-worth of goods, equivalent to 9% of its gdp, to the country in 2022, and
imported roughly the same amount. That makes China its largest trading partner by some
distance. On May 24th the South Korean government formally asked America to review the
rules which limit American subsidies to chipmakers if the recipient expands its Chinese
production capacity of advanced chips by more than 5% over ten years.

South Korea is, in other words, treading carefully. Any public attempt to guide Samsung

and sk Hynix risks upsetting Beijing, which is already fuming: on May 22nd a spokesperson for
China’s foreign ministry said America had “coerced other countries into imposing export
restrictions on China for the sole purpose of maintaining its hegemonic interests”. The official
line from Seoul is, for the time being, that it is up to the companies how they respond. That
strategic ambiguity may not be viable for much longer.

DP1: What are the challenges and strengths of South Korea in the current situation? What
should the Korean Government make the most of and focus on in the future?
DP2: What should the Japanese semiconductor industry do at this point?

Fy TBEFICEETAFNDITOTLE
SEIBEA—HD—IEMIII-END
2023 ££ 5 B 25 B | SINGAPORE (¥ U HHR—)L)

BREVLBT IO F v TERFERY ., BRERFET AT —F v FI&. Kb
DEMEENVNZEZTRAFNIZKCVWESIZRZA . 2O LHFERIIBARTHY.
A7y H—EFENSTITIELGEL, BfiNESEZH CHRREROELOH
DZIERYEBEL, Zhsts B21 B, FEBRFANIA 7O EOAE ) —F v T%#E
BRAVI757A0z ) FTCHEATHIEZEILELE-CET, HEHLY LIz, ZOHRH
X, BE, AEXRIHINSIRED 11%E/F TV =T AYADF Y TA—h—IZITEEFE
Alzo Efz. FEIEVAT A Y HORIBETHIELAINEZTAENS, KFEEEFT-
CF v TEHREICH-TEENRIMB I LIZHE ST,

MiGICEEATESL LT, COBLESEFEMHR 2 RKAETYF Y TA—H—THIEE
DY LAVEFERANANAZYIRIZF Y o REL 6T, BblF 2021 F. HET
NDRLEEEFNTN 16%E 44%IZ LTz, YAV UNEELRA VI S5hLEOHEIN,
HOFEDNAAX—I2E>THIRINEVWERLNS G, BED_#ITLYELNDE

163



NEEBBIT LS ENTED, D, RERDBERD &L S 12 0 T LI OAEIE 2022
FA4RAURDEE. ADANAZy I ADOKMIE 8 AICChIFESE L -DARES:

271=,

LHL,. BEDFY TA—H—DIRBEZBEIEVSRELIX. FAUAEFEDOHEN
BEIT I BEOEBICK >TERICHE TS, P3— - NMTUKMEOBRIEZX., <
A BUNHBEEFTELGLLBAIELITEIXICEELENIRUO2CDEH LS. VIILD
ELHRFITAKXGERIILTULAL, LAL, BETROE—EFHZL TS EEHLATL
5. BEFEZEODEFNGILDOBENCEEZFS-OICEE L TLVS 2 558500 AD
FAVAEIE, COKILBEBICEAZEEAT LD,

BEFIC., VOIITHFEEDBEENLGREREZELZS ZLICEHFEY BHEKALZL, BEIE
2022 %, GDP M 9%IZH LT 5 1560 & FILMEEOERZFZDEICEE L. (XIZEEELZE
ALTWS, IhnlE, FEIPBEICE > THRADESGHFETHSIZLEZEKT S, 5
B2 8. BEBRFIETAYAHIZHL, £HFy TORETOEERENZ 10 £/ T 5%
ULEKR LGS, FYTA—h—IZHTE7A) hOHEHEFFIRTSBRUNERET
FOERKICESE LS.

2FY., BREIEEICITBLTVWSDTHS, 5 22 B, HENBEDHREEX. 7
AVAE TRETENGIRZHTF T H-OLTFIC, OEICHE~D#HLEFIRZRYT
FOEHFILTWND] iRz, VOIDARRMEE, BEIE TEEAE SHET DT
BHEE] L5130 THS, COBBHTERSE, 15RJEEBRALZL,E LAL
LY

164



Venturing into scrubland [l

Worldwide energy investment, $trn

M Decarbonisation technologies
W Renewable power M Conventional power
M Gas | Oil

FORECAST

2021 25
Source: McKinsey & Company

|

Removal services 2
US, costs and revenues from CO, abatement

By industry/technology, 2023 estimates*, $ per tonne

® Cost @ Revenue

0 500 1,000 1,500
Direct air capture @10
(
[

Biomass carbon
removal and storage

Mineralisation
Pulp and paper
Ethanol

Hydrogen (SMR+1)

Ammonia

processing
Hydrogen (SMR only)
Cement production
Steel

e
Lad
{
{ ]
Natural-gas l®
L
®
L
Refineries { 3
®

Coal plants
Combined-cycle
gas-turbine plants

*Topof range tSteam methane reforming
and steam production with 90% capture
Source: US Department of Energy

165



An improved investment climate

Carbon capture, utilisation and storage projects
May 2023
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Can carbon removal become a trillion-dollar business?
Quite possibly—and not before time
May 21st 2023 | NOTREES

“Today we see the birth of a new species,” declared Julio Friedmann, gazing across the bleak
landscape. Along with several hundred grandees, the energy technologist had travelled to
Notrees, a remote corner of the Texas oil patch, in late April. He was invited by 1PointFive, an
arm of Occidental Petroleum, an American oil firm, and of Carbon Engineering, a Canadian
startup backed by Bill Gates. The species in question is in some ways akin to a tree—but not the
botanical sort, nowhere to be seen on the barren terrain. Rather, it is an arboreal artifice: the
world’s first commercial-scale “direct air capture” (dac)
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Like a tree, dac sucks carbon dioxide from the air, concentrates it and makes it available for
some use. In the natural case, that use is creating organic molecules through photosynthesis.
For dac, it can be things for which humans already use CO,, like adding fizz to drinks, spurring
plant growth in greenhouses or, in Occidental’s case, injecting it into oilfields to squeeze more
drops of crude from the deposits.

