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China’s Belt and Road Initiative will keep testing the West
The projects are smaller, the challenge is growing
Sep 7th 2023

Ten years ago this week China’s leader, Xi Jinping, began laying the tarmac for what would
become his signature foreign policy. He began with vague suggestions of reviving the Silk Road,
an ancient network of trade routes linking China with Central Asia, the Middle East, Africa and
Europe. When the plan was given an official name—“One Belt, One Road” —it suggested that
China was putting itself back at the centre of the world. Later it would be softened, for the
benefit of foreign audiences, to the “Belt and Road Initiative”, or bri. Mr Xi modestly hailed it as
the “project of the century”.

In many ways the bri has lived up to the hype. More than 150 countries, accounting for almost
75% of the world’s population and more than half of its gdp, have signed on to the scheme.
China has doled out hundreds of billions of dollars in loans and grants for railways, roads and
other infrastructure that might otherwise have gone unfunded. Its projects have spanned the
globe, from Brazil to Kenya to Laos. Over the past decade China has become the largest creditor
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and a crucial source of investment in many developing countries. Much of this has been good:
many countries badly need better roads.

But time has also exposed the bri’s flaws and China’s self-interest. A number of recipient
countries have struggled with debt repayments. As we report this week, China is now adjusting
the project, seeking better returns and changing an economic plan into a normative one (see
China section). Even as it pours less concrete, it is posing a greater challenge to the West.

The bri’s troubles are no secret. For years Chinese banks used dodgy criteria to lend to dirty
regimes. Unsurprisingly, many of the infrastructure projects the banks financed have not
succeeded. Some have become white elephants; others have been abandoned. Burdened with
debts (not all from bri projects), several countries have teetered on the brink of default. China
has made things worse, by shunning other lenders and multilateral institutions, instead
conducting debt negotiations bilaterally, secretly and with apparent stubbornness.

In some ways China seems to have learned a lesson. Its banks have changed their practices. Its
lending has become more targeted—not least because China’s own struggling economy has
sapped public enthusiasm for the bri (see Chaguan). Mr Xi has urged Chinese investors to focus
on “small but beautiful” projects, with higher standards and better returns. There is increasing
talk of a “digital silk road”, with a focus on industries like telecommunications and cloud
computing.

Yet problems remain. China shows few signs of becoming more transparent. Nor has it become
any less hard-nosed. Although it worked with other government creditors to restructure
Zambian debt, largely owed to China, it did not agree to a haircut.

BITHEOEMBEIMELXT SE. HRELTELHINSIEMISEZEETII S —F
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China is also harnessing the bri as a vehicle for its plans to remake the rules-based order. The
Communist Party has always sought to use the scheme to enhance its own image and boost its
weight in the world. Increasingly, however, it is also being used to rally the global south around
China’s democracy-free model of development. Recipients of its largesse face no Western-style
fussing about human rights or corruption. Ports and power stations appear, clearly labelled as
Chinese-backed projects. What, locals wonder, do preachy Westerners offer that compares?

Belt up

The West needs to push back by presenting a better alternative to the bri. At a meeting of
the g20 on September 9th and 10th President Joe Biden is expected to call for beefing up the
role of the World Bank and the imf in helping poorer countries. Last year the rich democracies
of the g7 unveiled a $600bn plan to boost investment in infrastructure in low- and middle-
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income countries. Now they need to honour their commitment. Earlier such promises mostly
went nowhere.

There are reasons to be gloomy now, too. Westerners are dealing with their own economic
struggles. But they are wrong to think of this as charity. Rather, it is an investment in the rules-
based order—or, if it sells better, part of a campaign to counter China. As a decade ago, poor
countries face an enormous shortfall in funding for needed construction. If China and its friends
are the only ones making an offer, they will shape the future.
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Heat pumps show how hard decarbonisation will be
The row over them portends more backlashes against greenery
Sep 6th 2023

They hang from the walls of utility rooms, nestle inside kitchen cupboards and hunker down in
cellars. Gas and oil boilers and furnaces have been making homes more comfortable for
decades. Their adoption during the 20th century brought people central heating and hot baths
on demand, and allowed them to stop shovelling coal. But if the goal of decarbonisation is to be
met, these boilers must go.

Twelve European countries plan to phase fossil fuels out of the heating of buildings, and air-
source heat pumps have emerged as the best alternative. These extract ambient heat from the
outside air, even when it is below freezing, and concentrate it to warm inside spaces. Heat
pumps are far more efficient than boilers, in terms of the amount of energy used per unit of
heat generated. Lately, however, they have become a symbol of the obstacles that await as
countries try to decarbonise. Until recently, green policies had seldom required private citizens
to roll up their sleeves and make big, disruptive changes to their lives. Now they are starting to,
and many people do not like it.

The annoying thing about heat pumps is that you cannot simply swap a gas boiler for one—at
least not yet. Heat pumps are larger than gas boilers, require outside space and, for the 60% of
European properties that are old and leaky, their installation must come with extra insulation.

In Britain, knowing whom to trust on the best green heating design for your home is hard
enough to discourage all but the most determined and wealthy eco-warriors. Owners of older
houses face difficult choices, such as whether to lift up their floorboards and line their inside
walls with thick insulation, or wrap their homes in a much thicker layer of external insulation,
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which may not be allowed by local planning rules. All this can quickly become costly,
disruptive—and politically toxic. A plan in Germany to ban gas- and oil-boiler installations as
early as next year, for instance, was abandoned after a public outcry.

What to do? Heat pumps that are an easy swap for boilers are likely to come onto the market
eventually. But even then households cannot be entirely spared from disruption. The least
governments can do is make adoption as easy as possible. Although grants covering part of the
cost are available in some countries, their administration is often sluggish and should be
speeded up. A target cannot be enforced if there are not enough skilled workers to retrofit
homes; more will need to be trained. The clash between planning regulations and green rules,
which makes householders feel helpless, must somehow be resolved.

Germany’s watered-down rules, which are due to be passed in parliament later this week,
wisely give households more time, and also ask local authorities to be involved in their
administration. They will give large and small municipalities until 2026 or 2028, respectively, to
draw up transition plans, which can allow for greener heating that does not involve single-home
heat pumps. Municipalities know their local housing stock better than central governments do,
and they make the planning decisions that often collide with the demands of retrofitting. They
must start favouring the planet more and nimbys less.

This episode contains a lesson for governments. Decarbonisation on the scale required to avert
planetary calamity will be painful. Voters will often object, and may sometimes sack green-
friendly governments. So it is crucial that policies are crafted to reduce emissions as efficiently
as possible, with incentives generally designed to persuade rather than coerce. Even with the
most far-sighted policies, however, there will be more backlashes. Governments must prepare.
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Wall Street is racing to manage your wealth. That is a good thing
The hottest trend in finance offers more than just fat profits for advisers
Sep 7th 2023

“Where are the customers’ yachts?” asks a wide-eyed visitor to Manhattan, after his host
points out the bankers’ and brokers’ boats, bobbing by the pier. The scene, from a book
published in 1940, reflects a healthy scepticism of the advice peddled by financiers. Somehow
they always seemed to get rich, regardless of how their clients fared.

In the decades that followed, ordinary investors evened the score. They poured money into
low-cost index funds, which passively track a market benchmark, and shunned the fee-charging
stockpicker. BlackRock and Vanguard, two index-fund providers, oversee $8trn-9trn in assets
apiece. In 2019 the volume of passively managed assets in America eclipsed those overseen by
active funds for the first time. Today, however, another shift is under way. The hottest thing on
Wall Street is wealth management, which helps clients allocate assets, minimise tax bills and
plan for retirement—typically for an annual fee of 1% of invested assets. Firms are piling into
the business, spurred by the prospect of profits that will only become juicier as the world gets
richer. Could it be good for clients, too?
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The wealth industry has long been highly fragmented. The tber-rich often sought advice from
the big banks, typically the Swiss ones—ubs claims to bank every second billionaire—or the
elite American firms, like JPMorgan Chase and Morgan Stanley. In America and Europe many of
the comfortably well-off long relied on defined-benefit pension funds. Others were often
served by retail outfits that sold them expensive mutual funds on commission or picked stocks
through brokerage accounts. Across Asia and Latin America, domestic banks often managed
local millionaires” wealth.

Uber-rich A—/\—1) v F
brokerage account SEF DM EXEFICHEIENFRITTECES

Several of these firms are now being knitted together. That is in large part because the prize has
become more tantalising. For the past 20 years global wealth has grown faster than economic
output. Much of that has been fuelled by younger customers and those in Asia. According to a
survey by ubs, there were 849,000 dollar millionaires in India last year, for instance, nearly 23
times as many as in 2000. The number of millionaires in Africa has risen more than tenfold.
Worldwide, the amount of liquid assets for advisers to salivate over is expected to rise to
$230trn by 2030, from $130trn today.

The emergence of slick platforms for managing wealth and the automation of basic advice have
also expanded the pool of potential clients. By lowering the cost of managing wealth,
technology has enabled advisers who once served only the iber-rich to help the merely
affluent, too. At the same time, regulatory requirements for banks to hold vast capital buffers
in order to make loans or trade securities have reduced the appeal of the activities that
commercial and investment banks once prized. The steady, low-capital business of offering
wealth advice, meanwhile, has become more attractive.

The consequence of all this has been a frenetic rush into wealth management. Morgan Stanley,
which snapped up the wealth arm of Citigroup during the global financial crisis, has since
acquired e*trade, a brokerage platform, through which it now offers the masses access to its
advisers. Citi, in a bid to rebuild what it sold, is poaching talent from rival firms. Consolidation is
only hastening the trend. After its shotgun marriage to Credit Suisse, the new-look ubs is now
head and shoulders above its rivals in Asia. Executives at JPMorgan Chase have said that their
acquisition in May of the crisis-stricken First Republic, a bank that targeted the wealthy, will
accelerate plans to expand their wealth-management arm.
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For the firms and their shareholders, the future looks exhilarating. If revenues keep pace and
margins in wealth management remain in the region of 25-30%, the industry would generate
$75bn of profits a year. The total market capitalisation of global banks is around $8trn, and has
barely budged for a decade; capturing the enormous opportunity in wealth would add around a
seventh to their value. The biggest winners are likely to be those that have already achieved
scale, such as Morgan Stanley and ubs.

Regulators, for their part, may see the shift into wealth as a relief. Bolting a steady growth
business on to the boom-and-bust cycles of lending and capital-markets intermediation should
help stabilise banks—even if it is a little disquieting that the most appealing business in finance
is managing wealth that has already been amassed, not assisting the creation of fresh riches
through loan-making or issuing equity.

That leaves a nagging question. Does the bonanza for financiers, and a safer financial system,
come at the expense of clients’ returns? The fees associated with wealth management might
make you think that Wall Street is set to make a fortune while clients are ripped off once again.
Yet there is an important distinction between a wealth adviser and an active manager.

The allure of stockpickers rests on their promise to beat the market, something that the vast
majority simply cannot do on a sustained basis. Wealth managers, by contrast, act as
“fiduciaries” —caretakers who are supposed to act in your best interest when offering financial
advice. They make suggestions about asset allocation, but are also responsible for making sure
their clients are using tax-advantaged funds and that they get into and out of investments in
the most cost-effective way. Whereas returns from active investing, after fees, cannot beat
passive returns on average, using a wealth manager does not appear to dent returns. Even
Vanguard, that giant of index investing, thinks that fiduciaries could add a little to the total
lifetime return of an average investor, after fees are paid.

Rich pickings

The investing experience is strewn with pitfalls, even aside from the vagaries of the markets.
When left entirely to their own devices people tend to hold too much cash, and to be too hasty
to sell up when markets dip. Barely anyone has the time or inclination to work their way
through the mind-boggling complexities of a tax code. This is what makes advice useful to the
clients who want to preserve and grow their hard-earned fortunes. Some day, customers’
yachts may bob by the pier, too.
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The Belt and Road, as seen from China
A slowing economy saps public enthusiasm for big projects far from home
Sep 7th 2023

For years Xi Jinping has been inviting the world to hitch a ride on the “express train of China’s
development”. The slogan is a Xi favourite, wheeled out when the Communist Party chief talks
to foreign leaders about economic co-operation, especially via the Belt and Road Initiative (bri),
a global infrastructure programme launched a decade ago this month.

To foreign critics, such swaggering talk is a blunder. Yes, they aver, local elites in poor countries
may welcome Chinese envoys bearing loans to pay for new airports, dams and other
infrastructure. But ordinary citizens have increasingly turned against such vast projects, and
who can be surprised? An express train looks very different to those riding first-class, as
opposed to those who must live hard by its tracks. With this in mind, some foreign politicians
and analysts wonder whether China may shunt the bri into the sidings, as a trillion-dollar,
reputation-harming mistake.

In fact, China is redesigning the bri—but to save it, not scrap it. Foreign unhappiness is one
reason, for some of China’s most reliable friends in Africa, Asia and beyond are struggling
with bri debts. But critics in the West risk missing another big reason for a redesign. As China’s
economy slows, Mr Xi’s own subjects are growing more sceptical of the scheme, notably in
places where locals’ hopes of a bri-fuelled boom have faded. China’s leaders are aware of this
discontent. Later this month the State Council Information Office will publish a white paper to
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mark the bri’s tenth anniversary. An adviser to that project describes his counsel to propaganda
officials: emphasise the scheme’s benefits to ordinary Chinese back home, with concrete
examples.

To gauge this mood Chaguan headed to the Dongchuan international rail centre, a logistics park
in the north-western province of Gansu. It sits on the edge of Lanzhou, the provincial capital, in
a valley between arid brown mountains. Once, Lanzhou hoped to cash in as a railhead for cargo
trains to Central Asia and Europe. Local officials talked of hosting foreign consulates, in an echo
of its past as an important stop for Silk Road camel caravans. The Dongchuan rail yard does see
trains bound for Europe, and state media recently talked up a new rail-and-road cargo route to
Afghanistan. But it is strikingly quiet on a weekday morning, with a few Chinese-made cars
being driven around for loading onto transporters. More prosperous provincial capitals, such as
Chengdu, Zhengzhou and Xi’an, have fared far better as bri transport hubs. Indeed, total foreign
trade each year to and from Gansu, a poor province, has actually fallen since 2013.

The party can take some comfort in public opinion. Locals strolling near the rail yard talk
without prompting of China’s generosity. Ms Luo, a retired scientific technician, calls the bri a
sign of China’s strength. “It’s good that China is helping others,” she says, loyally noting that
local youngsters have found work with logistics companies building warehouses nearby.

Just beyond the Dongchuan depot lies Hekou, an old Silk Road town restored as a tourist site.
Its Qing-dynasty customs hall and street market are a bit forlorn, truth be told, and a nearby
highway is loud. Still, a local driver, Mr Su, has brought a few out-of-town Chinese tourists
there. Mr Su sees China as exceptionally benevolent, and grumbles about foreigners who
accuse the bri of advancing “aggressive goals”. China is different, he asserts: “Western people
think about how things will affect them, but Chinese people have a spirit of sacrifice.” That said,
Mr Su concedes that Lanzhou has not gained as he had expected from the bri, and that state
media sometimes exaggerate China’s good deeds. National leaders see the big picture, he says
carefully. But he admits: “From the perspective of an ordinary person, | think it is not that
necessary to spend a lot of money in faraway foreign places like Africa.”

In Lanzhou’s Baitashan Park, overlooking the Yellow River, a pensioner takes a break from
dancing with friends to say that ordinary people struggle to understand the bri. China saw
inadequate returns on ten years of large investments in poorer countries, he suggests. His
sense is that the scheme is now shrinking. That canny pensioner is right. Signs abound of a
move away from new, large investments with only long-term returns.

Smaller projects, larger ambitions

China is shifting towards “small and beautiful” projects, says Zhu Yongbiao, head of Lanzhou
University’s bri research centre. Smaller projects generate benefits quickly and give local people
a greater “sense of ownership”. Mr Zhu calls this shift a response to changing politics in
recipient countries and to the demands of the Chinese people, some of whom think of

the bri as “free money” for foreigners. He sees infrastructure schemes proposed by America
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and the European Union as welcome competition, as long as “Europe and the United States are
willing to put up real money”.

Wang Yiwei, director of the Institute of International Affairs at Renmin University in Beijing,
says that with less money of its own to lend, China is in search of global finance for the bri,
including from rich Muslim countries. That is one reason why Saudi Arabia joining

the brics grouping and reconciling with Iran, with Chinese backing, is “very important”, he says.
Beyond that, rather than funding and building megaprojects, China’s focus is increasingly on
questions of governance, for Chinese leaders see norms, systems and standards as the key to
sustainable development. The bri was created to solve China’s economic problems, he argues.
Now its mission is to save globalisation from populism and from those voices calling for division
and decoupling.

Mr Xi will host foreign leaders at a bri Forum in October. Delegates may expect much talk of
China’s inclusive model, and of how it respects the political and legal traditions of different
countries, unlike judgmental Western democracies. China may fund fewer foreign railways in
coming years. When it comes to setting norms and standards, its ambitions are going global.
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The Gulf’'s boundless ambition to change the world
Now it wants to export its model. But the region faces grave dangers
Sep 7th 2023
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If you thought the Middle East was stagnant, think again. The Gulf economies are among the
richest and most vibrant on the planet, helped by a Brent crude oil price that rose back to over
$90 per barrel this week. A $3.5trn fossil-fuel bonanza is being spent on everything from home-
grown artificial intelligence models and shiny new cities in the desert, to filling the coffers of
giant sovereign-wealth funds that roam the world’s capital markets looking for deals.

As the cash flows in, the chaos shows signs of receding, thanks to the biggest burst of
diplomacy for decades. Saudi Arabia and Iran have negotiated detente in a rivalry that has
lasted since the Iranian revolution in 1979. Civil wars in Syria and Yemen are killing fewer
people, as their sponsors seek de-escalation. Following the Abraham accords between Israel
and some Arab governments, Saudi Arabia is considering recognising the Jewish state, 75 years
after its creation. The region’s global clout is rising—four countries are about to join

the brics club of non-aligned powers that want a less Western-dominated world.

As our Briefing explains, these shifts begin a new chapter in the Middle East marked by fresh
opportunities and new dangers. The region’s leaders are testing ideas that have caught on in
much of the world, including embracing autocratic pragmatism as a substitute for democracy,
and multipolar diplomacy instead of the post-1945 American-led order. The Middle East is also
a place where threats that will menace the world in the 2030s may play out early, including
nuclear proliferation, extreme weather and even greater inequality, as weak countries fall
further behind.

Many occupants of the White House have left office wishing they could forget all about the
Middle East. But whether you run a superpower or a small business, it matters as much as ever.
Although it has only 6% of the world’s people, it has a chokehold on the global economy. As the
lowest-cost oil producer, its share of crude exports is 46% and rising. Its share of exports of
liquefied natural gas, in great demand since Russia’s pipelines to Europe shut down, is 30% and
going up, too. Thanks to its location, 30% of all container trade and 16% of air cargo passes
through the region. With S3trn of assets, its sovereign-wealth funds are among the world’s
largest. Its wars and disorder often spill across borders; its refugees affect politics as far away as
Europe.

The past two decades have been miserable in the Middle East. Democratic projects ended in
failure and bloodshed, in Iraq after the American-led invasion of 2003 and in several countries
after the Arab spring in 2011. Islamic State sought to kill its way to creating a caliphate, while in
Syria Bashar al-Assad doused his own people in chlorine and nerve agents.

Yet now, as the fighting ebbs, three big changes are visible. First, the region is having to take
more responsibility for its own security, as America’s appetite to intervene militarily has
evaporated. Alongside this, trade patterns have become multipolar: the imf reckons 26% of
Middle Eastern goods exports go to China and India, almost double the level in 2000 and
roughly twice the share headed for America and Europe. Recently, this geopolitical realignment
has led to a desire to de-escalate conflicts.
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Second, the energy transition creates an urgent need to escape the familiar pattern of oil
booms and busts. Instead there is a powerful incentive for the Gulf to lift fossil-fuel production
in the next decade before demand dwindles permanently, and spend the proceeds on
diversifying local economies.

The final shift is a weariness in public opinion. Political experiments, whether democratic or
Islamist, are tarnished. Instead, people across the Middle East yearn for economic opportunity.
Forget Canada or Sweden: polls show the country young Arabs admire most is the uae, with its
stability and thriving economy under iron-fisted dynastic rule. At the same time, less Western
involvement in security and trade also means less pressure for human rights or democracy.

Some of the region’s changes invite ridicule—think of a vanity project like neom, a gaudy new
city being built for an estimated $500bn by Muhammad bin Salman, Saudi Arabia’s de facto
ruler. But other changes are durable and profound. More women are working in the Gulf. Israeli
tourists are thronging to Dubai. Across the region, the non-oil economy is growing at a healthy
annual rate of 4% and cross-border multinational investment is rising. It is possible to imagine
how a virtuous cycle of stability and peace might lead to more investment and trade that raises
living standards and broadens prosperity, reversing a long-lasting spiral of failure in a part of
the world with some 500m people.

Yet to achieve that, the Middle East will have to overcome some big problems. Many of these
are familiar. The region’s more enlightened autocrats argue that they face a kind of
“performance accountability” to improve the lot of their populations. But regimes with
absolute rule tend towards decay. Other dangers are new—or, rather, looming more
menacingly than ever. Now that Iran is on the threshold of becoming a nuclear-armed state,
proliferation is a grave worry. Climate change means that one of the world’s hottest, driest
places faces even more extreme weather. Only some countries can afford the investments,
such as redesigned cities and desalination projects, that they need to remain habitable.

80:20 rule

Most starkly, the new Middle East is more lopsided than in recent memory. The success stories,
the Gulf and Israel, account for only 14% of the population but 60% of gdp, 73% of goods
exports and 75% of inward multinational investment. From Israel and the West Bank to Saudi
Arabia and Yemen, modern economies border places trapped in despair. Lebanon is mired in
financial crisis; Egypt could be heading the same way. The new Middle East’s winners embody a
transactional mindset that may yet make them richer. Its losers are a reminder that in a world
with fewer rules and principles, no one is coming to the rescue. As you fill up your car or wait
for your air-freighted parcel, remember they depend on a region that is an economic and
political laboratory—and hope the experiment does not blow up.
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What will Indonesia look like after Jokowi leaves?
The president’s legacy is not guaranteed
Sep 7th 2023 | JAKARTA

During his final term as Indonesia’s president, Joko Widodo has played the global statesman. He
hosted leaders from across the region at the Association of South-East Asian Nations (asean)
summit in Jakarta from September 5th to 7th. In August he bagged economic deals during a
tour of Africa. He will attend the g20 leaders’ summit in Delhi on September 9th, having hosted
last year’s event, and plans to visit Saudi Arabia soon, too.

At home, his soft-spoken, folksy style has made Jokowi, as he is known, one of the best-liked
leaders in the world. His approval rating hovers around 80% (see chart). Only Narendra Modi,
India’s prime minister, comes close among leaders of big countries. But even as Jokowi basks in
his popularity, speculation is building about what his legacy will be and who will succeed him
after he steps down next year.

When Jokowi became president in 2014, he was like no leader the country had ever seen: a
furniture-maker who was raised in a riverside shack, he had no connection to the army or any
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prominent family. He is most at home inquiring about the price of onions at a market or
handing out t-shirts to the crowds that throng to catch a glimpse of him wherever he goes. He
has revolutionised Indonesian politics by yoking a savvy social-media operation to a relentless
focus on economic growth. Yet three big uncertainties hang over his legacy: whether
Indonesia’s economy will continue to grow; whether his successor will preserve his policies; and
whether the country can maintain a balancing act in a divided world.

Jokowi’s record on economic growth is decent. Indonesia has been the fifth-fastest-growing of
the world’s 30 biggest economies since he won office in 2014. gdp has expanded by a
cumulative 43% since then. imf projections suggest this pace could continue. The fund reckons
the country will be the second-fastest growing of the group over the next five years, making it
the world’s 13th-largest economy by 2028, up from 18th back in 2014.

Much of this has been thanks to an enormous push for infrastructure. The world’s fourth-most-
populous country is made up of more than 13,000 islands, many of which lack basic amenities.
Often pictured in a hard hat, Jokowi has built airports, ports, power plants, dams and has laid
thousands of kilometres of roads and railways. He has used his popularity to cajole the
country’s political parties, state-owned enterprises and powerful tycoons.

His signature project, the construction from scratch of an entirely new capital city in the jungles
of Borneo, exemplifies this strategy—and highlights the uncertainty of sustaining its success.
Jokowi argues that this city, known as Nusantara, is essential because one-quarter of Jakarta,
the current capital, could be submerged by 2050. Critics say the $34bn project, due to be
completed in 2045, is unrealistic. The government says it will cover 20% of the projected costs,
with the rest funded by domestic and foreign investors. Yet more than four years after the
project was announced, not a single foreign backer has signed a binding contract to fund the
city.

Jokowi has had more luck with getting foreigners to back other projects. Foreign direct
investment soared to $45bn in 2022, up 44% from the year before. Much of this investment has
come from China and flowed into the mining and processing of nickel. Indonesia has the world’s
biggest reserves of the metal, which is essential for producing batteries for electric vehicles. In
2014 Indonesia banned the export of unprocessed nickel. With little choice to go elsewhere,
foreign mining companies, many of them Chinese, built large processing facilities in Indonesia.
This spurred growth and new jobs, albeit at the expense of the environment. Indonesia
exported more than $30bn-worth of nickel products last year, 10% of total exports and ten
times more than in 2013.

The future of this strategy is uncertain. The government wants to stimulate an expansion from
onshore nickel processing to manufacturing battery precursors and even electric vehicles, a far
more difficult and complex task that will fall to Jokowi’s successor, should he choose to pursue
it. It does not help that Jokowi’s government has shifted towards “a more interventionist and
less market-oriented style”, says Tom Lembong, the trade and investment minister in the early
years of Jokowi’s administration.
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Jokowi’s focus on infrastructure has also complicated Indonesia’s geopolitical position. It has
drawn the country, which has traditionally pursued a non-aligned foreign policy, closer to
China. Chinese investment was over $S8bn in 2022, four times more than that by America,
according to Indonesia’s Investment Co-ordinating Board. The share of the country’s exports
going to China and Hong Kong has risen from 12% in 2014 to 22% in 2022. Jokowi has copied
China’s reliance on infrastructure, debt financing and state-owned enterprises, says Mr
Lembong.

Economic reliance on China has limited Indonesia’s room for geopolitical manoeuvre. Despite
being the world’s largest Muslim-majority country, Indonesia has remained silent about the
persecution of the Uyghurs, a predominantly Muslim ethnic group native to China’s Xinjiang
region, for fear of economic repercussions.

Jokowi has sought to hedge by strengthening security and economic links with America and its
allies. On security, it has avoided Sino-dependence. The largest suppliers of military equipment
to Indonesia are South Korea, America and France, according to the Stockholm International
Peace Research Institute, a think-thank.

Yet building economic links with America has proved harder. Indonesia badly wants a trade deal
with America that includes metals to make it cheaper to sell Indonesian nickel in America and
be less dependent on China. But the American government is concerned about China’s
dominance in Indonesia’s nickel industry, so a deal remains elusive.

Despite these concerns, Jokowi’s focus has proved popular. “The vast majority of Indonesian
elites admire China,” says Mr Lembong. “They think Western democracies are decadent, in
decline, messy, slow.” By contrast, most Indonesians think of their president as a man who gets
things done. As a city mayor, Jokowi became famous for his blusukan, a Javanese word for
impromptu neighbourhood visits that allow him to connect with voters and learn about their
problems firsthand. He continued these visits after becoming president.

blusukan : 33 - 94 FFIRKHEN S v HILZ MANEBEHRICIEDT- THREITHH
=]

A democrat—up to a point

But as he approaches his last year in office, Jokowi’s democratic credentials are eroding. He has
rolled back liberal laws and weakened the anti-corruption commission, which is bad news for
fixing Indonesia’s persistent cronyism. And he may be laying groundwork for his own dynasty,
much like some politicians before him. In his autobiography, published in 2019, Jokowi declared
that “becoming president does not mean channelling power to my children”. Yet just after he
won re-election in 2019, his eldest son Gibran Rakabuming became mayor of Solo, Jokowi’s
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former post. His son-in-law, Bobby Nasution, is the mayor of Medan, Indonesia’s fifth-largest
city. Kaesang Pangarep, his youngest son, also wants to enter politics.

Indonesia’s constitutional court (whose chief justice is Jokowi’s brother-in-law) may lower the
age of vice-presidential candidates from 40 to 35; Mr Gibran will be 36 when nominations are
due. With a presidential election planned for February, Mr Gibran may be viewed as a potential
running mate, one who comes with his father’s approval. Yet that will be no guarantee of
continuity. The defence minister, Prabowo Subianto, an authoritarian military officer, is neck
and neck in the polls with Ganjar Pranowo, the governor of Central Java and a member of
Jokowi’s party.

Mr Prabowo, who has lost to Jokowi twice before, looks like a return to the bad old days. He
has been accused of allowing human-rights abuses in Timor-Leste in the 1980s, which he
strongly denies. He emphasises his nationalism, advocating food autarky, and has criticised
Indonesia’s practice of direct elections. Mr Ganjar has just appointed the head of Indonesia’s
Chamber of Commerce, a well-respected businessman, as his campaign chair, suggesting he
may be more serious than Mr Prabowo about economic reform.

A third possible candidate is Anies Baswedan, the former governor of Jakarta and a former
education minister in Jokowi’s cabinet, who is polling far behind Messrs Ganjar and Prabowo.
Seen as an underdog, Mr Anies lost the first round of the Jakarta governor’s race in 2017 before
an upset win in the second round, supported by conservative Islamic voters. He recently won
the support of the country’s largest Muslim civil-society organisation, an important voting bloc,
which opens the possibility of a three-way race.

Both frontrunners, keen to curry favour with Jokowi, say they will keep his policies, including
the export ban on raw materials and building the new capital. Yet Indonesian elections are
more about personalities than policies, argues Ben Bland, Jokowi’s biographer. That means that
no candidate will win on proposals on how to boost economic growth and provide better
services. An endorsement from Jokowi would help any candidate. But it will be no guarantee
that the winner will preserve his legacy.
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America’s Supreme Court should adopt new ethics standards
Lifetime tenure can easily slip into entitlement
Sep 6th 2023

Next term will be agonising for the Supreme Court. Some combination of voters and courts will
determine whether Donald Trump becomes president again and whether he goes to prison.
President Joe Biden’s son has a case before the courts. Dozens of states have changed their
voting laws since 2020 and the nine justices on the Supreme Court may be asked to look at
them. If the presidential election in 2024 is close, the court may have to step in and adjudicate.
With so much at stake, America needs a Supreme Court that is broadly seen as legitimate and,
ideally, impartial. Regrettably, trust in the court is at its lowest point since pollsters began
asking about it.

This is partly because of polarisation. Supreme Court nominations are a knife-fight in the
Senate: there is no longer even a pretence that confirming a justice should be above party
politics. Four of the nine justices were nominated by the candidates who will probably contest
next year’s presidential election. Thanks to brass-knuckle politics, lifetime tenure and quirks of
fate, such as the timing of a liberal justice’s death, three were nominated by Mr Trump. He
refers to them as “my judges”, as if they worked for him, which they do not. Meanwhile many
left-leaning Americans are outraged at recent rulings on abortion and racial preferences. All this
has undermined faith in the court, and much of it is beyond the justices’ control.

What they can control are their own ethical standards. On this, some have fallen short. Harlan
Crow, a Republican donor, bought a house from Clarence Thomas, flew him on a private jet,
took him on cruises and paid private-school tuition for his great-nephew. Justice Thomas
decided he did not need to disclose any of this, because Mr Crow is a friend—and the justices
were not required to declare such hospitality. Neither did Samuel Alito divulge a ride he took on
a private jet that was paid for by another Republican donor. When this was discovered
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by ProPublica, an ngo, Justice Alito complained that no reasonable person could accuse him of
having flouted the rules.

It is fine for justices to have rich friends. Yet they also have a duty to the institution they serve.
The most common accusation levelled at them is that they are partisans. They deny it, but the
charge is easier to make when conservative justices nominated by Republican presidents
holiday with conservative donors to Republican candidates and then appear to want to sweep it
under their robes.

Most federal employees are barred from accepting any gift worth over $20. Members of the
Supreme Court, by contrast, largely self-regulate. And lifetime tenure, which we have argued
should be scrapped, fosters a sense of entitlement.

Last year Congress passed a law requiring more transparency about financial disclosures. It is
too weak: under it, Justices Alito and Thomas can still decide what is reasonable for Justices
Alito and Thomas to do. The same goes for the liberal justices, who have sometimes fallen
short—though Sonia Sotomayor’s paid-for trips to various law schools sound less fun than
Justice Thomas’s jaunts. That needs to be fixed before the court finds itself entangled in
contentious political cases next year.

Democrats no longer have majorities in both houses of Congress, so further reform is unlikely
to come through legislation. New standards will therefore have to be adopted by the court
voluntarily. These should not be discretionary, but transparent and binding. That would be in
the court’s interest because voters may otherwise conclude that some justices are less
interested in the law than what they can get out of it. Now, of all times, America needs a court
that is spotless and seen to be.
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Lots of people mourn when famous writers and musicians die. Why?
What we talk about when we talk about dead artists
Sep 3rd 2023

After alexander pushkin was shot in a duel in 1837, crowds of mourners formed in St
Petersburg. Russia’s nervy authorities moved his funeral service and mustered 60,000 troops.
When the wagon bearing the poet’s body reached Pskov province, where he was to be interred,
devotees tried to unharness the horses and pull it themselves.

The death of Rudolph Valentino, a silent-movie idol, in 1926 set off similarly fervid lamentation.
Mounted police restrained the fans who mobbed the funeral parlour in New York where he lay
on view (several reportedly killed themselves). In 1975 some of the millions of Egyptians who
paid their respects to Um Kalthoum, a megastar singer, took hold of her coffin and shouldered
it for hours through the streets of Cairo.

Today’s celebrity obsequies tend to be less fanatical, and largely digital rather than in-person.
But they are passionate all the same. In the past few months, grief has coursed around the
internet for Martin Amis, Cormac McCarthy, Tina Turner and, most recently, Jimmy Buffett. If
you stop to think about it, many such outpourings for writers, actors and musicians are odd,
even irrational.

Unlike other kinds of grief, this one does not stem from personal intimacy. If you ever
interacted with a cherished author, it was probably during a book tour when, caffeinated to the
eyeballs, she signed your copy of her novel and misspelled your name. Maybe you delude
yourself that you once locked eyes with a frontman hero during a gig and that he smiled only
for you. But you didn’t really know them, and they certainly didn’t know you.

697



Nor would you always have liked them if you had. Their books or songs may be touching and
wise, but (in the parlance of criticism) it is a biographical fallacy to assume that the work
reflects an artist’s life or beliefs. Your favourites may indeed have been lovely people; or
perhaps, beneath their curated images, they were spiky money-grubbers, consumed by rivalry
or solipsists who drove their families nuts. Rarely do you know for sure.

Though the artists are gone, meanwhile, the art you prize is not. Death does not delete it—on
the contrary, curiosity and nostalgia often drive up sales. (David Bowie’s only number-one
album in America was “Blackstar”, released days before he died in 2016.) The dead, it is true,
write no more books and record no songs. Philip Roth will never set a novel in the era of Donald
Trump; you will never hear another operatic Meat Loaf ballad. The cold reality, however, is that
many artists’ best work was done long before their demise.

The sorrow makes more sense when a star dies young or violently. Had she not perished at 27,
like Jimi Hendrix and Janis Joplin, who knows what music Amy Winehouse would have added to
her small, exquisite oeuvre? Sinéad O’Connor, another casualty of 2023, lived a troubled life
that ended too soon. Buddy Holly (killed in a plane crash), Amedeo Modigliani (dead of
tubercular meningitis at 35), Wilfred Owen (slain in action a week before the armistice in 1918):
such premature and cruel exits are tragic.

MERIEREIE X (tuberculous meningitis)

Objectively, though, the death of a long-lived and fulfilled artist is far from the saddest item in
an average day’s headlines. And whereas most mortals sink into oblivion, laureates live on in
their output, which Horace, a Roman poet, called a “monument more lasting than bronze”. The
standard reasons for mourning don’t apply. Why, then, are these losses felt so widely and
keenly?

One interpretation is that the departed celebrities are merely the messengers. The real news is
death itself, which comes for everyone, immortal or impervious as some may seem. If the
reaper calls for Prince, with all his talent and verve, he will certainly knock for you. As Jim
Morrison sang before he, too, died at 27: “No one here gets out alive.”

Part of your past—the years in which the mute musician was the soundtrack, the silenced
writer your ally—can seem to fade away with them. Just as plausibly, the grief can be seen as a
transmuted form of gratitude for the solidarity and joy they supplied. On your behalf, they
undertook to make sense of the world and distil beauty from the muck of life.

Yet as much as anything else, the passing of an artist is an occasion for communion. In an
atomised age, in which the default tone is abrasive, a beloved figure’s death is a chance to
share benign feelings and memories with fellow admirers. Like water-cooler moments in a

cemetery, these sombre holidays from spite and strife are the artists’ parting gifts.

DPs
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1. Could you share your experiences of emotional expressions or actions you made when your
beloved artist passed away?

2. Not only about artists but also about athletes or politicians who have enormous influences
on your life?
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How artificial intelligence can revolutionise science
Consider the historical precedents
Sep 14th 2023

Debate about artificial intelligence (ai) tends to focus on its potential dangers: algorithmic bias
and discrimination, the mass destruction of jobs and even, some say, the extinction of
humanity. As some observers fret about these dystopian scenarios, however, others are
focusing on the potential rewards. ai could, they claim, help humanity solve some of its biggest
and thorniest problems. And, they say, ai will do this in a very specific way: by radically
accelerating the pace of scientific discovery, especially in areas such as medicine, climate
science and green technology. Luminaries in the field such as Demis Hassabis and Yann LeCun
believe that ai can turbocharge scientific progress and lead to a golden age of discovery. Could
they be right?

Such claims are worth examining, and may provide a useful counterbalance to fears about
large-scale unemployment and killer robots. Many previous technologies have, of course, been
falsely hailed as panaceas. The electric telegraph was lauded in the 1850s as a herald of world
peace, as were aircraft in the 1900s; pundits in the 1990s said the internet would reduce
inequality and eradicate nationalism. But the mechanism by which ai will supposedly solve the
world’s problems has a stronger historical basis, because there have been several periods in
history when new approaches and new tools did indeed help bring about bursts of world-
changing scientific discovery and innovation.
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In the 17th century microscopes and telescopes opened up new vistas of discovery and
encouraged researchers to favour their own observations over the received wisdom of
antiquity, while the introduction of scientific journals gave them new ways to share and
publicise their findings. The result was rapid progress in astronomy, physics and other fields,
and new inventions from the pendulum clock to the steam engine—the prime mover of the
Industrial Revolution.

Then, starting in the late 19th century, the establishment of research laboratories, which
brought together ideas, people and materials on an industrial scale, gave rise to further
innovations such as artificial fertiliser, pharmaceuticals and the transistor, the building block of
the computer. From the mid-20th century, computers in turn enabled new forms of science
based on simulation and modelling, from the design of weapons and aircraft to more accurate
weather forecasting.

And the computer revolution may not be finished yet. As we report in a special Science
section, ai tools and techniques are now being applied in almost every field of science, though
the degree of adoption varies widely: 7.2% of physics and astronomy papers published in 2022
involved ai, for example, compared with 1.4% in veterinary science. ai is being employed in
many ways. It can identify promising candidates for analysis, such as molecules with particular
properties in drug discovery, or materials with the characteristics needed in batteries or solar
cells. It can sift through piles of data such as those produced by particle colliders or robotic
telescopes, looking for patterns. And ai can model and analyse even more complex systems,
such as the folding of proteins and the formation of galaxies. ai tools have been used to identify
new antibiotics, reveal the Higgs boson and spot regional accents in wolves, among other
things.

Ewvd X¥F (Higgsboson Ev TR 7RV V) [TFRHFD—FE, Ial—arvE
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_EEHBELTAE=ED,

All this is to be welcomed. But the journal and the laboratory went further still: they altered
scientific practice itself and unlocked more powerful means of making discoveries, by allowing
people and ideas to mingle in new ways and on a larger scale. ai, too, has the potential to set
off such a transformation.

Two areas in particular look promising. The first is “literature-based discovery” (lbd), which
involves analysing existing scientific literature, using Chatgpt-style language analysis, to look for
new hypotheses, connections or ideas that humans may have missed. Ibd is showing promise in
identifying new experiments to try—and even suggesting potential research collaborators. This
could stimulate interdisciplinary work and foster innovation at the boundaries between

fields. Ibd systems can also identify “blind spots” in a given field, and even predict future
discoveries and who will make them.
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The second area is “robot scientists”, also known as “self-driving labs”. These are robotic
systems that use ai to form new hypotheses, based on analysis of existing data and literature,
and then test those hypotheses by performing hundreds or thousands of experiments, in fields
including systems biology and materials science. Unlike human scientists, robots are less
attached to previous results, less driven by bias—and, crucially, easy to replicate. They could
scale up experimental research, develop unexpected theories and explore avenues that human
investigators might not have considered.
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The idea that ai might transform scientific practice is therefore feasible. But the main barrier is
sociological: it can happen only if human scientists are willing and able to use such tools. Many
lack skills and training; some worry about being put out of a job. Fortunately, there are hopeful
signs. ai tools are now moving from being pushed by ai researchers to being embraced by
specialists in other fields.

Governments and funding bodies could help by pressing for greater use of common standards
to allow ai systems to exchange and interpret laboratory results and other data. They could also
fund more research into the integration of ai smarts with laboratory robotics, and into forms

of ai beyond those being pursued in the private sector, which has bet nearly all its chips on
language-based systems like Chatgpt. Less fashionable forms of ai, such as model-based
machine learning, may be better suited to scientific tasks such as forming hypotheses.
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The adding of the artificial

In 1665, during a period of rapid scientific progress, Robert Hooke, an English polymath,
described the advent of new scientific instruments such as the microscope and telescope as
“the adding of artificial organs to the natural”. They let researchers explore previously
inaccessible realms and discover things in new ways, “with prodigious benefit to all sorts of
useful knowledge”. For Hooke’s modern-day successors, the adding of artificial intelligence to
the scientific toolkit is poised to do the same in the coming years—with similarly world-
changing results.
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The dangers posed by a deal between Russia and North Korea
It would make life harder for Ukraine—and heighten nuclear risks in Asia
Sep 13th 2023

It was like a scene from the cold war. Kim Jong Un, North Korea’s leader, stepped off his
luxurious bulletproof train this week having crossed into Russia’s Far East, to be greeted by a
military brass band and whisked off to meet Vladimir Putin. Over a meal of duck salad and crab
dumplings, washed down with Russian wines, the two dictators toasted what Mr Kim called
the “sacred fight” against Western imperialism.

Both men are throwbacks. Mr Kim is the grandson of a tyrant imposed on North Korea by Stalin.
Mr Putin waxes nostalgic about Russia’s imperial past. Yet the threat they pose today is clear
and present. An alliance between them could alter the course of the war in Ukraine by granting
Russia a new supply of weapons. It could also escalate a nuclear-arms race in Asia.

North Korea is like an extreme version of what Russia is becoming under Mr Putin: a militarised
society, cut off from the West, run by a despot who is heedless of human life. Yet despite its
poverty and isolation, it suddenly has something that Russia badly needs: more artillery shells.
Russia is estimated to have fired over 10m of them last year and, like Ukraine, is running low.
North Korea, with its Soviet-style armed forces, has millions in storage and the primitive
industrial brawn to manufacture more. The failure rate of its shells is high: in one barrage
aimed at South Korea in 2010, 20% did not detonate. But for Russia that is much better than
nothing. And North Korea could also offer other weapons, such as rockets or howitzers.
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Any deal over munitions would come at a delicate moment in Ukraine’s counter-offensive, the
painfully slow pace of which has raised new questions about its tactics and Western resolve
(see International section). For now Ukraine has at least achieved parity with Russia in the
artillery war, with both sides facing constrained supplies. But were Russia to receive an influx of
ammunition, it would be able to pin down Ukrainian forces more effectively, slowing their
advances even further and increasing the level of attrition in the coming winter months.

North Korea wants something in return. In the 2000s Russia was a signatory of the international
sanctions regime that was placed on North Korea for its unlawful nuclear-weapons programme.
Yet the location of this week’s meeting—the Vostochny Cosmodrome spaceport—gave a not-
too-subtle clue as to what may be coming next. Mr Kim may demand access to Russian missile
technology that could improve the range, reliability and flexibility of North Korea’s delivery
system for nuclear weapons. He may also be keen to get his hands on Russian satellite and
submarine secrets.

So although the immediate effect of any deal could simply be to make life harder for Ukraine’s
soldiers, it could also ultimately alter the nuclear balance in Asia. The North Korean regime is
erratic as well as malign: it periodically threatens to incinerate South Korea and fired two short-
range ballistic missiles just before the Kim-Putin summit. Other countries worry that its military
capabilities are improving, and may respond by building up their own arsenals. A Kim dynasty
that could launch missiles at will from submarines would terrify the neighbours.