Yet some of the 500,000 tonnes of CO; that the Notrees plant will capture annually, once fully
operational in 2025, will be pumped beneath the plains in the service of a grander goal: fighting
climate change. For unlike the carbon stored in biological plants, which can be released when
they are cut down or burned, CO; artificially sequestered may well stay sequestered
indefinitely. Companies that want to net out some of their own carbon emissions but do not
trust biology-based offsets will pay the project’s managers per stashed tonne. That makes the
Notrees launch the green shoot of something else, too: a real industry.

Carbon Engineering and its rivals, like Climeworks, a Swiss firm, Global Thermostat, a
Californian one, and myriad startups worldwide, are attracting capital. Occidental plans to build
100 large-scale dac facilities by 2035. Others are trying to mop up CO; produced by power
plants and industrial processes before it enters the atmosphere, an approach known as carbon
capture and storage (ccs). In April ExxonMobil unveiled plans for its newish low-carbon division,
whose long-term goal is to offer such decarbonisation as a service for industrial customers in
sectors, like steel and cement, where emissions are otherwise hard to abate. The oil giant
thinks this sector could be raking in annual revenues of Sé6trn globally by 2050.

fccsy &l%. Tcarbon dioxide Capture and Storage] MBE T, BAETIX TEIbLRE
EUR - BFRE ) BT EMEENTE T, RERPIEEISEGEMSHH SN CcO2 . [Eh
DERAENL DL TED, HPECICITFE - EATHEVNSIHDTY,

The boom in carbon removal, whether from the air or from industrial point sources, cannot
come fast enough. The un-backed Intergovernmental Panel on Climate Change assumes that if
Earth is to have a chance of warming by less than 2°C above pre-industrial levels, renewables,
electric vehicles and other emissions reductions are not enough. ccs and sources of “negative
emissions” such as dac must play a part. The Department of Energy calculates that America’s
climate targets require capturing and storing between 400m and 1.8bn tonnes of CO; annually
by 2050, up from 20m tonnes today. Wood Mackenzie, an energy consultancy, reckons various
forms of carbon removal account for a fifth of the global emissions reductions needed to emit
no net greenhouse gases by 2050. If Wood Mackenzie is right, this would be equivalent to
sucking up more than 8bn tonnes of CO; annually. That means an awful lot of industrial-scale
carbon-removal ventures (see chart 1).
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For years such projects were regarded as technically plausible, perhaps, but uneconomical. An
influential estimate by the American Physical Society in 2011 put the cost of dac at $600 per
tonne of CO; captured. By comparison, permits to emit one tonne trade at around $100 in

the eu’s emissions-trading system. ccs has been a perennial disappointment. Simon Flowers of
Wood Mackenzie says the power sector has spent some $10bn over the years trying to get it to
work, without much success.

Backers of the new crop of carbon-removal projects think this time is different. One reason for
their optimism is better and, crucially, cheaper technology (see chart 2). The cost of
sequestering a tonne of CO2 beneath Notrees has not been disclosed, but a paper from 2018
published in the journal Joule put the price tag for Carbon Engineering’s dac system at between
$94 and $232 per tonne when operating at scale. That is much less than $600, and not a world
away from the eu’s carbon price.

ccs, which should be cheaper than dac, is also showing a bit more promise. Svante, a Canadian
startup, uses inexpensive materials to capture CO from dirty industrial flue gas for around $50
a tonne (though that excludes transport and storage). Other companies are converting the
captured carbon into products which they then hope to sell at a profit. CarbonFree, which
works with us Steel and bp, a British oil-and-gas company, takes CO; from industrial processes
and turns it into speciality chemicals. LanzaTech, which has a commercial-scale partnership with
ArcelorMittal, a European steel giant, and several Chinese industrial firms, builds bioreactors
that convert industrial carbon emissions into useful materials. Some make their way into
portable carbon stores, such as Lululemon yoga pants.

Lululemon : JUILLE V@R, 3H. =25, fL—=ZU 0L EODEHED T

All told, carbon capture, utilisation and storage (ccus in the field’s acronym-rich jargon) may
attract $150bn in investments globally this decade, predicts Wood Mackenzie. Assessing
current and proposed projects, the consultancy reckons that global ccus capacity—which on its
definition includes ccs, the sundry ways to put the captured carbon to use, as well as dac—will
rise more than sevenfold by 2030.

The second—possibly bigger—factor behind the recent flurry of carbon-removal activity is
government action. One obvious way to promote the industry would be to make carbon
polluters pay a high enough fee for every tonne of carbon they emit that it would be in their
interest to pay carbon removers to mop it all up, either at the source or from the atmosphere.
A reasonable carbon price like the eu’s current one may, just about, make ccs viable. For dac to
be a profitable enterprise, though, the tax would probably need to be a fair bit higher, which
could smother economies still dependent on hydrocarbons. That, plus the dim prospects for a
global carbon tax, means that state support is needed to bridge the gap between the current
price of carbon and the cost of extracting it.

168



The emerging view among technologists, investors and buyers is that carbon removal will
develop like waste management did decades ago—as an initially costly endeavour that needs
public support to get off the ground but can in time turn profitable. Policymakers are coming
over to this view. Some of the hundreds of billions of dollars in America’s recently approved
climate handouts are aimed at bootstrapping the industry into existence. An enhanced tax
credit included in one of the laws, the Inflation Reduction Act, provides up to $85 per tonne of
CO; permanently stored, and $60 per tonne of CO; used for enhanced oil recovery, which also
sequesters CO; (albeit in order to produce more hydrocarbons). Clio Crespy of Guggenheim
Securities, an investment firm, calculates that this credit increases the volume of emissions in
America that are “in the money” for carbon removal more than tenfold. The eu’s response to
America’s climate bonanza is likely to promote carbon removal, too. Earlier this year the eu and
Norway announced a “green alliance” to boost regional carbon-capture plans.

EOR (Enhanced Oil Recovery : [EGHIEHEEIR) (X, FHDEUNEZE HIT 5 -HDFIM T
T, BEOEEAETIIEURENMEVLE L, £EMBMIOOFARBLGEICIYE
ENENTAOAEEHLGEITEALTLS,

Buyers of carbon credits are starting to line up. Tech firms, keen to burnish their progressive
credentials, are leading the way. On May 15th Microsoft said it would purchase (for an
undisclosed sum) 2.7m tonnes of carbon captured over a decade from biomass-burning power
plants run by Orsted, a Danish clean-energy firm, and pumped underneath the North Sea by a
consortium involving Equinor, Shell and TotalEnergies, three European oil giants. On May 18th
Frontier, a buyers’ club with a S1bn carbon-removal pot bankrolled mainly by Alphabet, Meta,
Stripe and Shopify, announced a $53m deal with Charm Industrial. The firm will remove
112,000 tonnes of CO; between 2024 and 2030 by converting agricultural waste, which would
otherwise emit carbon as it decomposes, into an oil that can be stored underground.

Big tech is not alone. NextGen, a joint venture between Mitsubishi Corporation, a Japanese
conglomerate, and South Pole, a Swiss developer of carbon-removal projects, intends to
acquire over 1m tonnes in certified CO>-removal credits by 2025, and sell them on to others. It
has just announced the purchase of nearly 200,000 tonnes’ worth of such credits from
1PointFive and two other ventures. The end-buyers include SwissRe and ubs, two Swiss
financial giants, Mitsui osk Lines, a Japanese shipping firm, and Boston Consulting Group. On
May 23rd JPMorgan Chase, America’s biggest bank, said it would spend over $200m in the
coming years on buying credits from carbon-removal firms.

Maybe the biggest sign that the carbon-removal business has legs is its embrace by the oil
industry. Occidental is keen on dac. ExxonMobil says it will spend $17bn from 2022 to 2027 on
“lower-emissions investments”, with a slug going to ccs. Its main American rival, Chevron, is
hosting Svante at one of its Californian oilfields. As the Microsoft deal shows, their European
peers want to convert parts of the North Sea floor into a giant carbon sink. Equinor and
Wintershall, a German oil-and-gas firm, have already secured licences to stash carbon captured
from German industry in North Sea sites. Hugo Dijkgraaf, Wintershall’s technology chief, thinks
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his firm can abate up to 30m tonnes of CO; per year by 2040. The idea, he says, is to turn “from
an oil-and-gas company into a gas-and-carbon-management company”.

Saudi Arabia, home to Saudi Aramco, the world’s oil colossus, has a goal of

increasing ccs capacity fivefold in the next 12 years. Its mega-storage facility at Jubail Industrial
City is expected to be operational by 2027. adnoc, Aramco’s Emirati counterpart, wants to
increase its capacity sixfold by 2030, to 5m tonnes a year.

The oilmen’s critics allege that their enthusiasm for carbon removal is mainly about improving
their reputations in the eyes of increasingly climate-conscious consumers, while pumping more
crude for longer. There is surely some truth to this. But given the urgent need to both capture
carbon at source and achieve voluminous negative emissions, the willing involvement of giant
oil firms, with their vast capital budgets and useful expertise in engineering and geology, is to
be welcomed.
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Global fertility has collapsed, with profound economic consequences
What might change the world’s dire demographic trajectory?
Jun 1st 2023

In the roughly 250 years since the Industrial Revolution the world’s population, like its wealth,
has exploded. Before the end of this century, however, the number of people on the planet
could shrink for the first time since the Black Death. The root cause is not a surge in deaths, but
a slump in births. Across much of the world the fertility rate, the average number of births per
woman, is collapsing. Although the trend may be familiar, its extent and its consequences are
not. Even as artificial intelligence (ai) leads to surging optimism in some quarters, the baby bust
hangs over the future of the world economy.

baby bust HEEDZRET. LFit

In 2000 the world’s fertility rate was 2.7 births per woman, comfortably above the
“replacement rate” of 2.1, at which a population is stable. Today it is 2.3 and falling. The largest
15 countries by gdp all have a fertility rate below the replacement rate. That includes America
and much of the rich world, but also China and India, neither of which is rich but which together
account for more than a third of the global population.

The result is that in much of the world the patter of tiny feet is being drowned out by the
clatter of walking sticks. The prime examples of ageing countries are no longer just Japan and
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Italy but also include Brazil, Mexico and Thailand. By 2030 more than half the inhabitants of
East and South-East Asia will be over 40. As the old die and are not fully replaced, populations
are likely to shrink. Outside Africa, the world’s population is forecast to peak in the 2050s and
end the century smaller than it is today. Even in Africa, the fertility rate is falling fast.

Whatever some environmentalists say, a shrinking population creates problems. The world is
not close to full and the economic difficulties resulting from fewer young people are many. The
obvious one is that it is getting harder to support the world’s pensioners. Retired folk draw on
the output of the working-aged, either through the state, which levies taxes on workers to pay
public pensions, or by cashing in savings to buy goods and services or because relatives provide
care unpaid. But whereas the rich world currently has around three people between 20 and 64
years old for everyone over 65, by 2050 it will have less than two. The implications are higher
taxes, later retirements, lower real returns for savers and, possibly, government budget crises.

Low ratios of workers to pensioners are only one problem stemming from collapsing fertility. As
we explain this week, younger people have more of what psychologists call “fluid intelligence”,
the ability to think creatively so as to solve problems in entirely new ways .