Korea advice

What to do? One unpredictable factor is China, which has some sway over both dictatorships. It
has no problem with a prolonged and bloody 20th-century-style war in Ukraine, which it hopes
will divide Europe and America, but says it is wary of nuclear proliferation. A deal between
Russia and North Korea would test that claim. For the West, further sanctions on Russia or
North Korea would have little effect. Instead it must ramp up supplies of munitions to Ukraine
to help it defend itself from Russia. It should also publicise what it knows about arms deals
between Moscow and Pyongyang, and reaffirm that America’s nuclear umbrella shields its allies
in Asia.
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Modi’s “one India” goal is good for the economy, but not for politics
In the next decade regional tensions will build in India
Sep 14th 2023

The world has been seeing the bright side of India. In August it landed a spacecraft on the
Moon. In the latest quarter gdp grew at an annual rate of 7.8%, making it the world’s perkiest
big economy. Narendra Modi, the prime minister, has just hosted a g20 summit where other
leaders, including Joe Biden, courted Asia’s rising behemoth. Yet inside India the talk has turned
to whether Mr Modi’s hunger for power and dreams of national renewal could lead him to
bend the constitution. There are signs he wants to increase the clout of national politics and the
central government, and dilute the influence of India’s 28 states—many of which are not run by

his party.

The constitution grants autonomy to the states in many areas, reflecting India’s size and
diversity. The reform under consideration is obscure but sensitive: synchronising state elections
with national polls, potentially creating a single event every five years when India votes (a
general election is due in spring next year). Next week Mr Modi is convening an unusual special
session of parliament. It could be used to advance this idea. On September 1st he formed a
committee to examine the feasibility of unitary elections.

In many ways the goal of “one India” is sensible. For too long the economy was balkanised, with
myriad local markets and taxes (try looking up “octroi”). Mr Modi has simplified this since he
won power in 2014, replacing many local levies with a national goods-and-services tax (gst).
Along with better infrastructure this has created a deeper single market which is boosting
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growth. He has also promoted national digital-payment and welfare schemes. Strengthening
central government, which doles out less than half of public spending, can be wise.

octroi TIIZA-TLK 2BLXDEMIZEEONIFHE

A simpler electoral calendar is also a legitimate goal. Non-stop campaigning for state elections
disrupts the business of government. Other democracies hold polls simultaneously. But if Mr
Modi goes ahead, risks loom. He may be tempted to circumvent the rules (on paper,
constitutional amendments are needed, which may require a supermajority of parliament and
the approval of most states). And if foiled he might weaponise regional tensions to stoke
resentment in the bjp’s northern heartlands. The bjp has form: it has weakened the courts and
incited anti-Muslim chauvinism.

Such divisiveness is always dangerous in India, with its many languages and at least six major
religions. It poses a particular threat in the next decade as the regional balance shifts.
Economically the south is pulling far ahead, leading to rows about why its taxes subsidise the
backward north. In political terms a long-delayed redrawing of constituencies after 2026 will
cause northern states to gain parliamentary seats, and the south, with its lower birth rates, to
lose out.

Handled badly, such tensions could disrupt the single market and trigger unrest. To manage
them India needs to safeguard the federal system, which creates flexibility and facilitates co-
operation. Mr Modi’s landmark reform, the gst, came after painstaking negotiations with the
states to achieve unanimity. That spirit should govern other constitutional reforms, including of
election sequencing. Political federalism is not an impediment to India becoming a superpower;
it is a condition for it.
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The lethal negligence of politicians in Morocco and Libya
After both disasters, authorities spurned offers of help and left victims to suffer
Sep 13th 2023 | DUBAI

First the ground shook; then the skies opened. Just before midnight on September 8th an
earthquake struck Morocco with a magnitude of 6.8, the strongest there in more than a
century. The shallow epicentre was south-west of Marrakesh, under the Atlas mountains, a
soaring range that bisects the country. Hilltop villages were reduced to heaps of rubble. At least
2,900 people were killed.

"The skies opened" is an English idiom that is often used to describe a sudden and significant
change in the weather. It means that the sky became clear after a period of bad weather, such
as rain or storms. It can also be used metaphorically to describe a sudden improvement or
positive change in a situation.

Two days later Storm Daniel, a Mediterranean cyclone, made landfall in eastern Libya. It
dumped as much as one metre of rainfall in a single day—two to three times more than the
region sees in a typical year. In the port city of Derna, which sits at the end of a long wadi, or
valley, two dams burst. Floodwaters wiped out entire neighbourhoods. The death toll has
already crossed 5,300, with many thousands more missing. More than 10% of the city’s
population may have drowned.

The back-to-back disasters had a biblical air. Endless scenes of heartbreak played out on Arabic

news channels, as people desperately searched for their loved ones in homes flattened or
flooded. But as days turned to hours, sadness turned to anger.
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Morocco and Libya have little in common. Morocco is a stable monarchy led by the same family
since the 17th century. Libya has not one but two governments, an internationally recognised
one in the west and a warlord-led one in the east, neither of which can perform the basic
functions of a state. One country is a popular tourist destination and a manufacturing hub for
Europe; the other a war-torn state that is nonetheless a big oil producer. What they do share is
a sluggish response to disasters that were uncommonly ferocious but hardly unimaginable.

The earthquake that shook Morocco came without warning. But if individual quakes are
impossible to predict, trends can be spotted. A study in 2007 by a group of seismologists
counted more than 1,700 of them in and around Morocco over the past millennium, including
dozens in the Atlas mountains. Yet few were prepared.

Building codes have been strengthened in recent years, but many homes are built of simple
masonry, which buckles easily during an earthquake. In the villages hit hardest by this month’s
guake, residents cannot afford to reinforce their houses. The World Bank reckons around one in
five rural Moroccans earns less than $3.65 a day, compared with 4% of city-dwellers.

In the hours after the earthquake, dozens of foreign countries offered help. Morocco accepted
it from just four: Britain, Qatar, Spain and the United Arab Emirates. A group from Secouristes
sans Frontieres, a French charity, was blocked from entering the country. Germany organised a
50-man rescue team, only to stand them down hours later.

The Moroccan government has not explained why it rejected or ignored offers of assistance.
Some aid workers say too much help can be a bad thing, as different teams get in each other’s
way. Others see a mix of politics and pride: accepting aid from Spain but not France, for
example, seems linked to France’s role as Morocco’s colonial master from 1912 to 1956.

The army has led relief efforts, but the terrain has made them difficult: clearing roads to reach
isolated mountain villages is slow going, and survivors will need regular deliveries of food and
medicine. Parts of the bureaucracy seem overwhelmed. Some people report being unable to
bury their dead for want of official paperwork, leaving bodies to rot in the sun.

Moroccans are not sure if their king, who spends much of his time in Paris, was even in the
country when the earthquake struck. It took him almost five days to pay a quick visit to
Marrakesh. Before he arrived, workers could be seen repainting kerbs and zebra crossings—an
odd priority.

The doomed dams

If Morocco’s response has been slow, Libya’s has been shambolic. The authorities had ample
warning about Daniel, which poured torrential rains on Greece almost a week before it hit
Libya. As it neared Derna, the mayor reportedly asked Khalifa Haftar, a warlord who wields
power in the east, to help evacuate the city. He was ignored. Even as waters rose behind the
doomed dams, no one was told to flee.
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The devastation that followed is best understood from above. Before-and-after satellite photos
show that buildings near the wadi have gone (see pictures). Bridges were swept away. The
waterway’s once-orderly path is now a messy sprawl; green parks and black asphalt are a
uniform shade of brown, the city coated in mud.

Foreigners have offered aid to Libya as well, but it will face logistical hurdles. Visas issued in one
part of the country may not be valid in the other, for example. After years of civil war, no one is
even sure how many people need help: official estimates of the dead and missing are little
more than guesses. People in other bits of eastern Libya are nervous, and the government has
done little to reassure them. On September 12th Mr Haftar’s spokesman warned that another
dam, near the city of Benghazi, was close to breaking point. He urged residents to evacuate.
Hours later, he told them everything was under control.

The scale of the disaster reflects a particular history of neglect in Derna, a city that Libyan
authorities have long regarded as a hotbed of Islamism. Muammar Qaddafi, the dictator
deposed in 2011, was happy for Derna’s residents to fight in Iraq or Afghanistan. Islamic State
conquered parts of the city in 2014, though it was later pushed out by various Islamist rivals. Mr
Haftar, who loathes Islamists, then laid siege to Derna to root out those groups.

Much of Libya is in shambles, but there has been notably little investment in Derna’s
infrastructure—perhaps one reason why the dams, built by a Yugoslav company in the 1970s,
failed without warning. Many Libyans suspect Mr Haftar was not unhappy to see the place
submerged.

Moroccans will spend the next few months anxious about aftershocks. In the long term, storms
like Daniel may become more common: climate models predict that a warming world will bring
fewer but fiercer Mediterranean cyclones, with some creating hurricane-force winds. Wildfires
are already a growing problem around the Mediterranean basin. Governments will need to be
better prepared.
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=> Across the universe

Many types of artificial intelligence are
already being deployed across a wide range
of scientific disciplines

Counting endangered animals

Wildlife conservation

Neural networks identify harmful starfish
in photos and count endangered species in
drone pictures. In one study, automatically
classifying 3.2m images saved 8.4 years in
human labour.

Understanding the brain

Neuroscience

“Geometric” deep learning deciphers how
groups of neurons work together. Looking
at the brain in terms of shapes could
allow scientists to better understand both
diseases and normal functioning.

Uncovering hidden patterns in knots
Pure mathematics

A neural network was used to find a
hitherto-unknown connection between the
geometric and algebraic representations

of knots. The Al also found new aspects of
their underlying structure.

Detecting anomalies

Fundamental physics

Particle collisions at the Large Hadron
Collider generate more data each hour
than Facebook does annually. Machine
learning helped scientists sift through it
to discover the Higgs boson in 2012.
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Decoding whale sounds

Linguistics

Researchers use generative adversarial
networks to infer which sounds in sperm-
whale vocalisations are most meaningful
to the animals, a step towards decoding
the whales’ communication system.

Quantifying uncertainty

Research methods

Al can track uncertainties and errors
through a complex experiment or
observation. For example, from an initial
measurement in a telescope to the last
step of a computer analysis.

How scientists are using artificial intelligence
It is already making research faster, better, and more productive
Sep 13th 2023

In 2019, scientists at the Massachusetts Institute of Technology (mit) did something unusual in
modern medicine—they found a new antibiotic, halicin. In May this year another team found a
second antibiotic, abaucin. What marked these two compounds out was not only their potential
for use against two of the most dangerous known antibiotic-resistant bacteria, but also how
they were identified.

In both cases, the researchers had used an artificial-intelligence (ai) model to search through
millions of candidate compounds to identify those that would work best against each
“superbug”. The model had been trained on the chemical structures of a few thousand known
antibiotics and how well (or not) they had worked against the bugs in the lab. During this
training the model had worked out links between chemical structures and success at damaging
bacteria. Once the ai spat out its shortlist, the scientists tested them in the lab and identified
their antibiotics. If discovering new drugs is like searching for a needle in a haystack, says
Regina Barzilay, a computer scientist at mit who helped to find abaucin and halicin, ai acts like a
metal detector. To get the candidate drugs from lab to clinic will take many years of medical
trials. But there is no doubt that ai accelerated the initial trial-and-error part of the process. It
changes what is possible, says Dr Barzilay. With ai, “the type of questions that we will be asking
will be very different from what we’re asking today.”

Drug discovery is not alone in being jolted by the potential of ai. Researchers tackling many of
the world’s most complicated and important problems—from forecasting weather to searching
for new materials for batteries and solar panels and controlling nuclear-fusion reactions—are
all turning to ai in order to augment or accelerate their progress.
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The potential is enormous. “ai could usher in a new renaissance of discovery,” argues Demis
Hassabis, co-founder of Google DeepMind, an ai lab based in London, “acting as a multiplier for
human ingenuity.” He has compared ai to the telescope, an essential technology that will let
scientists see farther and understand more than with the naked eye alone.

Though it has been part of the scientific toolkit since the 1960s, for most of its life ai has been
stuck within disciplines where scientists were already well-versed in computer code—particle
physics, for example, or mathematics. By 2023, however, with the rise of deep learning, more
than 99% of research fields were producing ai-related results, according to csiro, Australia’s
science agency (see chart). “Democratisation is the thing that is causing this explosion,” says
Mark Girolami, chief scientist at the Alan Turing Institute in London. What used to require a
computer-science degree and lines of arcane programming languages can now be done with
user-friendly ai tools, often made to work after a query to Chatgpt, Openai’s chatbot. Thus
scientists have easy access to what is essentially a dogged, superhuman research assistant that
will solve equations and tirelessly sift through enormous piles of data to look for any patterns
or correlations within.

In materials science, for example, the problem is similar to that in drug discovery—there are an
unfathomable number of possible compounds. When researchers at the University of Liverpool
were looking for materials that would have the very specific properties required to build better
batteries, they used an ai model known as an “autoencoder” to search through all 200,000 of
the known, stable crystalline compounds in the Inorganic Crystal Structure Database, the
world’s largest such repository. The ai had previously learned the most important physical and
chemical properties required for the new battery material to achieve its goals and applied those
conditions to the search. It successfully reduced the pool of candidates for scientists to test in
the lab from thousands to just five, saving time and money.
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The final candidate—a material combining lithium, tin, sulphur and chlorine—was novel,
though it is too soon to tell whether or not it will work commercially. The ai method, however,
is being used by researchers to discover other sorts of new materials.

What did you dream?

ai can also be used to predict. The shapes into which proteins twist themselves after they are
made in a cell are vital to making them work. Scientists do not yet know how proteins fold. But
in 2021, Google DeepMind developed AlphaFold, a model that had taught itself to predict the
structure of a protein from its amino-acid sequence alone. Since it was released, AlphaFold has
produced a database of more than 200m predicted protein structures, which has already been
used by over 1.2m researchers. For example, Matthew Higgins, a biochemist at the University
of Oxford, used AlphaFold to figure out the shape of a protein in mosquitoes that is important
for the malaria parasite that the insects often carry. He was then able to combine the
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predictions from AlphaFold to work out which parts of the protein would be the easiest to
target with a drug. Another team used AlphaFold to find—in just 30 days—the structure of a
protein that influences how a type of liver cancer proliferates, thereby opening the door to
designing a new targeted treatment.

AlphaFold has also contributed to the understanding of other bits of biology. The nucleus of a
cell, for example, has gates to bring in material to produce proteins. A few years ago, scientists
knew the gates existed, but knew little about their structure. Using AlphaFold, scientists
predicted the structure and contributed to understanding about the internal mechanisms of the
cell. “We don’t really completely understand how [the ai] came up with that structure,” says
Pushmeet Kohli, one of AlphaFold’s inventors who now heads Google DeepMind’s “ai for
Science” team. “But once it has made the structure, it is actually a foundation that now, the
whole scientific community can build on top of.”

ai is also proving useful in speeding up complex computer simulations. Weather models, for
example, are based on mathematical equations that describe the state of Earth’s atmosphere at
any given time. The supercomputers that forecast weather, however, are expensive, consume a
lot of power and take a lot of time to carry out their calculations. And models must be run again
and again to keep up with the constant inflow of data from weather stations around the world.

Climate scientists, and private companies, are therefore beginning to deploy machine learning
to speed things up. Pangu-Weather, an ai built by Huawei, a Chinese company, can make
predictions about weather a week in advance thousands of times faster and cheaper than the
current standard, without any meaningful dip in accuracy. FourCastNet, a model built by Nvidia,
an American chipmaker, can generate such forecasts in less than two seconds, and is the

first ai model to accurately predict rain at a high spatial resolution, which is important
information for predicting natural disasters such as flash floods. Both these ai models are
trained to predict the weather by learning from observational data, or the outputs of
supercomputer simulations. And they are just the start—Nvidia has already announced plans to
build a digital twin of Earth, called “Earth-2”, a computer model that the company hopes will be
able to predict climate change at a more regional level, several decades in advance.

Physicists trying to harness the power of nuclear fusion, meanwhile, have been using ai to
control complex bits of kit. One approach to fusion research involves creating a plasma (a
superheated, electrically charged gas) of hydrogen inside a doughnut-shaped vessel called a
tokamak. When hot enough, around 100m°C, particles in the plasma start to fuse and release
energy. But if the plasma touches the walls of the tokamalk, it will cool down and stop working,
so physicists contain the gas within a magnetic cage. Finding the right configuration of magnetic
fields is fiendishly difficult (“a bit like trying to hold a lump of jelly with knitting wool”, according
to one physicist) and controlling it manually requires devising mathematical equations to
predict what the plasma will do and then making thousands of small adjustments every second
to around ten different magnetic coils. By contrast, an ai control system built by scientists at
Google DeepMind and epfl in Lausanne, Switzerland, allowed scientists to try out different
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shapes for the plasma in a computer simulation—and the ai then worked out how best to get
there.

Automating and speeding up physical experiments and laboratory work is another area of
interest. “Self-driving laboratories” can plan an experiment, execute it using a robotic arm, and
then analyse the results. Automation can make discovering new compounds, or finding better
ways of making old compounds, up to a thousand times faster.

You’ve been in the pipeline

Generative ai, which exploded into public consciousness with the arrival of Chatgpt in 2022 but
which scientists have been playing with for much longer, has two main scientific uses. First, it
can be used to generate data. “Super-resolution” ai models can enhance cheap, low-resolution
electron-microscope images into high-resolution ones that would otherwise have been too
expensive to record. The ai compares a small area of a material or a biological sample in high
resolution with the same thing recorded at a lower resolution. The model learns the difference
between the two resolutions and can then translate between them.

And just as a large language model (Ilm) can generate fluent sentences by predicting the next
best word in a sequence, generative molecular models are able to build molecules, atom by
atom, bond by bond. lims use a mix of self-taught statistics and trillions of words of training text
culled from the internet to write in ways that plausibly mimic a human. Trained on vast
databases of known drugs and their properties, models for “de novo molecular design” can
figure out which molecular structures are most likely to do which things, and they build
accordingly. Verseon, a pharmaceutical company based in California, has created drug
candidates in this way, several of which are now being tested on animals, and one—a precision
anticoagulant—that is in the first phase of clinical trials. Like the new antibiotics and battery
materials identified by ai, chemicals designed by algorithms will also need to undergo the usual
trials in the real world before their effectiveness can be assessed.
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A more futuristic use for llms comes from Igor Grossmann, a psychologist at the University of
Waterloo. If an [Im could be prompted with real (or fabricated) back stories so as to mirror
accurately what human participants might say, they could theoretically replace focus groups, or
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be used as agents in economics research. lims could be trained with various different personas,
and their behaviour could then be used to simulate experiments, whose results, if interesting,
could later be confirmed with human subjects.

llms are already making scientists themselves more efficient. According to GitHub, using tools
like its “Copilot” can help coders write software 55% faster. For all scientists, reading the
background research in a field before embarking on a project can be a daunting task—the sheer
scale of the modern scientific literature is too vast for a person to manage. Elicit, a free

online ai tool created by Ought, an American non-profit research lab, can help by using

an llm to comb through the mountains of research literature and summarise the important
ones much faster than any human could. It is already used by students and younger scientists,
many of whom find it useful to find papers to cite or to define a research direction in the face of
a mountain of text. lims can even help to extract structured information—such as every
experiment done using a specific drug—from millions of documents.

Widening access to knowledge within disciplines could also be achieved with ai. Each detector
at the Large Hadron Collider at cern in Geneva requires its own specialised teams of operators
and analysts. Combining and comparing data from them is impossible without physicists from
each detector coming together to share their expertise. This is not always feasible for
theoretical physicists who want to quickly test new ideas. Miguel Arratia, a physicist at the
University of California, Riverside, has therefore proposed using ai to integrate measurements
from multiple fundamental physics experiments (and even cosmological observations) so that
theoretical physicists can quickly explore, combine and re-use the data in their own work.

ai models have demonstrated that they can process data, and automate calculations and some
lab work (see table). But Dr Girolami warns that whereas ai might be useful to help scientists fill
in gaps in knowledge, the models still struggle to push beyond the edges of what is already
known. These systems are good at interpolation—connecting the dots—but less so at
extrapolation, imagining where the next dot might go.

And there are some hard problems that even the most successful of today’s ai systems cannot
yet handle. AlphaFold, for example, does not get all proteins right all the time. Jane Dyson, a
structural biologist at the Scripps Research Institute in La Jolla, California, says that for
“disordered” proteins, which are particularly relevant to her research, the ai’s predictions are
mostly garbage. “It’s not a revolution that puts all of our scientists out of business.” And
AlphaFold does not yet explain why proteins fold in the ways they do. Though perhaps

the ai “has a theory we just have not been able to grasp yet,” says Dr Kohli.

Despite those limitations, structural biologists still reckon that AlphaFold has made their work
more efficient. The database filled with AlphaFold’s protein predictions allows scientists to
work out the likely structure of a protein in a few seconds, as opposed to the years and tens of
thousands of dollars it might have taken otherwise.
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And speeding up the pace of scientific research and discovery, making efficiencies wherever
possible, holds plenty of promise. In a recent report on ai in science the oecd, a club of rich
countries, said that “while ai is penetrating all domains and stages of science, its full potential is
far from realised.” The prize, it concluded, could be enormous: “Accelerating the productivity of
research could be the most economically and socially valuable of all the uses of artificial
intelligence.”

Welcome to the machine

If ai tools manage to boost the productivity of research, the world would no doubt get the
“multiplier for human ingenuity” predicted by Dr Hassabis. But ai holds more potential still: just
like telescopes and microscopes let scientists see more of the world, the probabilistic, data-
driven models used in ai will increasingly allow scientists to better model and understand
complex systems. Fields like climate science and structural biology are already at the point
where scientists know that complicated processes are happening, but researchers so far have
mainly tried to understand those subjects using top-down rules, equations and

simulations. ai can help scientists approach problems from the bottom up instead—measure
lots of data first, and use algorithms to come up with the rules, patterns, equations and
scientific understanding later.

If the past few years have seen scientists dip their toes into the shallow waters of ai, the next
decade and beyond will be when they have to dive into its depths and swim towards the
horizon.

DPs

1. How do you use chatbot applications such as Chat GPT in your daily life or work?

2. The latest development of Al technology applications that contribute to our life in the
creation of medicine and material or in the prediction of protein(remarkably in Google
Deepmind’s Alphafold), weather and fusion technologies.

Among such sophisticated findings through Al applications, what do you think the most
important development for your near future life?

3. What do you think there are any fields in which Al cannot be applied for its development? In
other words, are there any fields where machine learning cannot apply?
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Why are so many Britons not working?
Don’t blame covid or NHS waiting lists. The problem is the welfare system
Sep 14th 2023

Slugabed. slowpoke. Idler. Loafer. The English language has many evocative terms for those
seen as workshy. British politicians have made hearty use of them when debating economic
inactivity. Economists, however, used to point out that Britain had a good record on this score.
For two decades until 2019 its inactivity rate (the share of people of working age who are
neither working nor looking for a job) was among the lowest of any rich country. Then
something went awry. Pandemic lockdowns smothered economic activity everywhere. But
whereas other economies bounced back—since 2020 the inactivity rate has fallen, on average,
by 0.4 percentage points across the oecd, a club of rich countries—in Britain, uniquely, it
continues to climb, and is up by 0.5 points. What’s going on?