BE. MERST=D2OERLBIEZRNLHRDIEZFZIONTLDS, THHLE, REINMEAIEE
(fluid intelligence) & #E&TEXNEE (crystallized intelligence) 1=, FRENMEEIRE & (K. Fif-
GREZRRRL. RHDNFI—2FBHIT S LITHDDLIRENEMREET,

This youthful dynamism complements the accumulated knowledge of older workers. It also
brings change. Patents filed by the youngest inventors are much more likely to cover
breakthrough innovations. Older countries—and, it turns out, their young people—are less
enterprising and less comfortable taking risks. Elderly electorates ossify politics, too. Because
the old benefit less than the young when economies grow, they have proved less keen on pro-
growth policies, especially housebuilding. Creative destruction is likely to be rarer in ageing
societies, suppressing productivity growth in ways that compound into an enormous missed
opportunity.

All things considered, it is tempting to cast low fertility rates as a crisis to be solved. Many of its
underlying causes, though, are in themselves welcome. As people have become richer they
have tended to have fewer children. Today they face different trade-offs between work and
family, and these are mostly better ones. The populist conservatives who claim low fertility is a
sign of society’s failure and call for a return to traditional family values are wrong. More choice
is a good thing, and no one owes it to others to bring up children.

Liberals’” impulse to encourage more immigration is more noble. But it, too, is a

misdiagnosis. Immigration in the rich world today is at a record high, helping individual
countries tackle worker shortages. But the global nature of the fertility slump means that, by
the middle of the century, the world is likely to face a dearth of young educated workers unless
something changes.
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What might that be? People often tell pollsters they want more children than they have. This
gap between aspiration and reality could be in part because would-be parents—who, in effect,
subsidise future childless pensioners—cannot afford to have more children, or because of other
policy failures, such as housing shortages or inadequate fertility treatment. Yet even if these are
fixed, economic development is still likely to lead to a fall in fertility below the replacement
rate. Pro-family policies have a disappointing record. Singapore offers lavish grants, tax rebates
and child-care subsidies—but has a fertility rate of 1.0.

Unleashing the potential of the world’s poor would ease the shortage of educated young
workers without more births. Two-thirds of Chinese children live in the countryside and attend
mostly dreadful schools; the same fraction of 25- to 34-year-olds in India have not completed
upper secondary education. Africa’s pool of young people will continue to grow for decades.
Boosting their skills is desirable in itself, and might also cast more young migrants as innovators
in otherwise-stagnant economies. Yet encouraging development is hard—and the sooner
places get rich, the sooner they get old.

Eventually, therefore, the world will have to make do with fewer youngsters—and perhaps with
a shrinking population. With that in mind, recent advances in ai could not have come at a better
time. An Uber-productive ai-infused economy might find it easy to support a greater number of
retired people. Eventually ai may be able to generate ideas by itself, reducing the need for
human intelligence. Combined with robotics, ai may also make caring for the elderly less
labour-intensive. Such innovations will certainly be in high demand.

The award / couldn't have come / at a better time/ D E (L/E B IXTHALEMoT=/& Y KL
B/ E VS T & T FHBRMIC, SORFHNREDRET

If technology does allow humanity to overcome the baby bust, it will fit the historical pattern.
Unexpected productivity advances meant that demographic time-bombs, such as the mass
starvation predicted by Thomas Malthus in the 18th century, failed to detonate. Fewer babies
means less human genius. But that might be a problem human genius can fix.

DPs

1. Please share your country’ s baby bust measures, effects and your comments on them.

2. As in Singapore, it seems not very effective to subsidize parents with children to facilitate
childcare and education for a baby bust measure. Why do the governments in rich countries
apply such measures(grants/tax rebates /subsidies) as a major policy against it?

3. Increasing the educated young workers and enhancing productivity with Al technology
infused seems effective particularly in poor and developing countries. Can such policy apply to
your country’ s?

4. As the aging progresses, the country’ s innovation potential is deteriorated.(see chart)
There are no other ways but raising educated young workers to improve productivity. How can
your country do for maintaining development (GDP) in the long run?
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Pakistan’s perma-crisis
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Imran Khan, Pakistan’s most popular politician, must be free to contest timely elections
Jun 1st 2023
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Imran khan was a terrible prime minister. In office from 2018-2022, the Pakistani cricket star
turned populist leader appointed corrupt ministers, locked up his opponents and hounded the
press. As Pakistanis rapidly went off him, he peddled desperate anti-American conspiracy
theories. Had his government limped on to the general election due later this year, his Pakistan
Tehreek-e-Insaf (pti) party would probably have been trounced.

That is how democracy is supposed to work. Bad governments get summarily ejected. Fear of a
reckoning encourages politicians to do better. One government’s failures are a lesson to its
successors. Yet Pakistan, tragically, has experienced little if any of that. Its arrogant generals,
the real power in the country of 240m, have not permitted a prime minister to complete a five-
year term. Mr Khan, an erstwhile military favourite, was handed power after the generals
toppled his predecessor, and was then himself dismissed last year following an army-
orchestrated no-confidence vote. Thereby, the generals helped turn a failed politician into a
populist hero, whose rabble-rousing has become a threat to order, even as Pakistan faces a
balance-of-payments crisis. It is a textbook example of the incompetence, as well as power-
hunger, of the men who presume to run the world’s fifth-most-populous country.

Were Mr Khan’s party allowed to contest the scheduled election, he would now probably be
swept back to power in Islamabad. So the army intervened again. It had him charged with
multiple crimes, from blasphemy to terrorism, and placed under de facto house arrest, and
then set about dismantling his party. Thousands of pti activists have been arrested and most of
the party’s senior leaders leant on to renounce Mr Khan. Whether the generals will even let the
election go ahead is unclear.

Pakistan’s woeful governance is a direct consequence of such military meddling. The country’s
political parties, as the pti is now demonstrating, are shifting bands of opportunists, their
members united by little more than an appetite to capitalise on whatever brief opportunity to
get rich the generals afford them. Its governments, formed at the army’s behest and in the
knowledge that they are unlikely to last a full term, have little incentive to take tough political
decisions. No wonder the current administration of Shehbaz Sharif has balked at the eye-
watering tax rises and subsidy cuts that the imf is demanding for its latest bail-out of Pakistan,
which would be the 23rd. The courts, an instrument of army control, are often intimidated and
corrupted by the generals’ fixer-spies. Ditto the media.