The immediate cause is not disputed: more Britons than ever are classified as unwell. Data
released this week showed a remarkable 2.6m people, a record, are economically inactive
because of long-term sickness—an increase of 476,000 since early 2020. Inactivity helps explain
why firms are struggling with labour shortages and, in part, stubbornly high inflation. And there
is a hefty bill. The Office for Budget Responsibility, the fiscal watchdog, says more long-term
sickness has added £15.7bn ($19.6bn), or 0.6% of gdp, to annual government borrowing
because of lost tax receipts and higher welfare spending.

Diagnosing the cause of the swelling sick rolls is trickier. Could covid, its mystery cousin long
covid, or shakier mental health post-pandemic be to blame? Hardly. These are not unique to
Britain. Are the woes of the National Health Service the cause? Waiting lists for elective
treatment have grown immensely: from 4.6m in February 2020 to 7.6m this summer. Yet look
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closely, and this is not the answer either. More than half of those waiting for care are not of
working age. Nor do the biggest drivers of higher waiting lists by treatment type (for example,
musculoskeletal issues) match the reported conditions of the long-term sick (which often relate
to mental health).

Instead, the primary cause is in the welfare system. The previous Labour government, and
Conservative-led ones since 2010, gradually made it harder for claimants to get incapacity
benefits. That helped guard against fraud and kept rates of economic inactivity low. But some
people with real needs were wrongly denied benefits. In 2019, after several high-profile cases
of people being declared fit for work and then dying, the government reversed course and
made it much easier to obtain benefits. Over 80% of the claims lodged in the fiscal year 2019-20
were successful, up from just 35% in the decade before.

"Incapacity benefit" (FAEABER(T) X, EEICEWLVTHBFEM OB INDS, FENTELR
WKREBICHDIARADEREMLGZIEZELET,

Meanwhile, perverse incentives have been added. The old system did a fair job of nudging
those who were temporarily incapacitated back into work as soon as they were better. The new
one has sharply raised the relative rewards of claiming to be permanently incapacitated. Those
who are deemed unable ever to return to employment now get twice as much as those
expected to go back to work one day. This gives people a strong incentive to exaggerate their
ailments, and never look for a job again.

Policymakers should find ways to tighten up. While taking care not to punish the truly ill, they
should encourage those who can to go back to work, even part-time. This means bumping up
benefits to the temporarily incapacitated, and regularly reassessing recipients to see if their
health has improved, which rarely happens today. Politicians are no doubt loth to reopen the
welfare debate as an election looms. But ignoring it comes with a large and growing cost.
Calibrating the safety-net sensibly is their job. They must not shirk, dodge or duck-shove it.
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Ukraine faces a long war. A change of course is needed
Its backers should pray for a speedy victory—but plan for a long struggle
Sep 21st 2023

The war in Ukraine has repeatedly confounded expectations. It is now doing so again. The
counter-offensive that began in June was based on the hope that Ukrainian soldiers, equipped
with modern Western weapons and after training in Germany, would recapture enough
territory to put their leaders in a strong position at any subsequent negotiations.

This plan is not working. Despite heroic efforts and breaches of Russian defences near
Robotyne, Ukraine has liberated less than 0.25% of the territory that Russia occupied in June.
The 1,000km front line has barely shifted. Ukraine’s army could still make a breakthrough in the
coming weeks, triggering the collapse of brittle Russian forces. But on the evidence of the past
three months, it would be a mistake to bank on that.

Asking for a ceasefire or peace talks is pointless. Vladimir Putin shows no sign of wanting to
negotiate and, even if he did, could not be trusted to stick to a deal. He is waiting for the West
to tire and hoping that Donald Trump is re-elected. Mr Putin needs war to underpin his
domestic dictatorship; any ceasefire would simply be a pause to re-arm and get ready to attack
again. If Ukrainians stop fighting, they could lose their country.

Both Ukraine and its Western supporters are coming to realise that this will be a grinding war of
attrition. President Volodymyr Zelensky visited Washington this week for talks. “I have to be
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ready for the long war,” he told The Economist. But unfortunately, Ukraine is not yet ready; nor
are its Western partners. Both are still fixated on the counter-offensive. They need to rethink
Ukraine’s military strategy and how its economy is run. Instead of aiming to “win” and then
rebuild, the goal should be to ensure that Ukraine has the staying power to wage a long war—
and can thrive despite it.

The first recalibration is military. Ukraine’s soldiers are exhausted; many of its finest have been
killed. Despite conscription, it lacks the manpower to sustain a permanent large-scale counter-
offensive. It needs to husband resources, and to change the game. New tactics and
technologies can take the fight to Russia. Ukraine’s tech-savvy entrepreneurs are ramping up
drone production: Ukrainian drones recently destroyed Russian warships; its missiles seem to
have damaged a big air-defence system in Crimea. Many more strikes are likely, to degrade
Russia’s military infrastructure and deny its navy sanctuary in the Black Sea. Don’t expect a
knockout blow. Russia has also scaled up its drone production. Still, Ukraine can hit back when
Russia bombs it, and perhaps even deter some attacks.

Alongside this offensive capability, Ukraine needs to boost its resilience. As well as heavy
weaponry, it needs help with maintenance to sustain a multi-year fight: humdrum repairs,
reliable supplies of artillery and training. More than anything, a long war requires better air
defence. Ukraine cannot thrive if Russia blasts infrastructure and civilians with impunity, as it
has for the past 18 months. Kyiv is a surprisingly vibrant city because it has effective defences
against non-stop aerial attacks. The same set-up is needed for other cities, which is why
squadrons of f-16s and more missile-defence systems are essential.

An economic recalibration is needed, too. That means fewer highfalutin plans for post-war
reconstruction and more attention to boosting output and capital spending now. The economy
has shrunk by a third and almost half of Ukraine’s budget is paid for with Western cash. In an
odd kind of wartime Dutch disease the currency, the hryvnia, has strengthened even as private
investment has plunged. With around 1m people bearing arms and millions having fled from
the country, workers are scarce.

Dutch disease. RAEZEFDHHILAN, BEERENDSEBAZEIZENY, HRENICERHE
EEARTRIETCLESHETY,

Ukraine’s economy needs to shift from relying on aid to attracting investment, even as the
conflict keeps raging. From making more arms to processing more of what it grows on its farms,
Ukraine has plenty of potential. The challenge is to get local and foreign firms to invest more,
and to lure more Ukrainians back to the calmer parts of the country in the west.

Better security can help. The stronger Ukraine’s air defences, the lower the risk that a new
factory will be blown up. The farther Russia’s navy is pushed back, the more safely exports can
flow through Ukraine’s ports on the Black Sea. But economic reforms matter, too. More must
be done to curb Ukraine’s long-standing corruption, with a priority on making the judiciary
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clean and impartial. And more action is needed to make doing business easier, from recognising
qualifications that refugees have earned abroad to offering firms war insurance.

All this requires political will from Ukraine, but also from its friends in the West. In the long
term, the best guarantee of Ukraine’s security is nato membership. Short of that, partners have
promised a web of bilateral security guarantees. Equally important is what the European Union
can offer: not just cash, but the prospect of membership. It is not easy to nurture a flourishing
economy while being barraged with explosives—even Israel never had to face such a powerful
aggressor. But Ukraine, unlike Israel, could one day be integrated into the world’s richest
economic bloc. A roadmap for eu accession over, say, a decade, with clear milestones, would
offer hope to Ukrainians and accelerate economic reforms, just as the same promise galvanised
much of eastern Europe in the 1990s.

A new member of the club

For that to happen a shift in mindset is needed in Europe. It has committed as much weaponry
as America and far more financial aid. Yet it needs to step up further. If Mr Trump wins in 2024,
he may cut back American military assistance. Even if he loses, Europe will eventually need to
carry more of the burden. That means beefing up its defence industry and reforming the eu’s
decision-making so it can handle more members.

The stakes could hardly be higher. Defeat would mean a failed state on the eu’s flank and Mr
Putin’s killing machine closer to more of its borders. Success would mean a new eu member
with 30m well-educated people, Europe’s biggest army and a large agricultural and industrial
base. Too many conversations about Ukraine are predicated on an “end to the war”. That needs
to change. Pray for a speedy victory, but plan for a long struggle—and a Ukraine that can
survive and thrive nonetheless.

DCP
WWWhat do you think is the ideal ending of the war?
WWhat is necessary for Ukraine to win this war?

WWhat will happen
If Ukraine wins?
If Russia wins?
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Does China face a lost decade?
Xi Jinping has the tools to escape Japan’s fate. He should use them
Sep 10th 2023

“Ever since the Chinese housing bubble burst,” said Richard Koo of the Nomura Research
Institute in a recent talk, “I've been getting tons of calls from Chinese journalists, economists,
investors and sometimes policymakers asking me, ‘Are we going the way of Japan?’”
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Mr Koo is a good person to ask: he has devoted his career to studying the aftermath of financial
excess. When the American economy’s recovery from the first Gulf war faltered in 1991, his
then boss at the New York Federal Reserve, Edward Frydl|, began to worry about an overhang of
debt and commercial property. This was “feeding a pervasive financial and economic
conservatism among businesses and consumers”, Frydl argued. Demand for credit was
subdued, because firms were “directing their efforts towards balance-sheet restructuring”. To
describe these strains, he coined the term “balance-sheet recession”.

NS DRAY— FRRF, BHMEESTELGL, SKEORBEBMADGER (Tahb, 8
AR ICE->TEIERIENDIFHRHEEA TORRTY,

Mr Koo later realised that Japan was suffering from the same overhangs, only far worse. After
its stockmarket bubble burst in 1989, share prices plunged by 60% in less than three years.
Property prices in Tokyo fell for over a decade. Deflation, by some measures, persisted even
longer. Even the price of golf-club memberships—tradable on organised exchanges in Japan—
tumbled by 94%. Many companies, which had borrowed to buy property or shares in other
firms, found themselves technically insolvent, with assets worth less than liabilities. But they
remained liquid, earning enough revenue to meet ongoing obligations. With survival at stake,
they redirected their efforts from maximising profit to minimising debt, as Mr Koo put it.

In a healthy economy, corporations use funds provided by households and other savers,
ploughing the money into expanding their businesses. In post-bubble Japan, things looked
different. Instead of raising funds, the corporate sector began to repay debts and accumulate
financial claims of its own. Its traditional financial deficit turned to a chronic financial surplus.
Corporate inhibition robbed the economy of much-needed demand and entrepreneurial vigour,
condemning it to a deflationary decade or two.

So is China going the way of Japan? Chinese enterprises have accumulated even more debt,
relative to the size of the country’s gdp, than Japan’s did in its bubble era. China’s house prices
have begun to fall, damaging the balance-sheets of households and property firms. Credit
growth has slowed sharply, despite cuts in interest rates. And flow-of-funds statistics show a
narrowing in the financial deficit of China’s corporations in recent years. In Mr Koo’s judgment,
China is already in a balance-sheet recession. Add to that a declining population and a hostile
America and it is easy to be gloomy. Perhaps Japan is a best-case scenario.

Look closer, though, and the case is less conclusive. Much of the debt incurred by China’s
corporations is owed by state-owned enterprises that will continue to borrow and spend, with
the support of state-owned banks, if required by China’s policymakers. Among private
enterprises, debt is concentrated on the books of property developers. They are reducing their
liabilities and cutting back on investment in new housing projects. But in the face of falling
property prices and weak housing sales, even developers with robust balance-sheets would be
doing the same.
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The end of China’s property boom has made households less wealthy. This is presumably
breeding conservatism in their spending. It is also true that households have repaid mortgages
early in recent months, contributing to the sharp slowdown in credit growth. But surveys show
that households’ debts are low relative to their assets. Their mortgage prepayments are a
rational response to changing interest rates, not a sign of balance-sheet stress. When interest
rates fall in China, households cannot easily refinance their mortgages at the lower rates. It
therefore makes sense for them to repay old, relatively expensive mortgages, even if that
means redeeming investments that now offer lower yields.

What about the switch in corporate behaviour revealed by China’s flow-of-funds statistics,
which show the corporate sector moving to a financial surplus? This narrowing is largely driven
by the crackdown on shadow banks, point out Xiaoging Pi and her colleagues at Bank of
America. When financial institutions are excluded, the corporate sector is still demanding funds
from the rest of the economy. Chinese businesses have not made the collectively self-defeating
switch from maximising profits to minimising debts that condemned Japan to a deflationary
decade.

Japanese lessons

These differences show that China is not yet in a recession akin to Japan’s. And Mr Koo is
himself keen to emphasise one “huge” difference between the two countries. When Japan was
falling into a balance-sheet recession, nobody in the country had a name for the problem or an
idea of how to fight it. Today, he says, many Chinese economists are studying his ideas.

His prescription is straightforward. If households and firms will not borrow and spend even at
low interest rates, then the government will have to do so instead. Fiscal deficits must offset
the financial surpluses of the private sector until their balance-sheets are fully repaired. If Xi
Jinping, China’s ruler, gets the right advice, he can fix the problem in 20 minutes, Mr Koo has
quipped.

Unfortunately, Chinese officials have so far been slow to react. The country’s budget deficit,
broadly defined to include various kinds of local-government borrowing, has tightened this
year, worsening the downturn. The central government has room to borrow more, but seems
reluctant to do so, preferring to keep its powder dry. This is a mistake. If the government
spends late, it will probably have to spend more. It is ironic that China risks slipping into a
prolonged recession not because the private sector is intent on cleaning up its finances, but
because the central government is unwilling to get its own balance-sheet dirty enough.
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Who is the most important person in your company?
Just thinking about this question can be a useful exercise
Sep 14th 2023

Questions are usually more interesting than answers. If you had to identify the most important
person in your organisation, there is an obvious answer, a trite-and-untrue answer and a
wrong-but-useful answer.

The obvious answer is “the chief executive”. No cheese is bigger, no dog is more top. The most
important decisions about the long-term direction of a company lie with the ceo; the hardest
calls land on their desk; and the biggest pay cheques head their way. A board of directors might
control their fate but no one wields more power. That is especially true of a startup: up to a
certain point in its history, founders are the company.

The trite answer to the same question is “the customer”. This is the kind of thing someone
delivering a ted talk would say, after a suitably meaningful pause. It is the kind of thing that
people in the audience would nod wisely at. An analysis of earnings-call transcripts of s&p 500
firms by Nandil Bhatia and Stephan Meier of Columbia Business School finds that executives
talk about customers ten times more than they do about employees.

Earnings Call & [ZRIM 2?2 [TDWNTTE A, FITKED LIFZGHEL 4 FHIZ—E], FBE®
Webcast #{# > TITOBRERMITOWNZHREICHEY ET,
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But it is also untrue. The customer is patently not in your organisation. Many employees care
more about who took their mug from the kitchen than anything else. There is a reason why
firms sometimes have someone play the role of “customer advocate” in meetings.

The third category of answer will almost certainly be wrong but it will be the product of an
instructive thought process. Firms routinely identify their most talented people across
departments, and offer retention bonuses to get them to stay. But they don’t usually ask what
might qualify someone for the title of most important person in an organisation (setting

the ceo to one side).

If you think customers trump everything, then you might start by looking at the people who
interact most with them. In some industries—rainmakers at investment banks, for instance—
these folk have lots of status. But in many others, front-line employees suffer from low wages,
job dissatisfaction and burnout. The effects can be pernicious, particularly in the public sector:
turnover among child-welfare workers in America is persistently high, to take one example, and
associated with worse outcomes for kids.

Your search might lead you to the cutting edge: an executive, programmer or researcher
working on your most promising new product. It might also take you back in time. The vital
employee might be someone who knows the technology equivalent of Sanskrit. A report
published in 2021 found that almost half of the British government’s tech spending was
devoted to maintaining outdated it systems. A 60-year-old programming language

called cobol is still in widespread use in many banks; according to Reuters, the

average cobol programmer is between 45 and 55 years old.

Your products might owe their character to one person in particular: the designer who makes
the curves of a luxury car distinctive, say. Or, if you think the secret sauce of your company lies
in something amorphous like its culture, you might alight on people who embody it. Amazon
anoints a special cadre of interviewers known as “bar raisers”, whose purpose is to participate
in hiring processes as a kind of culture warrior. Their job is to ensure that successful candidates
embrace the firm’s code of leadership principles.

You might think of importance in terms of influence within the company—the person who may
not have the longest title but does have the most tacit knowledge and social capital. They have
the ear of the boss on important issues, but they also know everyone and everything: who is a
nightmare to work with, why the firm cut ties with that supplier and who can help you order a
new laptop. They are the Panama Canal of the organisation. Things can get done without them,
but it takes a lot more time.

This thought exercise is no more than that. As with organs in the body, the fact is that most
departments have to run well for the whole company to thrive. You may not think much about
your spleen but you would miss it if it suddenly disappeared; the same goes for your head of
compliance. And the obvious answer is almost certainly correct: the ceo does matter more than
anyone else.
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But asking the question might lead you to adjust a bonus here or document how things work
there. It might lead you to spot a gap between where value is created and where it is being
recognised. Just don’t tell everyone where they rank.
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What Asia’s economic revolution means for the world

Links between the region’s countries are getting stronger. But America’s loss is not entirely
China’s gain

Sep 21st 2023

The phrase “factory Asia” describes one of history’s most impressive economic achievements.
Over the past half-century Japan, South Korea, Taiwan and, more recently, China became
bustling hubs for manufacturing goods, which they then exported to the rest of the world,
especially the well-off West. Millions of Asians escaped poverty by making stuff; many grew
prosperous. Now the region’s economic model is shifting again, with consequences for Asia and
for the world.

Asia’s long manufacturing boom fostered a wave of trade integration. In 1990, 46% of Asian
trade took place within the region. By 2021 that figure had risen to 58%, making it the most
integrated continent after Europe. As Asia has become richer and its firms more muscular,
investment flows are becoming more regional, too.

Over the past decade Asian firms have been enthusiastic investors in their own neighbourhood.
Foreign direct investment into Asia by other Asians has grown almost twice as quickly as that by
Western investors. Much of it has come from rich and ageing Japan and South Korea, as well as
from China, and has gone to poorer, younger places. As a result, in 2021 Asians owned 59% of
the stock of foreign direct investment in Asia (excluding the financial hubs of Hong Kong and
Singapore), up from 48% in 2010. The West’s share, meanwhile, has fallen.

A similar picture emerges from other financial flows. Asia’s share of cross-border bank lending
has risen from less than 40% before the global financial crisis to 54% today. Firms like the
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Industrial and Commercial Bank of China, Japan’s Mitsubishi ufj Financial Group and Singapore’s
United Overseas Bank have expanded in the region even as Western lenders have retreated.

What development finance is done in the region by America is done in large part through
multilateral banks. Asian countries are bigger lenders, and direct ones too. Between 2015 and
2021 China committed an average of $5.5bn to the region annually, compared with $S4bn from
Japan and $2.9bn from South Korea. Much of this is accompanied by the transfer of technical
expertise. Visit Ho Chi Minh City’s nearly completed metro stations, and you cannot miss that
they were built with Japanese support. Few infrastructure projects across the region are
bedecked in the Stars and Stripes.

Asian integration is likely to deepen. Newish trade agreements such as the Regional
Comprehensive Economic Partnership have removed some of the barriers to commerce. As
supply chains become still more complex, more cross-border investment in logistics will be
needed. Even where regional firms are scrambling to reduce their reliance on China, many are
looking to set up factories in India or Vietnam instead.

More important, Asia’s rising consumers should turbocharge integration. For now a large share
of intra-Asian trade is in intermediate inputs, used to produce finished goods, rather than
consumer items. But over the next five years, the imf predicts, emerging and developing Asian
economies are likely to grow by 4.5% a year, three times as quickly as advanced countries. As
consumers get richer they will buy more from their neighbours.

The economic implications are exciting. Today the disparities in income across Asia are vast,
with gdp per person ranging from $8,000 in India to $49,000 in Japan, adjusting for purchasing
power. Just as integration with the eu helped incomes in eastern Europe catch up with those in
the west, so too integration in Asia should lift incomes in the south and south-east. The savings
of richer, ageing Asian countries are being put to good use in poorer and younger ones, where
they are helping to spread prosperity while generating healthy returns for investors. Increased
trade should reduce prices for consumers, and more investment should bring down the cost of
capital.

What of the political consequences? Unlike in Europe, deeper economic ties in Asia do not
herald political integration. The European project was propelled by a desire to avoid another
continental war; in Asia today there is no similar impetus. Asian countries are fiercely
independent, and their political systems are too varied—from liberal democracy to war-
scorched tyranny—to make an Asian Union feasible. An Asian mosaic is more likely, with several
powers vying for influence.

Although America remains an important investor in the region, its economic and political sway
will be diminished. In relative terms, it has lost financial clout, so it stands to gain relatively less
from Asia’s coming boom. Moreover, support for free-trade deals has evaporated on both sides
of the aisle in Washington. When seeking to build alliances in Asia, America has fewer economic
carrots to offer than in the past.
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Yet this does not mean that the region will be dominated by China, the regional heavyweight.
True, China has gained influence through its huge trading heft and the Belt and Road Initiative.
But many Asian countries are wary of China, not least because its foreign policy has grown
more abrasive under President Xi Jinping. Indians tell pollsters they are no fans of China.
Socialist Vietnam is playing both sides, as President Joe Biden’s recent trip to the country
shows.

Rich, mature Asian democracies such as Japan and South Korea will be an important
counterweight to China. Japan’s long-standing development aid to South-East Asia helps
explain why regional elites say it is the most trusted power in the region, according to a survey
by the iseas-Yusof Ishak Institute in Singapore. South Korea takes pride in its rapid transition
from aid recipient to big donor. Both Japan and South Korea are much friendlier to America
than they are to China.

~THBHZLZEEYIZLT [Bo>T] LV - Itake pride in being a captain. : ¥ T2 T
HDHZEIZEYEEH-O>TULET, - lreally take pride in being an American.: 7 4 1) A A
THDENEY T,

Pan-Pacific prosperity

Even though America’s relative economic weight is diminishing in Asia, it can still wield
influence through its partners. At a summit last month Mr Biden welcomed South Korea’s
president, Yoon Suk-yeol, and Japan’s prime minister, Kishida Fumio; the three leaders all
reaffirmed their support for a rules-based order. As Asian countries grow richer together,
America should remember that it, too, is a Pacific nation, and should resist the temptation to
turn inward.
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ChatGPT mania may be cooling, but a serious new industry is taking shape
Three forces will shape the business of generative Al
Sep 21st 2023

The first wave of excitement about generative artificial intelligence (ai) was like nothing else the
world had seen. Within two months of its launch in November 2022, Chatgpt had racked up
100m users. Internet searches for “artificial intelligence” surged; more than $S40bn in venture
capital flowed into ai firms in the first half of this year alone.

The craze for consumer experimentation has since cooled a little: Chatgpt use has fallen and
fewer people are Googling “ai”. Son Masayoshi, a Japanese investor notorious for diving into
already frothy markets, is thought to be interested in investing in Openai, Chatgpt’s creator. But
a second, more serious phase is beginning. An entirely new industry centred on

supercharged ai models is taking shape. Three forces will determine what it eventually looks
like—and whether Openai stays dominant, or other players prevail.

The first factor is computing power, the cost of which is forcing model-builders to become more
efficient. Faced with the eye-watering costs of training and running more powerful models, for
instance, Openai is not yet training its next big model, gpt-5, but gpt-4.5 instead, a more
efficient version of its current leading product. That could give deep-pocketed rivals such as
Google a chance to catch up. Gemini, the tech giant’s soon-to-be-released cutting-edge model,
is thought to be more powerful than Openai’s current version.

High computing costs have also encouraged the proliferation of much smaller models, which
are trained on specific data to do specific things. Replit, a startup, has trained a model on
computer code to help developers write programs, for instance. Open-source models are also
making it easier for people and companies to plunge into the world of generative ai. According
to a count maintained by Hugging Face, an ai firm, roughly 1,500 versions of such fine-tuned
models exist.
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All these models are now scrambling for data—the second force shaping the generative-

ai industry. The biggest, such as Openai’s and Google’s, are gluttonous: they are trained on
more than 1trn words, the equivalent of over 250 English-language Wikipedias. As they grow
bigger they will get hungrier. But the internet is close to being exhausted. Many model-makers
are therefore signing deals with news and photography agencies. Others are racing to create
“synthetic” training data using algorithms; still others are trying to work with new forms of
data, such as video. The prize is a model that beats the rivals.

Generative ai’s hunger for data and power makes a third ingredient more important still:
money. Many model-makers are already turning away from Chatgpt-style bots for the general
public, and looking instead to fee-paying businesses. Openai, which started life in 2015 as a
non-profit venture, has been especially energetic in this regard. It has not just licensed its
models to Microsoft, but is setting up bespoke tools for companies including Morgan Stanley
and Salesforce. Abu Dhabi plans to establish a company to help commercialise applications of
Falcon, its open-source ai model.

Another approach is to appeal to software developers, in the hope of getting them addicted to
your model and creating the network effects that are so prized in tech. Openai is offering tools
to help developers build products using its models; Meta hopes that llama, its open-source
model, will help create a loyal community of programmers.

Who will emerge victorious? Firms like Openai, with its vast number of users, and Google, with
its deep pockets, have a clear early advantage. But for as long as computing power and data
remain constraints, the rewards for clever ways around them will be large. A model-builder
with the most efficient approach, the most ingenious method to synthesise data or the most
appealing pitch to customers could yet steal the lead. The hype may have cooled. But the
drama is just beginning.
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Meet the world’s new arms dealers
Where to buy drones, fighters and tanks on the cheap
Sep 19th 2023

The sight of North Korea’s chubby leader, Kim Jong Un, shaking hands with Vladimir Putin on
September 13th—having travelled by train to a spaceport in Russia’s far east to discuss selling
its dictator a stash of North Korean weapons—was remarkable both on its own terms and for
what it said about the business of selling arms. The world’s five biggest arms-sellers (America,
Russia, France, China and Germany) account for more than three-quarters of exports. But up-
and-coming weapons producers are giving the old guard a run for their money. They are making
the most of opportunities created by shifting geopolitics. And they are benefiting from the
Russian invasion of Ukraine.

give someone a run for hismoney (A) [ZHKET 5. (AN) ERUES

Mr Kim’s trip to Russia followed a visit to Pyongyang in July by Sergei Shoigu, Russia’s defence
minister, who wanted to see if North Korea could provide gear that would help his country’s
faltering war effort. North Korea would love to find buyers for its kit. And few regimes are
willing to sell Russia arms. China has so far been deterred from providing much more than dual-
purpose chips (although it could yet channel more lethal stuff through North Korea). Only Iran
has obliged, selling some 2,400 of its Shahed “kamikaze” drones.

North Korea could provide a wider range of stuff. As well as drones and missiles such as the kn-
23, which is almost a replica of the Russian Iskander ballistic missile, it could offer self-propelled
howitzers and multi-launch rocket systems. According to sources in American intelligence,
North Korea has been delivering 152mm shells and Katyusha-type rockets to Russia for the best
part of a year. Russia is shopping in Pyongyang and Tehran because both regimes are already so
heavily targeted by international sanctions that they have nothing to lose and much to gain by
doing business with Mr Putin’s government. They are not so much an “axis of evil” as a
marketplace of pariahs.

If the North Korean arms industry is being boosted by the war in Ukraine, its southern foe is
doing even better. South Korea’s arms exporters were cleaning up even before the conflict. In
the five years to 2022 the country rose to ninth place in a ranking of weapons-sellers compiled
by the Stockholm International Peace Research Institute (sipri), a think-tank (see chart). The
government aspires to make South Korea the world’s fourth-largest arms exporter by 2027. Last
year it sold arms worth $17bn, more than twice as much as in 2021. Some $14.5bn came from
sales to Poland.

The size and scope of the agreements South Korea has reached with Poland, which sees itself as
a front-line country in Europe’s defence against a revanchist Russia, are jaw-dropping. The deal
includes 1,000 k2 Black Panther tanks, 180 of them delivered rapidly from the army’s own
inventory and 820 to be made under licence in Poland. That is more tanks than are operating in
the armies of Britain, France, Germany and Italy combined. It also includes 672 k9 Thunder self-
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propelled howitzers; 288 k239 Chunmoo multiple-rocket launchers; and 48 Golden Eagle fa-50s,
a cut-price fourth-generation fighter jet.

South Korea’s success in the arms business is down to competitive costs, high-quality weaponry
and swift delivery, says Tom Waldwyn at the International Institute for Strategic Studies, a
think-tank based in London. Its prices reflect South Korea’s efficient manufacturing. The quality
derives from South Korea’s experience working with the best American weaponry, and from its
own high-tech civil sector. Speedy delivery is possible because the South Koreans, facing a
major threat across their northern border, run hot production lines that can also ramp up
quickly.

Siemon Wezeman, a researcher with sipri’'s arms-transfer programme, says wholehearted
support from government and attractive credit arrangements are also critical to South Korea’s
success. Asian customers like the fact that it has close ties to America without being America,
which is often seen as an unreliable ally. This could also help South Korea clinch a $45bn deal to
renew Canada’s submarine fleet. Questions for the future include how far South Korea will go
in transferring technology to its customers—a crucial issue for Poland, which sees itself as an
exporting partner of South Korea’s, competing with Germany and France in the European
market.

If South Korea is the undisputed leader among emerging arms exporters, second place goes to
Turkey. Since the ruling ak party came to power in 2002 it has poured money into its defence
industry. A goal of achieving near-autarky in weapons production has become more pressing in
the face of American and European sanctions—the former imposed in 2019 after Turkey,

a nato member, bought Russian s-400 surface-to-air missiles.

Rocket-fuelled

sipri thinks that between 2018 and 2022 Turkey’s weapons exports increased by 69% compared
with the previous five-year period, and that its share of the global arms market doubled.
According to a report in July by a local industry body, the value of its defence and aerospace
exports rose by 38% in 2022, compared with the previous year, reaching $4.4bn. The target for
this year is $6bn. Pakistan is receiving modernised submarines from Turkey. And the last of four
corvettes which Turkey has sold to the Pakistan navy was launched last month. More sales to
other countries are likely, both because Turkey’s ships are competitively priced and because
Turkey has few qualms about who it will sell to.

Yet Turkey’s export charge is led by armed drones. On July 18th Turkey signed a $3bn
agreement with Saudi Arabia to supply the Akinci unmanned combat aerial vehicle (ucav). It
was made by Baykar, which also produces the Bayraktar tb2—a drone that has been used in
combat by Azerbaijan, Ethiopia, Libya and Ukraine. The tb2 was developed to hunt Kurdish
militants after America refused to sell Turkey its Predator drone. More than 20 countries lined
up to buy it because it was cheaper and more readily available than the American alternative,
and more reliable than the Chinese ucavs that had previously dominated the non-Western
market.
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The Akinci (pictured right, next to the tb2) is more powerful. It can carry lots of big weapons,
including air-to-air missiles and the som-a, a stealthy cruise missile with a range of 250km. It
will find buyers among several other Gulf countries, such as Oman, Qatar and the uae, which
are keen to hedge against souring relations with America by reducing their reliance on its
weaponry. These countries also have ambitions to build their own defence industries; they see
Turkey as a willing partner and as an example to follow.

Turkey’s ambitions are shown by what else is in the pipeline. Its new navy flagship,

the Anadolu, is a 25,000-tonne amphibious assault ship and light aircraft-carrier that will carry
Bayraktar ucavs. At least one Gulf country is said to be in talks to buy a similar ship. Turkey’s
fifth-generation fighter jet, the kaan, in which Pakistan and Azerbaijan are partners, should fly
before the end of the year. Developed with help from Britain’s bae Systems and Rolls-Royce,
the kaan could be seen as a response to Turkey’s ejection from the f-35 partner programme (as
punishment for buying the s-400). Turkey will market the plane to anyone America will not

sell f-35s to—or who balks at the conditions. Once again, Gulf countries may be first in line.

South Korea and Turkey have benefited from the woes of their main competitors. Russia’s arms
exports between 2018 and 2022 were 31% lower than in the preceding five-year period,
according to sipri. It is facing further large declines because of the strain its war of aggression is
putting on its defence industries, its geopolitical isolation and the efforts of two major
customers, India and China, to reduce their reliance on Russian weaponry.

India, previously Russia’s biggest customer, cut its purchases of Russian arms by 37% in the
2018-22 period. It is probably wishing it had gone further: Russia’s largely state-controlled arms
industry is having to put its own army’s needs ahead of commitments to customers. Many of
India’s 272 Su-30mkis, the backbone of its air force, are kaput because Russia cannot supply
parts. Some of Russia’s weapons have performed poorly in Ukraine compared with nato kit.
And sanctions on Russia are limiting trade in things such as microchips, ball-bearings, machine
tools and optical systems, which will hinder Russia’s ability to sell combat aircraft, attack
helicopters and other lethal contraptions. The longer the war in Ukraine lasts, the more Russia
will struggle to claw back its position in the global arms market.

Damp squibs

As for China, over half its arms exports in the 2018-22 period went to just one country,
Pakistan, which it sees as an ally against India. Nearly 80% of Pakistan’s major weapons needs
are met by China, according to sipri. These include combat aircraft, missiles, frigates and
submarines. Beijing has no interest in its customers’ human-rights records, how they plan to
use what China sends or whether they are under Western sanctions.

But China’s arms industry also has its problems. One challenge, says Mr Waldwyn, is that
although China set out to dominate the military drone market a decade ago, its customers got
fed up with poor quality and even worse support, opening a door for Turkey. A second is that,
with the exception of a putative submarine deal with Thailand and a package of weapons for
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Myanmar, countries in South-East Asia are tired of Chinese bullying and “won’t touch them”,
says Mr Wezeman.

At least China does not have to worry about competition from India. Despite much effort,
India’s growth as an arms exporter has been glacial. The government of Narendra Modi has
listed a huge range of weapons parts that must be made in India; it hopes home-made light
tanks and artillery will enter service by the end of the decade. But India has relied for too long
on the transfer of technology from Russia under production-licensing agreements for aircraft,
tanks and warships that have failed to deliver. Investment is wastefully channelled through
state-owned bodies. Red tape suffocates initiative.

Projects such as the Tejas light combat aircraft have taken decades to reach production and
remain fraught with problems. The Dhruv light helicopter, launched in 2002, has crashed
dozens of times. After decades in development, the Arjun Mk-2 tank turned out to be too heavy
for deployment across the border with Pakistan. Locally made kit is often rejected by India’s
own armed forces. “If they don’t want it, exporting it becomes impossible,” says Mr Wezeman.
South Korea and Turkey show how countries can build lucrative arms businesses that underpin
domestic security. India, for all its bombast, is a lesson in how not to do it.

DCP

WWhat are the positive and negative impacts of growing arms sales to the world economy and
politics?

WHow will this increasing arms production and trade between nations inference future world
geopolitics?

Wshould Japan consider producing arms on the assumption of changing present constitution?

HEDFHLUOVRZIEAZRENT
Fo—>., ERE#., BEZEZERDHGH
20239 A 19 H

9513 B, tEB#DEFE-bvY LEEE. SFERNISO—I )L T—FULEF

THERIE, MEBEICIHPFAHOESRETIELFE LASEOICHNETOSTOBREIZH
BFHEEBFEFTO2TETRLEVNS I LT, ZhEAKRE, FERBRTEDRRIZDOVWTE
bnt-2¢b. FEICETSHEDIE o=, HAED 5 KEBHRFTEE (FAUAH, O

7. 75 R, FE, FqA4Y) . BED 45D 3 ULEEEDHTULNS, LML,

SEORB[EEE-BX, BEHIZ—EAWRAMAE TS, HMBFMNEEILICK>TEEN
F¥ o REHZARICFALTWADE, ZL T, BV 7O 54 FEEMFEE
BT,

759



SEROOSTHEIE, 7 BICOLTOEBHETHZ LT A - a4 TRV FEEFHM
LE=DIHRES 3D TH -1z, HEBEIEZDERDEVFERDITL\DEA5, A7
[CHEBBEZFTYENDIBHERIZEAELRLD, FEIEFSODECA, MAFYTULDIDZE
RBEITIELEFBERELTWS (BB EZEL T, JYBGHNEEOZIREIT S aTHEMEE
HEM)  BE—. A TN vAR T#HE] FO—2% 2400 #IFEFTANL TLVS,

FAEE L S EBEVLDZERBMTES, BAE®, ODTDARAVTIVEEIS YA
WERFEMLIZkn-23 DX LGS HAILEIFTTEL, BERHERBOLZEEOD Y Y
ATLLRETEDES S, THAYAWOBEHBIZENE, JLFASET 152 S VAR & D

Fa—ivEBEOSY MEZ1IHFALODTICHMALTVSEWNS, ASTHFEEET

ANSUTEWVWZET 50, MBENT TICTERHBEORRIZE>THEY., T—F UK
EMBITAHIETESILDELEL, BHALDELEREVWNLE, BWoIX"EORH"&

WS &Y, "CEOHE "GN,

LERBORBEENDISATHETRY LA >TWSETNIE, MOBMITS S5IZI1FEH
2, BEORBAHTEETREFUIIMNSEEZBIEIL TV, D298 09DR YYD
RIVLEBREMHAER (sipri) DFELOH-HKB[|HMEES VX I TIE, 202 FFTDS
FEMTOMICETLER L (U5 T788) . BFIE 2027 FEXTIZEEZHRE 4 LD
HEFMHEICT S EEBELTWS, FEFEF. 2021 FD2FLULEELG S 170E FIL
HUORBEWT L. 15 ERILEIR—FY FADRFTIZLEEEDT,

BENR—Z Y FEFEL-BEDORELHFIE. BEZXRMMRERROOS TIZHT
5A—AYN\DOHBORIMRICCEDTEHHR—F U RIZE>T, BRETDHES5BELD
2, TOEHIZIE. 1,000 D K2 TSV INUH—EBENEFEATEY. FOS5HD
180 MIXEDNHEEMN S TEICMA SN, 820 HIFR—5 > RTSA U REESINS,
hiE, AXVR, 5 2VR, FA4Y. 12V T7DEBRTERINTWSIEEEZSHE
F=HEYBZ, £, 672D k9 YA —BEHEBHEE, 288 D k239 Fa v Li—%
EEOSY FSUFr—, 8EDE 4 HREBEEI—ILT oA —TILfa50 L EFENT
W3,

HKBEDRRITEITH2BEORYIE, BHENDHHIRX M, SREORRF. MELHHR
[C&BDELDEE OVRVERRET DLV 5 0 EFBEBHAEMRO ML - 241
Fo4 VIEE S, MBEBREOHERNLGHEERMERBRLTVD, TOREK. BEN
TA)NDEERERICELOTELERE, BEDNA TV REMMICEET 5. X
E—T 4 —G#MEAFIRLZDIE. BENLOERZBA TAELERICTEARL TS
O, EESAVERBSABEFLAIENTESLNDLT,

sipri DKBBETOT S LOMBEETHDV—EY -z ETUIE, BFELHLDLMD

DXELBAVGERBELREORIIZERMELGRWVWEE S, 7OT0BEEIX. B8
TERVRBEERONNLLT A ATHESED, BENT A H ERFLGEARICH

760



BIEEWFD, Thik, BEN DT FDOBKEEKRZETHRIT D 450 E FILOZHZH
EWMBHIFICEH5225, SHOBHEL LTIE, BENLCECHEOBEE ISR %
BETLIOMDNETFOND, CNIE. BRNTHIBTRAYP TS VR EREL. BEEOE®
HIN—hrF—¢E LTHEZHEEDITTWAR—Z U RIZESTIEBHTEELRIETH
B

BEAFERKF[HLEEOFTXALRELO) —F—FEELITnE 26IEMLaTHS,
2002 (2 AK BUEA A L TR, MILOEHBEEEICESERALTER=, 7AU D
PI—O0vDFE (nato IMBEETHS FILaAOL 7D S-400 REIH A ILEFFEA
Lz, AI&(X 2019 FIZRENt) ICEEL. EREECSVTIEZEELLZERT
HEVSHENKYRFTLLGEOTLS,

B4y MR

sipri [£. 2018 &MV 2022 DRI ML DO IFEHE (XFTD 5 FEMBIZEE~N 69%1E N

L. HAOKBHGIZETAMLODOL Tz 7IIEELI-EEZ TS, WihDOERFEIK
M7AICRRLEBEEICLS E. 2022 FOMHE - MEFEHELFO@EMHEZEXFIEL
38%IED 44 ERILIZET D, SEDBEXOEFILE, NFREAVIE MLahbia
RIESNE=BKEEZZITRO TS, MLONNRFREVEBETFIZFAL-4EDO)L
Ry bDI36, ZED1ENTAEKLIz, MLIDERIEIFHEEHDHSMHIETH

YU, £ MLOIFHEICERFET AN DODVWTIEFEAEEBE L TWWEW=H, thiE~DE 5
HmAHARFTLHY TS,

EIFVZ, FMLIDOHHOFEREREEAKTHS, 7HA18A. MLIFYITOTS
E7&30EFILOBHZHV. BAHEMW (ucav) 7FUOFEHEBLIZ, COEAR
. FELNRA DY, TFAET. VET. DU 54 FTTHEICERIATWS
Bayraktar tb2 & 85& L TLV5 Baykar B TH D, th2 (&, FAU AN LT LTA
— - FE—CORFTEESGLIZR. VILFAREBNEFLS-HICAKE SNz, 7AY
DOKREBRKIYIRMTAFLYI LK., TAhETHEEENZZXE L TL=FEOD
ucavs & Y HLIEFEMNE N =16, 20 hELULMNBEBAIZIEA T,

TEXUF (BEA., th2 D) T&KYRBRATE, BRHEIHAILO, 18 250km DA TIL
A YA IL Tsom-al HE, ELORBEEREEHTED, Av—>. hF—IL,
TS5 7EREEMRLEDEFZEEIE. TAUDDODERADIKEEEZTITHZ LT, 74
JHEDEREIIZEALSIELTWVWS, ChoDEARIT. BEEOHBEEEXEZRESE
BEVSHELDLFEL-THEY., MLOZEMMA/N—rF—L LT, FLRESREFK
ELTRTWS,

MLaDFLIE., HEETPOFEICERN TS, MLIBEOHER 171 KL
[¥. 2755000 brDKETMAZBEEERTHY . XM 59 %)L ucavs ERBEH T 582
BTHD, ZRHEERODLHLC ED 1 HED., RAHROBROBAXSEZENHTWNDEE
HORTW3, NXREZVETEILNA DY oDIIN—hF—EHEHOTWVWS MILODES

761



HAHREE Th—) &, FRICRITTIFERL. A FVADRAS - DXATFLAtER
—I)LR - O R DB AEBTRES N COERIEE., ~Ladsf35/8—kF—-

TS LD (s-400 ZFBALREIELT) FELIZCEADRBEEZOND, +
IWAlE, PAYAMNF35 ZFR6GEVEF. HHIWVIEHICHEERIEFICITHICT
LIDORITHEFTYRALIEAS5, SELF-. EFRHEENZTOEBEIZLLIMAE LAY

LY

BEE MLOF, TELGREEFOEFENSHEZFZI TS, sipri ftIS&nIEX, 2018
FEMNB 2022 FITHFTORLT7TORFHEE L. TODRID 5 FMITEHAN 31%FA L=,
REHEFICLIEREE~DEE, BBEMGINL., ZLTEEBETHDII U Lt
EAOSTHERADKFEEEZTITLESELTVWWS I ENDL, AL TIEE 5B KIER
BAICERLTLS,

LRIEAOS7RRODBERE =4 > FiE, 2018 EM D 22 F(ThHFTASTORBEA
#37%HIB LTz 12 FELTIE, 2RO LIEN2IZEVWSOBRKREZAS - O
DTOEEEFEXE. BELONRLIYLEEDERD - —XZEBEETIDHE/LEL
HoTW3, ZEOEBETHEM4 2 KD 272 #D su-30mk DE L 1, O FHEGH
FHETELEOVEHOITHEL TS, 9954 F Tk, AV T7EEZFO—ERIEL NATO &
ELERTHEMEL, A TADHIRIE. 400 F v T, R—IRT YT, THEE
W. XFVRATLLBEDEGZHBELTWS, 9954 FTOHELARSIFIEZRESIC I
E. OVT7IIMHRORBHSICE T2 MHAZMYRTDICEF TS LICHEEEEAS,

e

FEICEL T, 2018 D 22 FITHA T TORBHEDESLIEF, 41V FIZHT S
RIEEEHA LT NFRE 1 AEADEDE 1=, YTUHIZENIE, RFREZOD
FELRBEEND 0% AL FHEIZK > TH-Sh TS, EE#E. =1L, 2V
F— ME. BKELGER, AR, BEOAEREOC., FELAZEDZIDEEDLSIZE
B3 5FELON, FARIOFHETIZCHSIMNE S MIZIEBEDLAZLY,

LML, PEDOEFREXRICHLBEEH DS, V4ILETs VKRICKDE, VEDIE. HE
N0 EFNCEFEAFO—CHEOXEZEHIELZ3O0D. TOBERIREDES LY
R—FDEZIZES L. MLOICHARZEREVNTLE 2 EE, 330ED0E, 21 &
DEKEREE S v oI —RITERNNYS—CFBRNVT, RE7OT7HREEFEOLC
HIZSAZTYLTEY., TFEHILGL] EES,

DR ELHEEBA Y FEDHEEZDRT DVERFEN, EREEZNCELMDDLT,
A FORBHEELE LTORRITELRE LTEFELGL, LY KT - T 14 BUEIL.
AV RRHTHETAELR L VEXGEEOERBREVA Ty ILTEY., 10 F#
FTICFEEDEBEOCKRENERIELINSGZLEZEATLS, LML, 12 FIE il
T, BE, EROAESAEURAZNICE IO T ORMBEIZHEYICLER

762



WEE->TEA., TORREEA>TWEL, BREGFEF#HEZE L TERICTHN
TWo, BRIAXFERFAZVTFIEERSE S,

TOYABEBEROLSILTOD L) ME, EEICEDFTHTEEZEL., KARLLT
BREZIZ TV, 2002 FIZFKEKR S NIz Dhruv BAY 2 T2 —(Ha+E L E%E L TL

Do TITaAY M2 BERIB+EOREHMERT. "NFRXE L LDOEKEEBZ T
B BHICIFETESLEMNHBAL, BiTHES =Ty I, 41V FEITESSH
52832, THLLEoNENEZEFLGITINIEL, MBEFRAAREIZED] €V AT
REES. BEP MLOE, ENOZEREZXZSFFLGHRFE DRI ZVDICEE
PBETESNERLTLVD, A1V RIF, RIFEHIEEZTSRNCF, ESTNEES
BHIEWNEHRZATNDIETH D,

=
Looking local
Intra-regional trade, % of total trade

75

70
Europe 65

60
55
50
45

T T T T
1990 95 2000 05 10 15 21

Source: Asia Regional Integration Centre

763



e

Winners in the new world

Share of foreign direct investment coming from
other Asian countries, percentage-point change
2011-21

-0 -5 0 5 10 15 20
Indonesia
Japan
India
South Korea
Thailand
China
Philippines

Singapore
Source: IMF

==

Trading up

Volume of imports, average annual increase, %
2023-27, forecast

0 1 2 3 4 5 6

ASEAN-5*

Emerging
markets

Advanced
economies

*Indonesia, Malaysia, Philippines, Singapore and Thailand
Source: IMF

How Asia is reinventing its economic model
The continent’s future will involve less Western influence
Sep 19th 2023 | SINGAPORE

Seven hundred years ago, maritime trade routes that stretched from the coast of Japan to the
Red Sea were peppered with Arab dhows, Chinese junks and Javanese djongs, ferrying
ceramics, precious metals and textiles across the region. At its centre, a trading post known as
Singapura flourished. The enormous intra-Asian commercial network was disrupted only by the
arrival of sailors from rising European empires and the emergence of farther-flung markets for
Asian goods.
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Today another reconfiguration is under way. The “Factory Asia” model of the late 20th century,
in which the continent produced products for American and European consumers, provided an
astonishing boost to the prosperity of China, Japan, South Korea and Taiwan. In 1990 just 46%
of Asian trade took place within the continent, as vast quantities of goods flowed to the West.
Yet by 2021 that figure had reached 58%, closer to European levels of 69% (see chart 1). More
regional trade has led to an increase in capital flows, too, binding countries tighter still. A new
era of Asian commerce has begun—one that will reshape the continent’s economic and political
future.