The cost of the dysfunction is incalculable. Dominated by the agriculturally rich state of Punjab,

Pakistan was for a long time a match for its much bigger Indian rival. Its army arguably lost four
wars against India, but narrowly. Its cricketers were better than their neighbour’s. In 1990 the
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two countries’ average income per head was almost the same. Now Indians are, on average,
50% richer than Pakistanis. And whereas India is fast becoming a global power, Pakistan, beset
by economic, environmental and social crises that its governments scarcely seem to
comprehend, has become a global menace. It is abysmally governed, violent, unstable and
nuclear-armed. Owing to the public anger Mr Khan is whipping up, it is now also at risk of civil
strife. All this in a country whose population is projected to be more than 100m bigger in 2050
than it is today.

This mess has only one solution. The generals must, once and for all, get out of politics. Pakistan
otherwise has no chance of getting the better governments it needs and deserves. The time for
this is now. The election should be held to schedule and Mr Khan and his party—unimpressive
though they are—be free to contest it. It is for Pakistani voters to choose who should govern
them. They could scarcely choose worse than their turkey-cocking generals. Those self-
appointed guardians of Pakistan have done little except lower, weaken and immiserate it.
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A new wave of mass migration has begun

What does it mean for rich-world economies?
May 28th 2023 | ST JOHN’S, NEWFOUNDLAND
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Last year 1.2m people moved to Britain—almost certainly the most ever. Net migration (ie,
immigrants minus emigrants) to Australia is twice the rate before covid-19. Spain’s equivalent
figure recently hit an all-time high. Nearly 1.4m people on net are expected to move to
America this year, one-third more than before the pandemic. In 2022 net migration to Canada
was more than double the previous record and in Germany it was even higher than during the
“migration crisis” of 2015.

The rich world is in the middle of an immigration boom, with its foreign-born population rising
faster than at any point in history (see chart 1). What does this mean for the global economy?
Not long ago it seemed as if many wealthy countries had turned decisively against mass
migration. In 2016 Britons voted for Brexit and then Americans for Donald Trump, political
projects with strong anti-migrant streaks. In the global wave of populism that followed,
politicians from Australia to Hungary promised to crack down on migration. Then covid closed
borders. Migration came to a standstill, or even went into reverse, as people decided to return
home. Between 2019 and 2021 the populations of Kuwait and Singapore, countries that
typically receive lots of migrants, fell by 4%. In 2021 the number of emigrants from Australia
exceeded the number of immigrants to the country for the first time since the 1940s.

The surge in migration has brought back a sense of normality to some places. Singapore’s
foreign workforce recently returned to its pre-pandemic level. In other places it feels like a
drastic change. Consider Newfoundland and Labrador, Canada’s second-smallest province by
population. Long home to people of Irish-Catholic descent—with accents to match—net
migration to the province is running at more than 20 times the pre-pandemic norm. St John’s,
the capital, feels more like Toronto every time you visit. Heart’s Delight, a small rural
settlement, now has a Ukrainian bakery, Borsch. The provincial government is setting up an
office in Bangalore to help recruit nurses.

The new arrivals in Newfoundland are a microcosm of those elsewhere in the rich world. Many
hundreds of Ukrainians have arrived on the island—a tiny share of the millions who have left
the country since Russia invaded. Indians and Nigerians also appear to be on the move in large
numbers. Many speak English. And many already have family connections in richer countries, in
particular Britain and Canada.

Some of the surge in migration is because people are making up for lost time. Many migrants
acquired visas in 2020 or 2021, but only made the trip once covid restrictions loosened. Yet the
rich world’s foreign-born population—at well over 100m—is now above its pre-crisis trend,
suggesting something else is going on.

The nature of the post-pandemic economy is a big part of the explanation. Unemployment in
the rich world, at 4.8%, has not been so low in decades. Bosses are desperate for staff, with
vacancies near an all-time high. People from abroad thus have good reason to travel. Currency
movements may be another factor. A British pound buys more than 100 Indian rupees,
compared with 90 in 2019. Since the beginning of 2021 the average emerging-market currency
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has depreciated by about 4% against the dollar. This enables migrants to send more money
home than before.

Many governments are also trying to attract more people. Canada has a target to welcome
1.5m new residents in 2023-25. Germany and India recently signed an agreement to allow more
Indians to work and study in Germany. Australia is increasing the time period some students
can work for after graduating from two to four years. Britain has welcomed Hong Kongers
fleeing Chinese oppression—well over 100,000 have arrived. Many countries have made it easy
for Ukrainians to enter. Even those countries hitherto hostile to migration, including Japan and
South Korea, are now looking more favourably on outsiders as they seek to counteract the
impact of ageing populations.

Economies that welcome lots of migrants tend to benefit in the long run. Just look at America.
Foreign folk bring new ideas with them. In America immigrants are about 80% likelier than
native-born folk to found a firm, according to a recent paper by Pierre Azoulay of the
Massachusetts Institute of Technology and colleagues. Research suggests that migrants help to
build trading and investment links between their home country and the receiving one. A slug of
young workers also helps generate more tax revenue.

Some economists hope that the wave of migration will have more immediate benefits. “High
immigration is helpful for the Fed as it tries to cool down the labour market and slow down
inflation,” says Torsten Slok of Apollo Global Management, an asset manager, expressing a
common view. Such arguments may be a little too optimistic. Having more people does
increase the supply of labour, which, all else being equal, reduces wage growth. But the effect
is pretty small. There is little sign that the countries receiving the most migrants have the
loosest labour markets. In Canada, for instance, pay is still rising by about 5% year on year (see
chart 2).

Your people shall be my people

Migrants also lift demand for goods and services, which can raise inflation. In Britain new
arrivals appear to be pushing up rents in London, which already had a constrained supply of
housing. A similar effect is apparent in Australia. Estimates by Goldman Sachs, a bank, imply
that Australia’s current annualised net migration rate of 500,000 people is raising rents by
around 5%. Higher rents feed into a higher overall consumer-price index. Demand from
migrants may also explain why, despite higher mortgage rates, house prices in many rich
countries have not fallen by much.