Its emergence began with the growth of sophisticated supply chains centred first on Japan in
the 1990s, and later on China as well. Intermediate goods—components that will eventually
become part of finished products—soon started to move across borders in greater numbers.
They were followed by foreign direct investment (fdi). Asian investors now own 59% of the
stock of fdi in their own region, excluding the financial hubs of Hong Kong and Singapore, up
from 48% in 2010. In India, Indonesia, Japan, Malaysia and South Korea the share of direct
investment from Asia rose by more than ten percentage points, to between 26% and 61%.

After the global financial crisis of 2007-09, cross-border banking also became more Asian.
Before the crisis hit, local banks accounted for around a third of the region’s overseas lending.
They now account for more than half, having taken advantage of the retreat of Western
financiers. China’s huge state banks led the way. Overseas loans by the Industrial and
Commercial Bank of China more than doubled from 2012 to last year, rising to $203bn. Japan’s
megabanks have also spread, in order to escape narrow margins at home, as have Singapore’s
United Overseas Bank and Oversea-Chinese Banking Corporation.

The presence of Western governments has also diminished. In a recent survey of South-East
Asian researchers, businessfolk and policymakers by the iseas-Yusof Ishak Institute in
Singapore, some 32% of respondents said they thought America was the most influential
political power in the region. Yet just 11% of respondents called it the most influential
economic power. State-led investment from China to the rest of the continent under the Belt
and Road Initiative has captured attention, but official assistance and government-facilitated
investment from Japan and South Korea are also growing.

These trends are likely to accelerate. In the face of deteriorating relations between America and
China, companies in the region that rely on Chinese factories are considering alternatives in
India and South-East Asia. At the same time, few bosses expect to desert China entirely,
meaning two Asian supply chains will be required, along with some doubling-up of investment.
Trade deals will speed this along. A study published last year suggested that the Regional
Comprehensive Economic Partnership, a broad but shallow pact signed in 2020, will increase
investment in the region. By contrast, as a result of America’s abandonment of the Trans-Pacific
Partnership trade deal in 2017, there is little chance of Asian exporters gaining greater access to
the American market.

765



The need to establish new supply chains means that transport and logistics are another area
where intra-Asian investment will probably increase, notes Sabita Prakash of adm Capital, a
private-credit firm. Matching investors searching for reliable income with projects looking for
finance—the mission of such private-credit companies—has been a lucrative pastime in Asia,
and is likely to become a more popular one. The size of the private-credit market in South-East
Asia and India rose by around 50% between 2020 and mid-2022, to almost $80bn. Other big
investors are turning to infrastructure, too. gic, Singapore’s sovereign wealth fund, which
manages a portion of the country’s foreign reserves, is spending big on the building required for
new supply chains.
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Changes to Asian savings and demography will also speed up economic integration. China, Hong
Kong, Japan, Singapore, South Korea and Taiwan have climbed the ranks of overseas investors,
becoming some of the world’s largest. These richer and older parts of the continent have
exported striking volumes of capital into the rest of the region, with cash following recently
established trade links. In 2011 richer and older countries in Asia had about $329bn, in today’s
money, invested in the younger and poorer economies of Bangladesh, Cambodia, India,
Indonesia, Malaysia, the Philippines and Thailand. A decade later that figure had climbed to
S698bn.

Silk flows

In India and South-East Asia, “you’ve still got urbanisation happening, and capital follows those
trends,” says Raghu Narain of Natixis, an investment bank. Bigger cities require not only more
infrastructure investment, but also new companies better suited to urban life. Asian cross-
border merger-and-acquisitions (m&a) activity is changing, according to Mr Narain, becoming
more like that found in Europe and North America. Even as deals into and out of China have
slowed considerably, m&a activity has become more common elsewhere. Japanese banks,
facing low interest rates and a slow-growing economy at home, are ravenous for deals. Over
the past year Sumitomo Mitsui Financial Group and Mitsubishi ufj Financial Group have
snapped up Indonesian, Philippine and Vietnamese financial firms.

Meanwhile, rising Asian consumption makes local economies more attractive as markets.
Whereas in Europe 70% or so of consumption goods are imported from the local region, just
44% are in Asia. This is likely to change. Of the 113m people expected next year to enter the
global consumer class (spending over $12 a day in 2017 dollars, adjusted for purchasing power),
some 91m will be in Asia, according to World Data Lab, a research firm. Even as Chinese income
growth slows after decades of expansion, other countries will pick up the pace. The five largest
economies in asean, a regional bloc—namely, Indonesia, Malaysia, the Philippines, Singapore
and Thailand—are expected to see imports grow by 5.7% a year between 2023 and 2028, the
most rapid pace of any region (see chart 3).
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These regional trading patterns would represent a return to a more normal state of affairs. The
globe-spanning export model that delivered first-world living standards to large parts of Asia,
and encouraged investment from far afield, was a product of unique historical circumstances.
The amount of goods that travel from the continent’s industrial cities to America is far higher
than would be predicted by the relative size of their respective export and import markets, and
the distance between them. Indeed, a paper by the Economic Research Institute for asean and
East Asia suggests that machinery exports from North-East and South-East Asia to North
America in 2019 were more than twice as high as such factors would suggest.

First World (the ~) %&#[EH

Closer commercial links will bind the business cycles of Asian economies even more tightly
together. Despite the enduring use of the dollar in cross-border transactions and Asian
investors’ continuing penchant for Western-listed markets, a study by the Asian Development
Bank in 2021 concluded that Asian economies are now more exposed to spillovers from
economic shocks in China than in America. This has been on display in recent months, as
China’s faltering trade has hit exporters in South Korea and Taiwan. More trade, not just in
intermediate parts but in finished goods for consumption, means the continent’s currencies
and monetary-policy decisions will increasingly move together.

This will have political ramifications. America will retain influence over Asian security, but its
economic importance will decline. Local businessfolk and policymakers will be more interested
in and receptive to their neighbours, rather than customers and countries farther afield. With
local factories still being built, consumption growing and a deep pool of savings from Asia’s
increasingly elderly savers desperate for projects to finance, the high point for regional
integration has yet to be reached. The new era of Asian commerce will be more locally focused
and less Western-facing. So will the continent itself.
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Europe takes the lead
Cumulative government commitments to Ukraine
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Western help for Ukraine is likely to diminish next year

There is a shortage of weapons and munitions—and, in some quarters, goodwill
Sep 21st 2023

The end keeps receding. There was a time when some Ukrainian officials, having halted Russia’s
army outside Kyiv, thought it would take only a few more months to bring the war to a
conclusion. “Most of the active combat actions will have finished by the end of this year,”
predicted Lieutenant-General Kyrylo Budanov, the head of military intelligence, in May 2022. By
last November, shortly after a spectacular Ukrainian offensive in Kharkiv, Volodymyr Havrylov, a
deputy defence minister at the time, was still expecting a swift victory. “My feeling is that by
the end of the spring, this war will be over.”

In fact, Ukraine’s counter-offensive did not even begin until June. Far from hastening the war’s
end, it has demonstrated just how long the fighting could drag on. Ukrainian forces, stymied by
Russian minefields and other defences, have inched forward on foot. The deployment of
reserves and spiffy Western weapons has not yet yielded any big breakthroughs. Wet weather
and a shortage of ammunition will probably bring the Ukrainian advance, such as it is, to a halt
by late October, if not earlier.
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Another fighting season beckons. “We must prepare ourselves for a long war in Ukraine,”
warned Jens Stoltenberg, nato’s secretary-general, on September 17th. “It’ll take a
considerable length of time to militarily eject all 200,000 or plus Russian troops out of Russian-
occupied Ukraine,” agreed Mark Milley, America’s top general, the same day.

America insists it will stay the course for “as long as it takes”, as Joe Biden, the president, has
put it several times this year. Britain, France, Germany and other allies have all used the same
phrase. As ironclad as these pledges sound, they depend on two uncertain variables. One is the
West’s ability to furnish Ukraine’s army with enough weapons and ammunition. The other is
the political will to keep handing them over.

Start with the first. Russia’s defence industry moved onto a war footing in the last quarter of
2022, says Richard Connolly, an expert on Russia’s economy, who points to a big jump in steel
production. British officials say that Russia can now produce around 200 tanks a year, twice as
many as they had previously assumed. Mr Connolly says that, with refurbished tanks included,
the true figure is probably 500 to 800. Western sanctions are not crimping output much, he
adds, with crucial components such as semiconductors smuggled in via Hong Kong or Central
Asia.

In principle, Ukraine’s friends should have no trouble helping it outgun Russia. The

combined gdp of nato’s members is 12 times that of Russia, even after accounting for Russia’s
lower prices. The difference is that Russia is willing to spend much more heavily on the war:
military spending now takes up almost 40% of the national budget, far in excess of Western
levels. nato countries are trying to redress this imbalance by investing in arms production,
which has been neglected since the cold war ended. But there are two snags.

One is cost. Estonia spends around $5,000 to $6,000 on every new artillery shell, says Kusti
Salm, the senior civil servant in the country’s defence ministry. That is relatively cheap

by nato standards, he notes. Russia, he says, spends 60,000 roubles, or around $620. The vast
difference is largely down to cheaper labour and materials, lower quality products and lower
profit margins for arms manufacturers, most of which are state-owned. Inflation is exacerbating
the problem. “Prices for equipment and ammunition are shooting up,” complained Admiral Rob
Bauer, a nato bigwig, on September 16th.

The second issue is timing. “After a slow start,” says Mr Connolly, “Russia has reached race pace
and they’re in gear now. They’re now going to start churning stuff out at the rate approximating
what they need.” American and European investments in new capacity, having started later,
will not yield much extra supply until the second half of 2024 or 2025, giving Russia more time
to mobilise, build new defences and pin down Ukrainian forces.

Take the case of artillery shells. The good news is that American and European production is
soaring. American officials say that their own output has risen from an annualised rate of
168,000 shells in the spring to 336,000 today. It will continue to rise, thanks both to new
facilities and to more intensive use of existing ones. European production is set to double by
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the end of this year or the start of next, according to Estonia’s defence minister. Between them,
America and Europe should comfortably produce nearly 2m shells next year.

Shell shock

The trouble is, that is barely enough to keep up. Russia will produce 1m-2m shells next year,
according to British estimates. That is on top of a stock of around 5m shells, new and
refurbished. That should allow it to fire at least 15,000 rounds a day for a year, says Mr Salm.
That is roughly on a par with Ukraine’s heightened consumption during its counter-offensive,
according to people familiar with the data. But Ukraine can probably sustain that tempo for
only a couple more months.

The gap could be bridged by borrowing from elsewhere. Ukraine’s counter-offensive was
enabled by a massive transfusion of South Korean shells. America and its allies have discreetly
purchased arms and ammunition from non-aligned countries such as Egypt and Pakistan on
Ukraine’s behalf. But such ready sources of weaponry are running out. Western armies’
stockpiles have been depleted, too.

As the Western arms industry ramps up, this problem should ease. By 2025 there might even be
a “glut” of shells, says a Western official. If most of the new output goes to Ukraine, and
assuming that neither China nor North Korea bails out Russia, the Ukrainian army might then be
able to out-pulverise the Russian army for the first time in the conflict. But 2025 is the military
equivalent of a lifetime away. Next year, meanwhile, Ukraine will probably struggle to mount a
big offensive.

The year after next is also a lifetime away in terms of politics. In Europe, the political winds
seem favourable to Ukraine. Polls conducted in June and July showed that 64% of Europeans
favour military aid to Ukraine, with strong support not just in countries with a long-standing
suspicion of Russia, such as Sweden (93%), but also in more distant member states such as
Portugal (90%).

Some hard-right parties, such as France’s National Rally, led by Marine Le Pen, and Germany’s
Alternative for Germany (afd), cast the conflict as a waste of European resources. “The German
public is paying three times over for this war,” complains Gunnar Lindemann, an afd member of
Berlin’s regional assembly, “supporting 1m refugees, carrying huge energy bills and sending
weapons to Ukraine.” Both parties are rising in the polls, but both remain far from power.

Olaf Scholz, Germany’s chancellor, has been mindful of anti-war sentiment, notably within his
own Social Democratic Party. He dithered for months before agreeing to send Leopard tanks to
Ukraine. He still refuses to send long-range Taurus missiles, even though Britain and France
have given Ukraine comparable weapons. Yet Mr Scholz has by now realised that public
scepticism is mushy: as soon as he sends a new weapon, approval broadly follows. On
September 18th his government announced another €400m ($429m) of arms, including
ammunition, armoured vehicles and mine-clearing equipment.
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Emmanuel Macron, France’s president, who provoked grumbling in Kyiv last year over his
frequent phone calls with Vladimir Putin, his Russian counterpart, and over his hesitation in
sending weapons, is now among the most gung-ho of European leaders. France has long
resisted expanding the eu, yet Mr Macron has become a fervent supporter of Ukraine’s
accession to the bloc. A poll in July showed that 58% of the French backed this approach.

Ukraine’s bid for eu membership is proceeding at a pace that would have astonished Europe-
watchers just a few years ago. It formally became a candidate to join in June, 2022. This
December, barring a shock, that status will be upgraded by the opening of detailed negotiations
on accession. Ukraine is dazzling eu officials with its swift progress on the necessary reforms. It
may still take years for Ukraine to become a fully fledged member, but the war seems to be
speeding up the process rather than delaying it.

In America, however, the outlook is much more divided and uncertain. On August 10th the
White House asked Congress to authorise another $24bn “supplemental” budget for Ukraine,
which would bring total American aid thus far to $135bn. Supporters of such assistance, among
both Democrats and Republicans, constitute a clear majority of both chambers of Congress.
Were the request put to a simple up-or-down vote, it would be approved relatively easily.

But it is unlikely to be, because of America’s dysfunctional politics. A majority of the members
of the House of Representatives may support Ukraine, but a small number of Republicans hold
extreme anti-Ukrainian views, including Matt Gaetz, who has proposed inviting Russia to

join nato, and Marjorie Taylor Greene, a conspiracy theorist who has promoted the absurd
notion that aid to Ukraine is actually being siphoned off by donors to the Democrats. Since the
Republicans have only a slender majority in the House and since the Speaker, Kevin McCarthy,
does not want to rely on Democratic votes to push legislation through, the pro-Russia fringe has
much more influence than its numbers would imply.

The likeliest course is for Mr McCarthy to attach the supplemental budget to other important
legislation, making it harder to derail. Past efforts in the House to deny Ukraine funding have
been overcome, although each one attracts more Republican votes. Mr Biden already has
congressional approval to send a further $6bn-worth of weapons to Ukraine from existing
stockpiles. But after that there is likely to be a delay of several months while Congress contorts
itself over the latest request. What emerges may be dribs and drabs of aid, rather than the big
packages of last year.

In the longer run, aid for Ukraine is fast becoming a partisan issue, which makes its prospects
ever less certain. Republican voters, egged on by the scepticism of Donald Trump, their party’s
likeliest nominee for president next year, have begun to question further aid to Ukraine.
Democrats remain broadly supportive. The big budget deficit and high interest rates make
politicians of all parties reluctant to rack up more debt. And even Democrats support the notion
that America’s European allies should be the ones taking the initiative in conflicts on their own
borders.
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And then there is the possibility that Mr Trump wins next year’s election. His policy on Ukraine
is characteristically incoherent. In March he promised that he would settle the war in “no
longer than one day”, before even entering office. “We don’t have ammunition for ourselves,”
he complained in May, “We’re giving away so much.” But he denies he would push for a deal
allowing Mr Putin to keep Ukrainian territory. “Nobody was tougher on Russia than me,” he
said this week, insisting he would strike “a fair deal for everybody”.

Nevertheless, Western officials worry that Mr Putin will wait to see whether Mr Trump
becomes president again before agreeing to negotiations. That scenario is already provoking
frenetic debate in Europe. “If the United States tried to force a negotiated settlement on
Ukraine,” argued Liana Fix and Michael Kimmage, a pair of Russia experts, in Foreign

Affairs recently, “Europeans would have little capacity to resist.” Others say this is unduly
fatalistic. French officials argue that, should America end its support for Ukraine, although
Europe cannot replace American military aid gun for gun and missile for missile, the prudent
and rational thing is for Europe to try to preserve its options by boosting arms manufacturing.

The question is whether Europe alone can drum up enough cash and weapons to keep Ukraine
going. Although America provided the lion’s share of aid for much of the war, the latest analysis
from the Kiel Institute for the World Economy, a German think-tank, finds this pattern has
reversed. Europeans have long dispensed more financial aid. They are now providing more aid
of all sorts, thanks in part to the eu’s recent €50bn pledge, a multi-year commitment which
stretches to 2027 (see chart).

Money isn’t everything

Yet the figures do not tell the whole story. America has been the fulcrum of the allied effort to
support Ukraine, chairing the regular meetings at which donations of weapons are pledged and
co-ordinated at Ramstein, an American military base in Germany. It has provided diplomatic
cover for other countries’ aid: Mr Scholz, for instance, insisted that he would not allow German-
made Leopard tanks to be sent to Ukraine unless Mr Biden first sent some American mlal
Abrams tanks.

In some cases Europeans have sent arms to Ukraine on the understanding that they will receive
new American weapons to replace the donated ones. America’s security guarantees,
underwritten by nuclear weapons, have given Europeans the confidence to stand up to Russian
threats. Finally, America has provided vital intelligence that has helped Ukraine find and destroy
high-value targets, from generals to warships. Substituting for this organisation and assistance
would be a Herculean task.

It may be unavoidable. “The assumption of the West was—and | think everyone has been
unspoken on this—was that we give them everything we can, then they will go on this one large
offensive and whatever happens at the end of this we will settle for that,” says Mr Salm, the
Estonian official. “That was the plan.” A new one is required, he suggests, involving not just
more arms, but also more technology to offset Russia’s advantages in mass, bolder sanctions,
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such as expulsion from the Paris Olympics, and new training that learns from the mistakes of
the summer.

Above all, a change in mentality is needed. “This is exactly what a war of attrition is about:
convince the West that we can out-suffer you, we can out-fight you, we can out-last you. They
know the weak points of democracies,” Mr Salm says. The task, he believes, is to persuade Mr
Putin that the opposite is true. “We, as the Ramstein coalition, are 25 times richer, stronger and
[more] technologically advanced than Russia...It’s not that we are empty-pocketed here.”