Over the next year or so migration may come down a bit. The post-pandemic “catch-up” will
end; rich-world labour markets are slowly loosening. In the very long term, a global slump in
fertility rates means there may be a shortage of migrants. Yet there is reason to believe that
high levels of new arrivals will remain raised for some time. More welcoming government
policy is one factor. And migration today begets migration tomorrow, as new arrivals bring over
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children and partners. Before long the rich world’s anti-immigrant turn of the late 2010s will
seem like an aberration.

Summary: “The benefits of immigration outweigh the drawbacks, especially in economic terms”
The rich world is in the middle of an immigration boom, with its foreign-born population rising
faster than at any point in history.

Economies that welcome lots of migrants tend to benefit in the long run. For example, just look
at America. Foreign folk bring new ideas with them. In America immigrants are about 80%
likelier than native-born folk to found a firm. Research suggests that migrants help to build
trading and investment links between their home country and the receiving one. A slug of
young workers also helps generate more tax revenue.

Many governments are also trying to attract more people. Even those countries hitherto hostile
to migration, including Japan and South Korea, are now looking more favorably on outsiders as
they seek to counteract the impact of ageing populations.

Migration today begets migration tomorrow, as new arrivals bring over children and partners.
Before long the rich world’s anti-immigrant turn of the late 2010s will seem like an aberration.
DPs

(1) What is your opinion on actively accepting immigrants? What makes you think that way?

Do you have any conditions for accepting immigrants?

(2) If you or your country were to actively accept immigrants, which countries and regions
would you

focus on, and specifically what kind of human resources would you target?

(3) There seems to be a competition among developed countries for attracting immigrants.
What do you think should be done to make your country a destination of choice for
immigrants?

(4) When we look at countries such as the U.S., which is an advanced immigration country,
prejudice or bias against immigrants persists in no small numbers. Who should be targeted and
what measures should be taken?
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The Al boom has turbocharged Nvidia’s fortunes. Can it hold its position?
Competition and regulation may pose a threat—but only eventually
Jun 1st 2023

Waves of innovation often create giants. Microsoft rode the upsurge in desktop computers, as
Apple did with the smartphone. Artificial intelligence (ai) may well be the next big technological
shift, transforming the way businesses are run and society functions. If so, plenty of firms
selling the software and hardware that underpin ai stand to gain. But none is better positioned
than Nvidia, an American firm that makes specialist ai chips. Its market value briefly passed
S1trn this week. Will ai sweep Nvidia to big tech-dom?

The hype around ai makes the question hard to answer. Excitement about Nvidia began to
mount in November, after the release of Chatgpt, an ai-powered chatbot. Since then all manner
of firms have launched ai-infused products, adding to the fervour. Jensen Huang, Nvidia’s boss,
is unsurprisingly bullish, talking of a “new computing era”. Investors seem just as jubilant.
Nvidia’s share price has more than doubled since the start of the year.

Much of the excitement is justified. Nvidia is in an enviable position. Its core business is
designing high-performance chips. At first it sold these to video-game enthusiasts. The chips
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were also highly efficient at training ai models, and a new, booming market emerged. But the
firm has not just been lucky. With each generation of new chips, it has improved performance
many times over. Today it holds over 80% of the market in specialist ai chips.

Nvidia also had the forethought to invest in two areas that helped cement its supremacy. One is
advanced networking. Because training ai models requires vast amounts of processing power,
many chips—sometimes thousands—are used simultaneously. These chips exchange data along
a high-performance, ai-tailored network. Today Nvidia controls 78% of that market, thanks to
its purchase of Mellanox, a specialist, in 2019.

Nvidia’s other strength is its software. cuda, its ai platform, is popular with programmers and
runs only on the company’s chips. By, for instance, giving free access to its chips and software
to some ai researchers, the firm focused on encouraging developers to use its software long
before its competitors set out to woo them.

Despite all these advantages, however, Nvidia’s lasting dominance is not assured. For a start,
some of the frenzy around ai may die down. The juicier the firm’s prospects, the more
competitors it will attract. Startups and big chipmakers, such as amd and Intel, want a share of
Nvidia’s network and chip businesses. Others are working on open-source and proprietary
software that may weaken cuda’s hold. The biggest challenge, though, may come from Nvidia’s
own customers. The cloud-computing arms of both Amazon and Alphabet are designing their
own ai-tailored chips. Both have the scale and the deep pockets to become fearsome rivals.

Governments also pose a risk. Regulators worried about the dangers ai poses to society and
national security are searching for ways to control the technology. Last year America restricted
the sale of high-performance chips and chipmaking tools to some Chinese firms, which dented
Nvidia’s sales in the third quarter. If Nvidia is dominant, politicians will find it easier to act.

Still, for now the future looks bright. Even if ai mania cools, the technology is bound to be more
useful than crypto, another craze that Nvidia cashed in on. Regulation may crimp growth, but is
unlikely to kill it. And none of Nvidia’s rivals is yet offering ai products that bundle together
software, chips and networking. Nvidia’s chief advantage lies in its ability to package these up
and create an attractive ecosystem. That sounds a lot like Microsoft and Apple.
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The speech police are coming for social media
Facebook, Twitter and Instagram are in the firing line
May 29th 2023

In recent days Ron DeSantis, Florida’s governor and Donald Trump’s chief rival for the
Republican nomination, chose to announce his bid for the White House via Twitter. The live
audio event, hosted by the social network’s owner, Elon Musk, descended into farce as
Twitter’s servers struggled to cope with the few hundred thousand listeners who had tuned in.
When he could be heard, Mr DeSantis said he had decided to announce on the platform
because, unlike the “legacy media”, Twitter is a “beacon of free speech”.
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The debate about who can say what online is again heating up globally. Twitter, the favoured
network of politicians and the press, is under the mercurial new management of Mr Musk, a
self-declared free-speech absolutist who has restored the accounts of previously banned users
such as Mr Trump. Meta, a larger rival, is reportedly preparing a text-based network of its own,
to be launched this summer. Social-media platforms face a test over the next 18 months as
America’s presidential election approaches, one of the world’s great festivals of online bile and
misinformation.