S LB A (BB S [EE)

BRKD DY T4 FZEIEIXREICITFDT S aEHEAF LY
RIFPHEHELALRTE, —HOBEREMSITEED
202349 A 21 H

BOYIREAEARTSIS, T IMNATAODTEZEWVLED =09 54 FEAFREK
EOHIZIF., BEREETTHEHDBLAMDOHEWEEZ BB EH o=, 2022 F
sH. BEEEREEO Fy ITHA XD - TH/ JhiFik, [EXRGEBETEORE
FEERETITRDDZAS5] EFBILEz. EE1LA. NJOTTO934F70OREKX
BWEAH--ER. YEBEFRIXKERLE =Y+ 0T 4 3L -/\TJ)OTKIX, ®IFY
BONSHAZEZRFELTV =, FAORETEH., EOKRDOY ETIZIEXZOEETEDLS
=551,

KR, 7954 FTORKIFT 6 AETRELLEMN >z BHEREEZEDHLECHD., B

FALMNCREIET ENERLTWND, DI 54 FTERF. OLTOMBRERLEDMDES
FRICEHENGA LY, EHSTHELTE . FPERENLBAOSMHREERZH/RALT
H, FLERELGEFARFAMN TGN, MREFBRFRBD=O. 09 54 TEDHIE
[T 10 ATAIETIZE., HEIVWEFENRKIY LB FLT S5,

FEHFEEEOOEHILIP-TL S, D954 FTORBBICHEA B TNIEHRS A
LV E9817H. NATODA T VAR * ARLTURLITEBHERERIIZEE Lz, 1205
ANAEDALTFEZOACTEHETODISATHLERMICEBVETICIE, B4R
BhMBELS5] &, 7AVADOIY—Y - L) —BEASELRELT,

TAYAIK, Pa— - A TUORBENSERME,OICLIzESIZ. TRWELRRY] Z
DBRBEMHFTHETRLTVS, 1 XYVR, T5VR, K4V, FLTHORBEEL
BRLEEZFE o1z CAODENEIHEDLSICHZZ DN, 2 DOTEEERITIKE
LTW53, 0&EDIF, BAEEAD Y SATEICHAGRB[EBEZHRBTETEINES
N £50&EDME. BB VOEELXRBELETIBUANEETH D,

FY12BM L, OVTRFOEMARTHDSYFy—F -3/ )—[F, HKMEENK
SCMU L EEHERLTV S, ZREBMEREICLS L. OO TIIRE. £/ 200

776



HMOBEEZEETEEEES, A/ V—KIFE, RMESh-BELEDZIE. FLOHF
(X500 5 800 1245 1=AFEES, FERDESBEELHAIFTRCFRTOT
BETEHIATWS=O, ARADHIFKFZEESEZSFZEEBLTULEL., ERKFAT
(THNZA %,

FREMIZIZ. 99534 FORAESIZOVCT7EITHEEANTOICRIOBEL ELMET T,
NATO INBED GDP DEETE. O 7DEMEEEEBELTEHL. AVTD 12 TH D,
nato BEIXCDFHEERET 510, THBRERBERINTET-ERLEEIIREL
£2&LTWS, LHL., 2 0DMELH D,

VEDFETR ML, TRMZTEFFHLMEEZFEAT ST 5000 FILH 5 6000
FILZEDLTWS L, REEBEDOLEBRABETHDIIV AT 1 - HILLITE S,
NATO DEEM ST NIEX, ChIXLBEMRONERIZIERT S, O F7IX6e BIL—TIL
(#9620 M) 1ZELES, COREZTHREF., RiELGFBALHH., EREOER. T L
TIEEAENEETHAIRBA—N—DRBEERDEIIZKDECAHN/KEN, 127U
FEDMEZESLICELEIETNS, EiEROEZEDMENATELTLNS] &, 9A
16 Bff Tnato DEETHSO T - N T7—REBEIEEZELT-,

FZOMEFXRAZIVTE, A/ V—RIFES., TALTEREI—ENEML-=H. &
PHEDAE—FIZEL, ¥T7ZFLITTWVWS, D BELBIDEVLELEETHE
ELBHDETLELD] 6

FA) AR I—DOYNDBFH-HEERENADREZRAB LI-OINEMN>T=T-6. 2024
FHBFEMNS 2025 FITMTTIIEBEFZTNIFEEZ LGNV EZAS,

REDIBEEEZEATHED, BNWNZa—XIE, FAYAEI—OV/\DEEENREL
TWAI ¢, TA)VADDOBFEGREICKSE. BEEDEE=IXEICIEEE 16 5 8000
Ffzot-DM, TWETIX33 6000 FHICETEMLTWSEE S, FILLRBLERF
DEREDEFNEFERICKY . £FEEFEZRKTSEA5, TXA=ZT7OEKBAIZEN
. A—O v/ \DEESTSERNKENDICIIFBET D E NS, 7AUAETI—OY
NDEITIE, REF 200 FRIEVEAENRBTEESINDSZ LIZE D,

a3 vy

RIRElX. CNTIFEBWDLDRP2EFFEVNS T ERE, 1 XYURDHEICENIE, O
TIXRE 100 M5 200 FEDFAEEEET 55, ik, FLEIERDHHE
TH# 500 AHDAEDEEND LREFETHD, NITK->T1HEM. PHE<CEL1H
15,000 DB EBELEFITHENTES, EHILLRIFES, COT—RIZFELWL
AIZENIE, CRIEDISATORBEOEEZICIFIEHITHELS, LML, ©
DS54 FTHRIDTUOREHIBZFTEIDE. o HL2. 3HAEHS,

COFXvyyTE, HENSDEY ANICE>TEOHDIIENTESEA5, VI T4F
DRB(F. BEOFEZKEITIAT S ETHREICGE =, 7XAYDEZDRBE

777



X, TOTRONRFREVEVERBEENS, D754 FDEHICHILENE
JITHBPEREZEALE, LML, TOLSGHFOHRBRIIREDD2H S, AEAIE
ENEKRNHESZELHEL TS,

FERDEREENEREITNE, COMBRBEMEINDIET I, 2025 FFLTICE, @
I TEEBE) 22508 Lhlly, EEAIOBFEFRERES, HiI-GEEEDEF
EANENDY A FICHES, FEOCEBAHAD ST EREFLLBVERETNE,
V34 FTERRETNOTASTEZERTESM L LG, LAL, 2025 FEE
EMICITEVNEDEE, —A. XFE, VI 54T REEETLRETHBENTEHDICE
FHIDEHD,

BERELE. BUAMICIREWNWED Z &2, BUNTIX, BCAMAGRMEIXDY 54 FIC
FEMIZCRZ S, 6 AL 7 AICERRSIN-EHEREICKSE, 3—OY/AD 64%MH

DTS4 F~ADEEEMIZBERLTEY., Xz —TY (93%) ODLS3LBREEQOLT

EREOTERLERLIFTTHEL, RILEAIIL (90%) DES5HEVNEETHRULVEFZE

BT,

Y= JRVEND TSI VADREEEZEEESOCRAI YD FMYDT=HDZERE
(afd) D& S LE—EOBEARETIL. COMNEEZIA—O Vv OEROEEENE L
TW3, TRAYERIEZ. COEBEDEOIZIELUENDEZFIL>TLS] &, NJLY)
VDMAZBETafd DA UN—THBToF—-)oTIVIEERA D, 100 A ADEH
REXZEL. EXGIRILF—KZEHEL, D954 FITKBFEZE LTS . @RE
HHBABETITILERLTLED, ELELIBUENLITEVEET,

FAYDAST - 3 )LVERE. BIZFM YHEREERAORBRBEIZEELTE

fzo PANVERHIE. 9954 F~ADLA NI FEEDREIZCRET SET. HHAD
EKofzo I XVRETSUVRDPRFEDHBEV I SAFICEHELTLSIZEAMD S

T, BEWELICERE#EISAIL T49)LR] OHEZEEFLTWLS, LML, Y3l
VKX, EROEFMNLERAIIEKRZLOTHY . FIEFZENET CICKH TR

N EICTKRDONTLVS, 9 A 18 A, KAFISHE, XHRE, hEREEEL L 4EL
—0 (41829005 FJ)L) DEMEEEHRKLT-,

T7S5VANDIR=-_ATIIL-IYVDVKHFBIIEE, OST7DOUSP0—3 )L T—F UK
HMEEDHEBLEESHORBEEL-OLSZBTIIJDORFHEE =M. §TIE
BRMDIEEZDPH THRLEBNLILIGICHD, 77 RIEEVE EU DIEXKIZERL T
EfM IVOVRIEDISATDEUMBEHRINICKZIFLTWS, 7 BOHBHAET
X, F5VAADSBWBMNDT TO—F&#ZHHFL TV =,

V54T DEUNMBADHEE, FAOBFRMGLI—OV/INI+ Yy Fr—EBME

THASIR—ATHEATWS, 2022 F 6 AIZERIZNMBIEHEE L o=, §F 12
A. BEMNGHESNLZEY ., MBICET 2L EINFBSIN. TOMEIZEE

778



FENDEEI, V94T RVELGREEZARCEDTEY ., EUHREBEZENET
WE, D934 FTHA—AEIOMBEICEDICEFLFAFLAN S0 E LALGLA, B
FZDTOERZELEDHEIHM, TLAMESETWDL ST,

LML, ZAYATIE, £T7ZEEL &S, FEHATHS, 8 A10B., RIA
FADRFBEIZHL, 9954 FTDE=HIZESHIZ20ERILD TEM] FTEEERE
TEHLOEFEL -, COLILEMI. BE - HIIAROXZHELITEZOBFHE S H
TW3, COEFNEMLEBRZMASBEIIMATohNIE, HERMBEICAKRINSTE
55,

LML, ZAYDDOBCALKEER LI > TS, HYZESHHEL, TIREEDK
HEEOI9T4FTEXEHELTLAEAME LALGZVLA, ENMBEEDORICIEIBIHERDI A
FTERFBITHERDVELLT VD, ZOHIZIE, AL T ZEnato [TIBEAND L%
RELEIYR Ty YD, D954 F~DEMIERICIEIRERADEEIC K >TE
WEFENTWAEWNWSAEEBLEZZLO-EBEREDYI—Da)—-TA453— 5
)=V, HMRE TR THIILLEEAFH LI F>TELT. YEV T vh—
— TREBERIEEZEIT-OICRERDEZHATICILEAGLZW=®O, HODTIRIEZ
DN SEBINDIEYBHIEIEINIKRELEEHEHE >TWS,

RULARENEVDE, YYh—L—BRIEEFTEZMOEEERFICHFMF L, EEL
2T B EE BEICTTRTIODNED I SAFTADTFEREZEERLELSET D
BEE, HARODRZEHLTMNL L, %@ﬂfﬁ%éhf%toﬁ4%>&@TTL~
BEDOREENLSLICE0EFILEIEDRFZEI I T4 FITEDENSBEZDER
TméoL#L~%®&~%%ﬁ%%@%*%b@of%ﬂ?éﬁ~ﬁﬁﬁ@ﬁhﬁi
CZ51E. TOHR. MEDLSBARRAEIZETEH G, M UM LOXZIEIZES
Mt Ly,

RHIMICENIE, D754 F~QEMEIRIRMZHREIZZY 20HY. TORBLIEE
TEITRERICHE->TND, EMEOEEEL., KREOXHBEETRRDORE HIEMHE
BENBFFILE - bFSUOTOBRBIERBLIN, D954 FTADEHLDIEMESE
BfRLIRO TS, REREEEOCRIFEHIFL LD, RIELHBAEFESEMD
=, EOBEDBUARYD ChULBEEE0T Z EICIXEBIMTE, £z, 7AUHD
EBEETHSI—0v/\EEHIE. BEOEECEETE-HFICHREL THOLTRELE LN
SEZAIF. RERBETIAXZFLTLS,

ZLT. REDEZET ISV TRMNBHT HAEER L H D, FSUTERDDI 54T
RIIZBERH, SAERTIOD 3 B, X MM BURA) ICESE 4RI B EHNEL-, 5B
21X, "BRIIED=bD-=ODHEEEFH>TLEL, "BEREIZE<LDEDEFHRLT
WB"EEEZELT-. LOLEIE, T—FURAIDISA T DELTEHMIFTTESL LS
HHEIZHLEDHDZLEEIBEELTWWS, TRIEFEOTCTIZTELWLABIEWGEL] &
SHIESE, THIZE->TEAFREE 29 5EFHRLI=,

779



EIFWR ., BCKERFREREIE. T—F U ERARSIZIE L BRI S Y TRABUVKTE
[CHBENESHERBOIDTIEBELMNERE LTS, TOIF AT TIZa—0
YINTERNGERETFATWNS, TRKEL VI SATORBICKIBREBRELELS
ELE=6, BRMNIZIZEAEEBRTELRWNEASS ] EOVT7EMRDODYTF - 7499 R
ERATIL - FUOA=DIEIRIA, 74— -T2z 7—XETHLz. THIETFHIC
EMmNIEZEE I AL NS, T VRABFEFREIE. FAUANDISAFT~DXEE
U256, A—OYNET7AYAOESFEMICHETE. SHAILEIHAILER
BT LI ELETELRVD, BEHMOEEMAEDIE., I—OyNHHRFHREEZHIET S
CTCERBEHIFLEISETHIEEEERT S,

BREIE. BUNFEIFTOISA T E5HEMRMIEDIEITOEEELERBERAETESINESH
o FAYDI VIR0 THIF—IIHRARERABRFTORFOSIIZENIE., ZDXK
BRD /B —THE LTV, 3—0Ov/NERVVE., KYEOBBUEMZEToTSE
f=o BRINES (EU) AL S0 fE1—ODMEERBEAL., 2027 EEXFTOERERLEF
HWERLEZEEH - T, BETEH OO IEEOEMMSEMLTWDS (VS5 I758R) .

BEENTRTTIEHAN

LML, SOBFENTARTEMES>TWLEIDITTIEEWL, PFAUAXDI AT 5XE
TEHODEEEDEADTHRTHY . FAVICHIKEEMS LI 254 O THBED
FAPHWEREIN, RABESNILIEFRBDOEBEREEZFHTLD, -, HEDOEMZNRH
[CHN—TFTBRENBLE-TWS : HIZIE, PINWYRIE. NMTUVERNETT AU D
DMIAL ITA TS LRBEEZELHWLEY., FAYVEDLANILREEFZDY 54 FIC
EHZEIEFHFR LB EER L,

A—OYNFEELVI A FICRFZHET L1568, FEIN-RFIIRDLIFLLT
AABEKBEZITMDENS Tﬁw)%e‘:("'bh%) L1 Hd, BEFICEHT BN
=72 ADOREREIE, 3—OV/OARIZAOCTOERICIILERANS BIEEZ S A
fzo MRBRIC. FAYAIEDDSAFTHFENSCEREICESFE T, MEOEWNMENERD
(+. WIET DDICRIDEELERZRELTEz., ZOKSGMABEEMICER>TH
DO EIIEHDETH D,

PLEFLEVI LML LALGY, TR FZTHRASEDOYILLAKIFES. [EAFEE
DEEF. TELTIORICOVTIEFEDLABOIICEEES LGN >ERIA. bbb M T
EBHLRBIRTER, TITNEMSFKRRRLGKBICH LS5, [ThAEETS
2tz 1 RBFEITTEL, OV7ORBAMZRERYT S50, /N AEH o DERE
EDKBELHER. EOXKBMNoZSFERINELEE, FELGHENBELERKIE S,

ZFLTRI&KYE, ARV T4—DEENDERDE, TThIENHEBGDE, B

BFEEIC. DAHONEBELELEELANCHEBRT S ENTE, BLELZEHLNLHEBK
TEHENTE, BLLbZRAESHLIIENTESLELAFELNE, BolFEE

780



FRERDBRAEZHM>TWD] EHYILLKIFES, YILLAKIE, T—F O KMBEIZZD
BERGTDEMNRELLEEATWD, BB ILV184 VEEE, OVT &Y
5 fFELEMNT, <, RITHICHLEATWVS, BEBIEIITFHLOEZHELRT-
LTWWADITFTREELDT, |

China isn’t the only country giving out goodies in Asia
Japan and South Korea are offering development cash too
Sep 21st 2023 | SEOUL, SINGAPORE AND TOKYO

The asia-pacific region is the world’s most dynamic, and yet its development needs remain vast.
The Asian Development Bank (adb) estimated them to be $1.7trn a year until 2030. Fast growth
breeds its own demands, in terms of roads, railways, power stations, ports and digitalisation.
But swathes of the region still suffer from poverty, poor access to education and health care,
misgovernment, and vulnerability to climate and other natural disasters. And that is before
considering the damage caused by the covid-19 pandemic.

The good news is that all these challenges are coming into sharper focus among Asia’s richer
countries, as well as regional organisations including the adb. Japan, South Korea, Australia and
Taiwan have all recently shaped new aid and development policies intended to make scarce
dollars more effective, with much talk of collaboration. This underlines two realities. The first is
that Asia’s appetite for aid and development finance will mostly be met by donors within the
region. (For all America’s security presence in Asia, its bilateral aid contribution is tiny, though
somewhat redeemed by its large shareholdings in the World Bank and adb.) A tally by the Lowy
Institute, a think-tank in Sydney, noted that four of the top five donors to South-East Asia from
2015 to 2021, accounting for 73% of $200bn of official development spending, were from Asia:
China, the adb, Japan and South Korea. The fifth was the World Bank.
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The second reality is that this will have geopolitical consequences. China’s position as Asia’s
biggest source of development finance in recent years was being challenged even before recent
financial strains at home and souring loans abroad led it to pull back on lending. Development
finance and co-operation are emerging as what the Lowy Institute calls “key tools” in Asia’s
geopolitics. How Asian donors interact with poorer neighbours may shape the region as much
as the defence and security contest between China and America.

China has exerted development influence mainly through President Xi Jinping’s Belt and Road
Initiative to improve infrastructure and lower obstacles to trade (while presenting China as a
benevolent and rightful global leader). In South-East Asia, for instance, China leads as the single
biggest provider of official aid, shelling out about $5.5bn a year, a fifth of the total. Yet it faces
significant competition, from Japan and South Korea especially. While China is strong in
infrastructure (with nearly 40% of all development finance in that sector), Japan funds
transport slightly more than China does. South Korea is level with China in communications.
China dominates energy—but in water and sanitation it is nearly absent.

The Chinese approach can breed resentment. It delivers fewer projects than promised. Often
using Chinese companies and workers, it puts less emphasis on local hiring and training. And
borrowers from China’s two main policy banks typically pay a full, “non-concessional” whack of
interest. There is sometimes corruption and shoddy work. In Sri Lanka, the Maldives and Laos,
Chinese loans have turned sour as borrowers struggle to repay. The scale of the problems is
unclear—a lack of transparency also attends the Chinese approach.

Poor countries therefore relish options—and tend in particular to favour Japan. Its aid
engagement is understated but long-standing. Japan began advancing aid in the 1950s, partly in
atonement for its wartime aggression. Today it aims to build not only things, but also capacity.
Unlike China, Japan often works with local contractors. Complex new subway systems, such as
in Jakarta or Manila, come coupled with technical assistance on how to operate them.
Hayakawa Yuho, South-East Asia head at the Japan International Co-operation Agency (jica),
says projects that often take a decade to complete require sustained commitment, insulated
from interruptions and policy changes. Surveys show Japan as easily the most trusted power in
the region. Young Japanese heading overseas as volunteers on Japanese poverty-alleviation
projects help reinforce that trust.

Unlike China, Japan makes development-assistance loans mostly at concessional rates,
principally through jica, which also marshals world-class Japanese expertise for advice and
training. The Japan Bank for International Co-operation (jbic) provides project financing for
infrastructure development. It is a winning combination. In India and Bangladesh, Japan is easily
the biggest bilateral donor. In the Philippines, says one South-East Asian diplomat, Japan “does
all the heavy lifting” among donors, competing “very, very aggressively” against China.

South Korea’s aid approach resembles Japan’s. As an exporting powerhouse, it has huge dollar
holdings to recycle and a bunch of high-class companies in areas such as infrastructure, mining
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and communications to back up its aid strategy. (It helps that such companies are active in the
region anyway.) President Yoon Suk-yeol wants to pitch his country into the ranks of the
world’s ten biggest donors. He has sharply increased aid spending. A recent emphasis has been
on health care. The fact that South Korea is a middling rather than a great power (except in its
music, films and food, which Asia loves) makes it an uncontroversial benefactor.

Historically poor relations between Japan and South Korea have improved, increasing talk of
collaboration over aid. Australia, the key donor to Pacific island states and keen to expand in
South-East Asia, also talks of working with “like-minded” partners. In theory, countries can
bring complementary strengths—such as financial nous, or expertise in training or renewable
energy. But Kei Koga of the Nanyang Technological University in Singapore says the challenges
of collaboration will be great—starting with budgeting, since the countries’ fiscal calendars are
not aligned. As for drawing in the private sector, which donors aspire to do, the challenge is
making the proposition safe and attractive enough for private capital.

These regional partners are like-minded because they believe in the same things: transparency,
low corruption, the rule of law, safe sea lanes and so on. Such qualities also define a prominent
American-led ambition for a “free and open Indo-Pacific”, formulated with China’s disdain for
international rules and grandiose territorial and maritime claims in mind. So it is no wonder
that overseas development assistance is increasingly shading into security policy. Japan, for
instance, provides the Philippines with patrol boats to police its waters against piracy and
smuggling; a greater presence on the water also helps against frequent incursions by Chinese
vessels, including warships. Projects to help improve ports, which could be used for both civil
and military purposes, are similarly double-edged.

Aid experts often insist that security issues are beyond their remit. Yet the reality is that
development assistance and security, butter and guns, are already linked in the Asia-Pacific
region. And as China continues striving to assert regional dominance, and its rivals to resist it,
they will become ever more tightly enmeshed.
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In America, lots of usable organs go unrecovered or get binned
That is a missed opportunity to save thousands of lives
Sep 16th 2023 | NEW YORK

When the phone rings at LiveOnNY, death turns to opportunity. The organisation fields calls
from 100 or so hospitals in and around New York City about every dead or dying person on a
ventilator: stroke patients, gunshot victims, car-crash fatalities. Their organs might save sick
people’s lives. But most are not registered donors, so staff at LiveOnNY must persuade their
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families to donate, then rush the organs to transplant centres. Time is precious. A heart can go
no more than six hours outside the body. Kidneys last longer, and can fly commercial.

LiveOnNY is one node in a network that gets organs from dead bodies into sick patients.
America has more deceased donors, relative to its population, than any other country, but that
does not adjust for type of death. Take into account America’s surfeit of drug overdoses, car
crashes, suicides and shootings—which tend to be more conducive to donation—and the
country probably looks less exceptional.

Last year more than 36,000 organs from deceased donors were transplanted, though the pool
of unrecovered, potentially usable organs is estimated to be at least double that. Tapping that
supply would help meet a vast demand: 103,000 people are waiting for an organ. Last year
about a tenth died while waiting or were delisted because they were too ill. Ignoring the “gap
between the donors that we know are out there and the donors that we’re actually finding”,
says Seth Karp, director of Vanderbilt University’s transplant centre, is “kind of
unconscionable”. Modest increases could eliminate heart, lung and liver waiting-list deaths, and
reduce the wait for a kidney, which averages four years.

More than four-fifths of all donated organs and two-thirds of kidneys come from dead people
(who must die in hospital); living donors can give only a kidney or parts of a lung or liver.
Whereas some countries, such as England, France and Spain, have an opt-out model, in America
donors must register or their families must agree. Persuading them will always be hard: Dr
Karp’s hospital gets consent from about half of potential donors. Elsewhere rates are much
lower because those responsible are not trying hard enough, or at all. The Veterans Health
Administration—the country’s largest health-care provider—yielded just 33 deceased donors
out of roughly 5,200 donation-consistent deaths between 2010 and 2019.
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Responsibility lies partly with some of the 56 nonprofit Organ Procurement Organisations
(opos), like LiveOnNY, that do the legwork. Brianna Doby, a researcher and consultant, advised
Arkansas’s opo in 2021 and was astounded to learn that most calls about potential donors went
unanswered outside the nine-to-five workday and at weekends. Other opos, by contrast, sent
staff to hospitals within an hour of an alert about a prospective donor.

Each opo has a monopoly in the region in which it operates: the idea was that they should not
jockey with each other at a deathbed. But none has ever lost its contract, even though
performance varies hugely. If the bottom three-quarters of opos matched the top performers’
recovery rates in 2021, about 6,000 more organs would have been transplanted, or 17% of the
total from deceased donors that year.

Kidney been
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This will soon change. Laggards will be decertified in 2026 and taken over by high-performers
that bid for them. The group responsible for monitoring the opos is also due for a shake-up. In
July Congress passed a law to open bidding for parts of that job, which has been done for
decades by the United Network for Organ Sharing (unos).

Yet unrecovered organs are not the only reason America could do more transplants. A
surprising number of organs from deceased donors end up in the rubbish: more than a quarter
of kidneys and a tenth of livers last year. In the past few years unos have expanded the
geographical area in which organs can be allocated, increasing travel times and discard rates.
The system is “groaning under this new complexity”, says Peter Reese of the University of
Pennsylvania’s medical school.

Hospitals are often risk-averse, too. Discard rates are higher for organs of lower quality. Olivier
Aubert at the Necker Hospital in Paris and his colleagues found that between 2004 and 2014
America’s kidney-discard rate was twice that of France, which makes use of older kidneys.
During that time three in five kidneys binned in America would have been transplanted in
France. Extrapolation from French data yielded more than 132,000 unrealised life-years had
they been transplanted.

For elderly recipients, getting older or otherwise risky kidneys generally means better odds of
survival than staying on dialysis. But hospitals dislike using them for two reasons. First, they can
lead to more complications and thus require more resources, eating into margins. Second, if the
recipient dies soon after the transplant, hospitals suffer—a key measure used to evaluate them
is the survival rate of recipients a year after transplant. According to Robert Cannon, a liver-
transplant surgeon at the University of Alabama at Birmingham, hospitals succeed by being
excessively cautious and keeping patients with worse prospects off waiting lists.

Meanwhile, usable organs are going to waste. Sumit Mohan of Columbia University found that
kidneys of the same quality were 25% more likely to end up in the rubbish if procured on Friday
or Saturday. That would mean operating at weekends.

DP2: In USA, a lot of usable organs are disposed while many people waiting for organs. How can
we solve this problem?
DP3: Is there any problems in donation of organs in your country?
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Living to 120 is becoming an imaginable prospect
Efforts to slow ageing are taking wing
Sep 28th 2023

Want to live longer? For centuries the attempt to stop ageing was the preserve of charlatans
touting the benefits of mercury and arsenic, or assortments of herbs and pills, often to
disastrous effect. Yet after years of false starts, the idea of a genuine elixir of longevity is taking
wing. Behind it is a coterie of fascinated and ambitious scientists and enthusiastic and self-
interested billionaires. Increasingly, they are being joined by ordinary folk who have come to
think that the right behaviour and drugs could add years, maybe decades, to their lives.

Living to 100 today is not unheard of, but is still rare. In America and Britain centenarians make
up around 0.03% of the population. Should the latest efforts to prolong life reach their
potential, living to see your 100th birthday could become the norm; making it to 120 could
become a perfectly reasonable aspiration.

More exciting still, those extra years would be healthy. What progress has been made in
expanding lifespans has so far come by countering the causes of death, especially infectious
disease. The process of ageing itself, with its attendant ills such as dementia, has not yet been
slowed. This time, that is the intention.
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The idea, as we set out in our Technology Quarterly, is to manipulate biological processes
associated with ageing that, when dampened in laboratory animals, seem to extend their lives.
Some of these are familiar, such as severely restricting the number of calories an animal
consumes as part of an otherwise balanced diet. Living such a calorie-restricted life is too much
to ask of most people; but drugs that affect the relevant biological pathways appear to bring
similar results. One is metformin, which has been approved for use against type-2 diabetes;
another is rapamycin, an immunosuppressant used in organ transplants. Early adopters are
starting to take these drugs “off label”, off their own bat or by signing what amount to servicing
contracts with a new class of longevity firms.

off-label [#2] (FEZE) FDA DEERHD

Another path is to develop drugs that kill “senescent” cells for which the body has no further
use. The natural means for disposing of these cells, like a number of other repair mechanisms,
themselves weaken with age. Giving them a helping hand is not just a matter of tidying up.
Senescent cells cause all sorts of malfunctions in their healthy neighbours. “Senolytic” drugs
which target them pose obvious risks: it is hard to kill off one type of cell without
inconveniencing others. But the promise is clear.
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For true believers that is just the beginning. Groups of academic and commercial researchers
are studying how to rejuvenate cells and tissues by changing the “epigenetic” markers on
chromosomes, which tell cells which genes they should activate. These markers accumulate
with age; strip them back and you might produce the cells of a 20-year-old body inside one that
is in fact 65. Mimicking calorie restriction and clearing out senescent cells would delay ageing.
Boosters claim that epigenetic rejuvenation could halt or reverse it.
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One cause for concern is people’s brains. Slowing bodily ageing will not change the fact that the
brain has a finite capacity, and is presumably adapted by natural selection to conventional
lifespans. This is quite separate from worries about dementia, which is caused by specific
diseases. Society will thus have to find ways to adapt to the normal ageing in brains:
centenarians may, for instance, find themselves increasingly occupied with asking their ai diary
assistants questions for which once they would have remembered the answer.
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An even greater concern is that none of these ideas has yet been tested formally on people.
That is partly because drug-approval agencies do not yet recognise old age as a treatable
condition, making trials hard to register. By their very nature, such trials must follow thousands
of people over many years, adding to their cost and complexity. The lack of testing is also partly
because many of the initial proposals use out-of-patent molecules that are of little interest to
drug companies. Nevertheless some trials are now in the works. The Targeting Ageing with
Metformin trial (tame) will follow 3,000 Americans in their 60s and 70s to see whether the drug
does in fact aid survival overall. Such studies will necessarily take time. But more of them are
needed, and governments should be helping bring them about.

Any development that causes people to live healthily for longer, and to take fuller advantage of
what the world has to offer, is cause for cheer. Some people, observing billionaires’ interest in
longevity-promoting startups, worry that the benefits will be captured mainly by the rich,
leading to a class of long-lived Ubermenschen lording it over short-lived ordinary folk. But
technologies have a record of spreading, and cheapening as they do so. It is hard to imagine a
privilege more likely to spark rebellion than a ruling class that hoards age-treatments to escape
the great leveller.

The fact of many people living much longer would have wide ramifications. Most obviously,
working lives will be extended, as they have already as life expectancies have lengthened, and
possibly even more so for women, who will lose less of their careers to having children, perhaps
narrowing inequality in the workplace. Over time there could be deeper shifts. People who live
longer may care more about threats that are further away, such as the state of the world in
2100. Longevity permits the patient accumulation of capital, a factor in the emergence of a
middle class. And times when political power is exercised mainly by young men, such as the
Middle Ages in Europe, tend to be more violent than when older, cooler heads prevail. Families
will span even more generations and, presumably, larger networks of exes, half-siblings and
quarter-cousins. Will that atomise them, or bring them together? Will a surfeit of centenarians
marginalise the young, create a cult of youth—or both?

For ever and a day

People will seize on the elixir of life if it becomes available. Natural selection has no interest in
indefinite longevity per se: the traits that spread best are those that make organisms fit in their
prime; those that help them live on when reproduction is a distant memory must work through
children and grandchildren. Yet the visceral drive to cling to life is the most basic trait of all.
Indeed, it is prevailing today—to tantalising effect.
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A humanitarian disaster is under way in Nagorno-Karabakh
And Russia may also be destabilising its old ally, Armenia
Sep 28th 2023
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The war unleashed on September 19th by Azerbaijan against Nagorno-Karabakh, a separatist
ethnic-Armenian enclave, lasted less than a day. But it has ended a hostile stand-off that had
lasted more than 30 years, and prompted an exodus of tens of thousands of terrified people. It
has also placed Azerbaijan’s backer, Turkey, in a stronger position in the Caucasus as

Russia’s influence there withers.

Overwhelmed by Azerbaijan’s modern army, exhausted and starved by a nine-month blockade,
isolated from its Armenian motherland and betrayed by Russia, which took it upon itself to
provide security in the region, Nagorno-Karabakh had no option but to capitulate. As The
Economist went to press, around 65,000 of the enclave’s ethnic Armenians (from a pre-war
population of perhaps 120,000) had fled. Azerbaijan’s choice to attack the region rather than
pursue a Western-backed deal guaranteeing the civil rights of its Armenian minority means that
it is guilty of ethnic cleansing.

Not everyone has left, though many more will. For those who remain, it is vital that Azerbaijan
is held to account for any violation of human rights in the region now under its control. The
West needs to use whatever leverage it has. Azerbaijan’s elite likes to spend time and money in
Europe and America, so the threat of sanctions should speedily be made. Time is of the
essence. Too much has already been wasted.

The consequences of this one-day war, however, will stretch far beyond Nagorno-Karabakh.
The episode marks a shift in the balance of power in the Caucasus. Armenia’s sovereignty looks
more fragile than it has since the Soviet collapse in 1991. Russia, the regional hegemon since
the early 19th century, has been exposed as an impotent and treacherous friend to Armenia,
with which it has long had a military alliance. The West tried to work with Azerbaijan to avert
the outbreak and now looks thwarted. And Turkey, which backed this month’s assault by its
fellow Turkic state, is in the ascendant.

One cause of all this is changes within Armenia. Its rulers were once close to Vladimir Putin’s
Kremlin. But the ground shifted in 2018, when young protesters took to the streets of Yerevan,
its capital, and swept away a Russia-backed regime run by corrupt politicians, many of them
former warlords from Karabakh. Nikol Pashinyan, who led that velvet revolution and is now
prime minister, pledged to stay close to Russia. But Mr Putin never forgave him for coming to
power on the back of yet another popular uprising in the post-Soviet space. In 2020 Mr Putin’s
implicit acquiescence and Turkey’s explicit backing for Azerbaijan allowed llham Aliyev, its
leader, to launch a military attack against the enclave that left its status unresolved.

But the immediate cause of the chaos is Russia’s weakness. As Mr Putin floundered in his war
against Ukraine, Turkey and Azerbaijan saw an opportunity to press their advantage. Russia’s
president did nothing when Azerbaijan made a military incursion into the sovereign territory of
Armenia last year. Feeling betrayed, Armenia began to pivot to the West. It also conceded to
most of Azerbaijan’s demands and accepted Azerbaijani sovereignty over Nagorno-Karabakh.
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Mr Putin’s rage against Armenia has grown as it has tilted to the West. In his eyes Armenia’s
latest sin is its plan to sign up to the International Criminal Court, which has indicted Mr Putin
for his crimes in Ukraine. He may already be stirring up unrest in Yerevan. An even bigger risk is
that Azerbaijan will press on against Armenia itself and collude with Russia and Turkey to
impose a corridor across the south of the country. This would link Turkey and Azerbaijan’s
mainland, deprive Armenia of sovereignty and isolate it from its crucial border with Iran.

Desperate times

In the short run Western governments should help Armenia cope with the big influx of refugees
from Nagorno-Karabakh, and also help negotiate a fair—and hence enduring—peace deal
between Armenia and Azerbaijan. In the long run, the West should back Armenia’s efforts to
reduce its dependency on Russia and urge Turkey to normalise relations with Armenia and
open the countries’ long-closed border. That would bring trade and ease Armenia’s isolation.
With diplomatic skill, and good fortune, the chaos in the Caucasus may yet be contained.
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The lessons from Microsoft’s startling comeback
A bold bet on Al could help it overtake Apple as the world’s most valuable firm
Sep 28th 2023

“It is kinda like the Nineties are back,” crowed Satya Nadella, the boss of Microsoft, at a product
launch in New York on September 21st. He was referring to the glory days of the software giant,
when its Windows operating system was ubiquitous, profits were soaring and revenues
routinely grew by more than 30% a year. For a while Microsoft became the most valuable
company in the world. But success bred complacency. By the early 2010s sales growth had
slowed and profit margins had shrunk.

800



In the 2020s Microsoft has enjoyed a new heyday. Mr Nadella has put cloud computing at the
centre of the firm, rather than Windows, which has helped trim costs and boost profits. The
company’s operating margin has fattened from 29% in 2014 to 43%, the highest among
America’s biggest 50 non-financial firms by revenue. Investors seem happy. Since the prospect
of tighter monetary policy triggered a sell-off in tech stocks in November 2021, Microsoft’s
share price has beaten all its big rivals bar Apple.

Now Mr Nadella is charging ahead with another bold reorganisation, this time around artificial
intelligence (ai). Thanks in large part to its investment in Openai, the startup behind Chatgpt,
Microsoft has become the go-to firm for ai tools. A year ago most observers would have said
that was Alphabet, Google’s parent company, or Meta, Facebook’s parent. And ai may propel
Microsoft higher still, helping it reclaim the crown as the world’s biggest company from Apple.
Its remarkable reinvention holds wider lessons for businesses.

One is to be paranoid. When Steve Ballmer took over from Bill Gates in 2000, Windows was
sacrosanct at the firm. As a result, Microsoft failed to exploit big shifts in technology, such as
the emergence of the smartphone and cloud computing. It could have easily gone the way of
Kodak or BlackBerry. But under Mr Nadella, who was painfully conscious of the company’s
laggardly status, Microsoft became hyper-alert to promising new technologies. That prepared it
to move quickly on ai.

Another lesson is that firms do not need to do the inventing themselves. Microsoft has been
adept at working out how to bundle and sell technologies created elsewhere. At the event in
New York the firm launched “Copilots”, Chatgpt-like assistants, for various software offerings.
At their core sit the capabilities of Openai’s tools combined with a cloud-computing business
model pioneered by Amazon.

Microsoft now wants to apply a similar formula to its gaming business. It plans to combine its
cloud technology with the gaming assets and expertise of Activision Blizzard, its acquisition of
which seems more likely now that Britain’s trustbusters have signalled that they are happy with
the deal.

Compare this approach with that of invention-obsessed Google, which has made a cumulative
operating loss of $24bn in its moonshot “Other Bets” business since 2018. Amazon, too, has
invested heavily in technologies that have sci-fi appeal, but have so far failed to win over
customers. Three-dimensional screens for its smartphone were a flop, and take-up of its palm-
scanning technology at its grocery stores is sluggish. Both it and Google have thrown money at
delivery drones.

A final lesson is that exposure to the stockmarket creates the discipline needed to rein in
founders. Mark Zuckerberg, the boss of Meta, has already lost $40bn building his virtual-reality
dreams and plans to spend even more. He can do this because dual share classes give him 61%
of voting rights. Similarly the founders of Google, Sergey Brin and Larry Page, hold 51% of the
voting rights at Alphabet, which may explain why the company has struggled to thrive beyond
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search. Apple and Microsoft, by contrast, are older, no longer dominated by their founders—
and far more valuable.
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There are, inevitably, counter-examples. Sometimes a founder’s obsession turns into a money-
spinner. And too much paranoia can be a distraction. Yet Microsoft is the rare example of a
behemoth that has already carried out one successful reinvention and—if its bet on ai pays
off—could yet pull ahead further still. Its remarkable comeback is worth studying.
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The war in Ukraine is a powerful reason to enlarge—and improve—the EU
Nine new countries, including Ukraine, are vying to join
Sep 28th 2023

The horror of two world wars prompted France, West Germany and others to link arms and
create what is today the European Union. Seventy years on, war has returned to the continent.
Out of the rubble in Ukraine, something akin to the sentiment that moved the eu’s founding
fathers is stirring again. The talk now is of admitting as many as nine new members, including
Ukraine. Joining the world’s most successful club of peaceful, prosperous democracies would
set that war-ravaged country—and fellow aspirant members in the Western Balkans, Georgia
and Moldova—on a new and promising path.

For the eu itself it would also be nothing short of historic, completing a grand continental
union and marking the end of a process that started with victory over the Nazis. Bar one or two
future applicants (perhaps one day including Britain), the shape of the eu would broadly be
settled. But the way the eu works would have to change.

Expanding the eu from 27 to, say, 36 will be tricky. But after a long time when the idea of
enlargement was dormant—Croatia, the most recent new entrant, joined a decade ago—it is
back on the agenda. Leaders from across the continent, including aspiring new members, will
meet in the Spanish city of Granada on October 5th. The next day, those already in the club will
lay out what reforms will be needed to keep the show running with more (and more diverse)
members. An arduous process will follow. The applicants and the eu machine will both have to
change. A mooted date of 2030 for the completed enlargement is optimistic, but worth striving
for.
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Leaders considering the union’s future shape should remember that enlargement has been its
most successful policy. Grands projets like the euro, the single market and the regulation of
tech giants matter, but much of their value comes from the fact that their scope extends
beyond France and Germany to Finland, Greece, Slovakia and Spain. Imagine how much less
muscular the eu would have been in helping Ukraine had it not already embraced four
countries that border the war zone. Further enlargement could increase Europe’s geopolitical
heft, as France’s president, Emmanuel Macron, once a sceptic of expansion, now seems to
acknowledge.

The eu can no longer afford to string the nine would-be members along by letting their
applications drag on without a realistic hope of them joining. Leaving European neighbours in a
grey zone opens the door to those who would destabilise the continent, starting with Russia’s
Vladimir Putin. This unhealthy dynamic has fed the cynical and sometimes dysfunctional politics
of the six countries of the Western Balkans and the other three applicants. None of them will be
easy to integrate. Georgia, Moldova and Ukraine all have Russian troops occupying chunks of
their territory (as did Germany until 1990). All the current countries bidding to join are deemed
only “partly free” by Freedom House, an American think-tank. (Turkey, though technically still a
candidate, is a long way from being ready, alas.)

As it embarks on this mission, the eu should make three firm commitments. The first is a
message of hope to the applicants: as long as they undertake the reforms necessary to be
worthy members, they will be let in. A similar promise was made to the Western Balkans in
2003, but was promptly forgotten. Applicants must still meet the same criteria that others have
met to join the eu, in particular by upholding democracy. Conditions to join the euro should be
stringent. But those who make a good-faith effort should be offered more help as their journey
progresses. Some benefits of membership could be granted gradually as economic reforms take
root, including access to the single market. At the same time it must remain clear that the final
destination is full eu membership, not limbo on the outside.

The second commitment is that the eu’s own internal reforms must not delay the accession of
those ready to join. Yes, the union has to rethink its inner workings: a bigger eu will not be a
better one if it becomes gridlocked. Once it is enlarged to 36, it would be foolish to allow a
single country’s government to veto collective action, as is the case now for foreign affairs and
taxation. The common agricultural policy, which gobbles up a third of the bloc’s budget, will
need drastic reform and slimming to stop too many subsidies flowing to Ukrainian oligarchs
running farms the size of some eu countries. Letting in poorer members will shift development
funds away from some current recipients. But the eu should not keep the door shut while it
gets its own house in order.

The final imperative is to learn from past enlargements. Most countries that reform in order to
get into the eu stay on the right track, and grow both freer and more prosperous. But a handful
have taken a bad turn: Hungary and Poland have defied eu norms they signed up to. If the club
is to take a chance on newcomers with a shaky record of governance, it must have mechanisms
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to punish bad behaviour. A good place to start would be to make it easier for eu funds to be
withheld from dodgy regimes. This has rightly begun to happen.

Growing, growing, grown

The prospect of welcoming a batch of newcomers is daunting. But Europe, after thinking hard,
has leapt into the unknown before—and made it work. Greece, Portugal and Spain were all
brought in around a decade after they had toppled nasty dictatorships, and now thrive as
vigorous democracies. Between 2004 and 2007, the bloc took in a dozen new members, most
of which had been under the Soviet yoke. That nearly doubled the number of eu countries, and
upped the club’s population by 27%—nearly twice what is being proposed now. What then
seemed impossible is remembered now as inevitable and vital.

More than anything, if Europe is to count as a force in the world, it needs to show that it has
the capacity to act. Delaying enlargement because it is too difficult to carry out would weaken
the continent and thus the union at its heart, not least if Russian aggression today is followed
by American isolationism tomorrow. Dreadful as the circumstances of war are, they have
created the impetus for an eu that is both bigger and better. Europe must find a way to build it.
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Forget the shutdown. America’s real fiscal worry is rising bond yields
Watch Wall Street, not Washington
Sep 28th 2023

America’s congress is once again locked in a battle that could shut down the government—and
once again the fight is a costly addition to the country’s economic problems. If Congress and
the Biden administration do not strike a deal to fund the federal government, from October 1st
it may need to furlough employees and freeze non-essential payments. House Republicans
cannot even agree among themselves about what spending cuts to demand of the Senate and
the White House, with hardliners seeking to sabotage a bipartisan deal struck in the summer.

Yet the reckless brinkmanship in Washington is not even the main threat to America. It
concerns only the roughly 25% of America’s budget that is left when you set aside “mandatory”
spending, such as public pensions and health care. The country’s budget problems are far
broader—and they are getting worse by the month. To see why, you need to look not to
Washington but to worrying movements in bond markets.

The annual cost to America’s government of borrowing for ten years has risen to 4.6%, the
highest since 2007. Bond yields have been trending up since the spring, as investors have begun
to anticipate that the Federal Reserve will keep interest rates “higher for longer” to keep
inflation down—the opposite of the monetary-policy paradigm that prevailed before the
pandemic. But whereas the last time yields were this high the federal government had debts of
35% of gdp, today the ratio is 98%. Rising interest rates are therefore nearly three times as
painful for the budget.

As a result, the latest official projections show that this year the federal government will spend
2.5% of gdp on servicing its debts, a doubling in a decade. By 2030 the bill will be 3.2%,
equalling an all-time high and more than the cost of defence. Even this estimate is too
optimistic, because it was made before recent moves in bond markets, and so assumed that
ten-year yields would stay below 4%. A past estimate by the Manhattan Institute, a think-tank,
shows that rates at around today’s level would lead debt interest to consume nearly half of
federal tax revenues by 2051 unless taxes rise or spending is cut.
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The rising interest bill is already contributing to a gaping annual hole in the books.
Astonishingly, over the past year the free-spending Biden administration has presided over a
deficit of more than 7%—a level that is typically associated with war or recession. That binge
explains why interest rates are increasingly expected to stay high. Government borrowing
stimulates the economy, increasing the risk of inflation, leading the Federal Reserve to set
higher rates. A rule of thumb from one literature review suggests that America’s deficit is
supporting its interest rates by nearly three percentage points. Whether or not you believe
that, the vast deficit helps explain both why America’s economy has proved surprisingly
resilient to tighter monetary policy, and why its bond yields have risen more than those of the
euro zone, where deficits are lower; Germany’s ten-year bond yield is only 2.9%.

It would be foolish to expect interest rates to fall much while Uncle Sam continues to borrow
indiscriminately. Unfortunately, reckless fiscal policy seems likely to continue. Some tightening
is happening this year, as student-loan repayments resume. Yet that is only because a judgment
by the Supreme Court forced the Biden administration’s hand. Do not be fooled, either, by
Republicans clamouring to cut spending. Most of the long-term pressure on America’s budget
comes from rising mandatory spending, which nobody is willing to confront. Owing in part to an
ageing population, for example, the cost of Medicare, health care for the over-65s, will increase
by 30% relative to gdp over the next ten years.

The next big fiscal decision will be whether or not to renew Donald Trump’s income-tax cuts
which were passed in 2017 and which are due to expire in 2025—another factor that flatters
official forecasts for debt. Republicans will want to extend them; even Democrats will find it
hard to preside over tax rises that include a rough halving of the standard deduction (the
amount that can be earned before paying tax) and less generous tax credits for parents. If Mr
Trump is re-elected president, he will probably seek fresh tax cuts, too.

For the time being, America’s rising bond yields reflect only rising expectations for interest
rates, not the risk of prolonged inflation or default. But if politicians of all stripes continue to act
as if deficits do not matter even as borrowing costs rise, they will eventually find themselves
with an unpalatable choice between prolonged austerity and forcing the Fed to set monetary
policy with one eye on the budget—unleashing further inflation and compromising the stability
of the economy. Next to that, today’s shutdown skirmish would seem piddling.
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