Into this fray step politicians and judges with regulatory proposals. With Congress deadlocked,
America’s state legislatures and its courts are drawing new lines around the limits of speech. In
Europe legislatures have gone further. These moves are inspiring governments in less
democratic parts of the world to write new rules of their own. What can be said and heard
online is under scrutiny.

Policing the online public square is a daunting task. Things have calmed down a bit since Mr
Trump left office and covid-19—and the associated wave of disinformation—died down, but in
2022 the world’s three largest social-media platforms—Facebook and Instagram, owned by
Meta, and YouTube, owned by Google—removed or blocked 11.4bn posts, videos and user
comments. Most are zapped by automated filters, but Meta and Google also employ more than
40,000 content-reviewers between them.

Most of this housekeeping is uncontroversial: 90% of the posts that Facebook, the largest
network, took down last year were simply spam. But many moderation decisions are hard (see
chart). In the latest quarter, Facebook removed or blocked 10.7m posts that it deemed hate
speech and 6.9m that it considered bullying, both concepts where there is room for
disagreement. To take one recent dilemma, Meta recently ordered a review of whether it has
been overzealous in its policing of the Arabic word shaheed, which is generally translated as
“martyr” but whose meaning can change in different contexts. The platforms have mostly been
left to resolve such quandaries by themselves.

Now, however, politicians are stepping in. In America Democrats and Republicans agree that
social networks are doing a lousy job of moderation, and that it is time to change Section 230 of
the Communications Decency Act, which shields online platforms from liability for content
posted by users (with exceptions such as content linked to sex trafficking). But they disagree
completely on what to do about it.

Democrats, who accuse tech billionaires of stoking rage and misinformation for clicks, want
platforms to remove more content. Republicans, who think woke California busybodies are
gagging conservatives, want them to remove less. (By a ratio of three to one, voters suspect
tech firms of favouring liberal viewpoints over conservative ones, according to the Pew
Research Centre, an American think-tank.) The result is congressional deadlock.

The Supreme Court has had the chance to tinker with Section 230. But on May 18th, in rulings
on two similar cases involving YouTube and Twitter, which had hosted content uploaded by
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terrorists, it declined to alter the status quo, rejecting the idea that online platforms have
liability for crimes their users commit. NetChoice, a tech lobby group, described the decision as
a “huge win for free speech on the internet”. Section 230 looks safe for now.

With no luck at the federal level, reformers on left and right are focusing on the states. Last
year California passed a law forcing tech companies to collect less user information on children,
among other things. Several states have passed or proposed laws requiring those under 18 to
get parental permission before using social media. On May 17th Montana banned TikTok
altogether, over its Chinese ownership (TikTok is suing and is expected to win).

States of denial

Most controversially, in 2021 Florida and Texas, both Republican-controlled, passed laws
restricting social networks’ ability to moderate political speech. Courts have upheld Texas’s law
and struck down Florida’s, paving the way for a return to the Supreme Court, which is expected
to take up the cases later this year. “If the court opens up the door to regulation in this space,
many [states] will jump at the opportunity,” says Evelyn Douek of Stanford University.

They will have two transatlantic models to follow. Passed in July 2022, the eu’s Digital Services
Act (dsa) will kick in next year. Britain’s Online Safety Bill, four years in the making, is expected
to be enacted later this year. Both take a different approach from America’s. Rather than
altering who has liability for online content (the issue at the heart of the Section 230 debate),
they force platforms to do a kind of due diligence, to keep bad content to a minimum.

Europe’s dsa requires online platforms to set up complaint-handling processes and demands
that they tell users how their algorithms work, allowing them to change the recommendations
they receive. Smaller platforms, defined as those with fewer than 45m users in the eu, will be
let off some of these obligations to stop them from drowning in red tape (some larger rivals
warn that this could make them a haven for harmful material). For those big enough to qualify
for full oversight, the dsa represents “a significant financial burden”, says Florian Reiling of
Clifford Chance, a law firm. There is grumbling in Washington that of the 19 platforms so far
earmarked by the eu for the most intensive scrutiny, only one—Zalando, a German e-
commerce site—is European.

Twitter, which has cut its staff by about 80% since Mr Musk took over in October, may be one
of those that struggles to meet the dsa’s requirements. Mr Musk seems to have taken over
from Mark Zuckerberg, Meta’s boss, as social media’s greatest villain in the eyes of some. On
May 26th Thierry Breton, a European commissioner, tweeted that Twitter had left the eu’s
voluntary code of practice against disinformation, adding what sounded like a threat: “You can
run but you can’t hide.”

Britain’s parallel legislative effort is shaping up to be more far-reaching. The Online Safety Bill

was conceived in 2019 after the suicide of a 14-year-old who had binged on algorithmically
recommended depressive material. Four prime ministers later, the text of the bill has almost
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doubled in length. An American tech firm dubs it “one of the most complex bills we face
anywhere in the world”.

It goes further than the eu in its loosely worded requirement for platforms to proactively screen
material. The larger social networks already check videos for matches with known child-abuse
content. But subtler crimes, such as incitement to violence, are harder to detect automatically.
The scale of some platforms—YouTube uploads 500 hours of video per minute—means that a
strict requirement to pre-screen content could throttle the amount of new material uploaded.

As in America, British conservatives worry about the over-moderation of right-wing views. The
bill therefore imposes a duty to ensure that moderation “[applies] in the same way to a wide
diversity of political opinion”. Similarly, the eu has promised that it will provide “protection for
media against unjustified online content removal” as part of its forthcoming European Media
Freedom Act, a response to crackdowns on the press in members states such as Hungary and
Poland.

The most controversial part of Britain’s bill, which required platforms to identify content that is
“legal but harmful” (eg, material that encourages eating disorders), has been dropped where
adults are concerned. But there remains a duty to limit its availability to children, which in turn
implies the need for widespread age checks. Tech firms say they can guess users’ ages from
their search history and mouse movements, but that a strict duty to verify users’ ages would
threaten anonymity.

Some suspect that their real objection is the price. “l don’t think ‘It costs money and is hard’ is
an excuse,” says Keily Blair, chief operations officer of OnlyFans, a porn-centric platform which
checks the age of its users and doesn’t see why others shouldn’t do the same. Yet some
platforms are adamant: the Wikimedia Foundation, which runs Wikipedia, says it has no
intention of verifying users’ ages.

The stricter the rules in jurisdictions such as Britain or the eu, the likelier tech companies will be
to opt to offer different services there, rather than to apply the same rules worldwide. Some
may even quit. WhatsApp, a Meta-owned messaging app, says it is unwilling to break its end-to-
end encryption to meet a requirement in Britain’s bill that companies must scan private
messages for child abuse. It may not come to that: the bill would let Ofcom demand the data
only in cases where it determined that such a measure was proportionate. Still, threats to up
sticks are becoming more common. On May 24th Sam Altman, the head of Openai, said he
would consider leaving the eu if its regulation of artificial intelligence went too far. (He later
rowed back his remarks.)

Network effects

Whether or not Britain or the eu use the full extent of their new powers, they set a handy
precedent for countries that might use them oppressively. Britain’s bill, which proposes prison
for executives of companies that break the rules, is “a blueprint for repression around the
world”, according to the Electronic Frontier Foundation, a civil-liberties group. One American
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executive snipes that Britain’s claim to be “world-leading” in tech is true only in the sense that
it is blazing a trail for non-democracies to pass repressive laws of their own.

They need little encouragement. Turkey ordered Twitter to censor information during its recent
election; that free-speech enthusiast, Mr Musk, complied. Brazil has proposed a “fake news
law” that would penalise social networks for failing to identify misinformation. Modelled on the
European legislation, it has been dubbed the “dsa of the tropics”. India is to publish an internet-
regulation bill in June which will reportedly make platforms liable for users’ content if they do
not agree to identify and trace those users when directed.

The international impact of the British and eu proposals is influencing the debate in America.
“No matter how much you think that social networks have been corrupting to American
politics,” says Matthew Prince, head of Cloudflare, an American networking firm, “they’ve been
incredibly destabilising to other regimes that are against the United States’ interests.”

The article discusses the increasing scrutiny and regulation of speech on social media platforms
such as Facebook, Twitter, and Instagram.

Politicians and judges are stepping in with regulatory proposals.

DP1. What are your thoughts on the role of social media platforms in moderating speech?
Should they have more or less responsibility for regulating content, and why?

DP 2. Who should/can regulate the boundry of online speech?

DP 3. What do you think about different parties' approaches mentioned in the article?
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What does “de-risking” trade with China mean?
Europe wants to reduce its exposure to, but not decouple from, the country
May 31st 2023

At their summit in Hiroshima on May 20th, the leaders of the G7 group of rich democracies
talked about “de-risking” their economic ties with China, but not decoupling from it. The same
phrase appeared in an important speech by Ursula von der Leyen, president of the European
Commision, in March. What does “de-risking” mean?

In principle, the idea is easy to illustrate. Consider Europe prior to the invasion of Ukraine.
Many countries, notably Germany, piped much of their imported gas from Russia, creating a
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worrying economic vulnerability. They could have stopped, despite the costs. That would have
counted as decoupling. Alternatively, Europe might have prepared a more robust back-up plan,
investing more heavily in terminals and storage tanks that would allow it to import gas from
elsewhere in a pinch. That is economic de-risking. It is an attempt to reduce economic
vulnerability with the least possible damage to trade and investment.

After Russia’s invasion, Europe has become more worried about its economic dependence on
other geopolitical rivals, especially China. The eu, Mrs von der Leyen pointed out, relies on
China for 98% of its rare-earth supply, 93% of its magnesium and 97% of its lithium, a critical
input for electric-vehicle batteries. In a dispute, China could restrict supplies, just as it briefly
curtailed exports to Japan during a territorial squabble in 2010. China is also a vital market for
many eu companies. They could face the kind of boycotts, arbitrary inspections and delays
imposed on Australian wine, beef and other products after the two countries fell out in late
2017. Mrs von der Leyen also worried that European technology could help China modernise its
military and improve its intelligence capabilities.

How is the eu trying to reduce these risks? The first step is to identify them more precisely,
through “stress tests” and supply-chain audits. The bloc plans to cultivate alternative trading
partners, Mrs von der Leyen said, including India, Australia and the Association of South-East
Asian Nations. The Commission has recently proposed the Critical Raw Materials Act, which
aims to increase mining of resources like lithium and graphite within the eu and diversify its
foreign suppliers. Members such as France, Germany and Italy have increased their scrutiny of
direct investment from China, especially in sensitive high-tech sectors, and the European
Commission has tried to make this screening more consistent and co-ordinated. It is harder
now to imagine a deal like that in 2016 when Kuka, a German robotics firm, was acquired by
Midea, a Chinese firm. In March the eu agreed on the text of a new, more predictable protocol
for responding to “economic coercion” with tariffs and similar measures. The union is also
contemplating the use of export controls and more screening of outward direct investment.

“De-risking” is sometimes seen as a label for a more commercially minded approach to China
than the tougher decoupling that is popular with hawkish American policymakers. But the
distinction is not so clear in practice. America’s national security adviser, Jake Sullivan, has been
happy to borrow the term to describe his government’s approach, which includes stricter
export controls than Europe has adopted. And since a clean economic break with China is hard
to imagine (last year American imports of goods and services from China reached a record
high), the partial or piecemeal decoupling that some in America advocate may be hard to
distinguish from de-risking. If the eu eventually imposes export controls or blocks a European
investment project in China, it will no doubt call it de-risking. And China will probably call it
decoupling.
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