Not long after America dismantled over two centuries of slavery and segregation, it embarked
on a project of “affirmative action”: legally sanctioned positive discrimination for African-
Americans (later expanded to other “under-represented minorities”) who wanted to go to
selective universities. At the time, the affront to liberal norms of fairness and equality under the
law was assuaged by the fact that the people who stood to benefit had been oppressed. Yet
after 50 years with more racial progress than setbacks, an applicant to America’s top
universities with the right skin colour still has a much better chance of getting in than one with
identical credentials but the wrong skin colour. On June 29th the Supreme Court ended the
scheme.

It was right to do so. That is because affirmative action rested on contorted constitutional logic.
It was also unpopular outside progressive circles. Worst of all, it didn’t work. America’s best
universities have never been representative, even with race-based affirmative action. The very
same universities favour the children of alumni and donors—a shadow, unjustifiable
affirmative-action scheme for the white and wealthy hidden behind the prominent one for
black and Hispanic applicants (many of whom were wealthy themselves).

The Supreme Court’s ruling will reverberate widely, encouraging lawsuits to end racial
preferences in other areas, such as government contracting. But the immediate impact will be
on universities, and the task is to ensure that it is beneficial.

Start with the shaky legal justification for race-conscious admissions. After the civil-rights era,
America began to try to live up to its constitutional promise to guarantee all its citizens due
process and equal protection under the law. That is why, in 1978, the Supreme Court justified
affirmative action not as reparations for a terrible past, but with the argument that diversity
promotes “cross-racial understanding and the breaking down of racial stereotypes”.

It was always odd that affirmative action was crafted for the benefit of black students’ white
peers. Nonetheless, top universities leapt on the rationale of diversity, using it to construct
racially balanced classes while suggesting that these were the happy result not of quotas, which
are banned, but of “race-conscious” holistic admissions schemes that treat people as
individuals rather than as avatars for their racial group.

In last week’s decision the court’s dissenting liberal justices claimed that the new ban “will
serve only to highlight the court’s own impotence in the face of an America whose cries for
equality resound”. In fact Americans were not happy with the old policy. Even liberal
Californians voted down a proposal in 2020 to reinstate affirmative action, banned in the state
since 1996. Polls show that many more Americans oppose taking race into account for
admissions than favour it. That is also true of Asian-Americans, who typically lean left but bear
the heaviest cost of race-based admissions because they are deemed to be “over-represented”
(despite suffering discrimination in their own right).

The court’s decision could yet become the catalyst for fairer admissions. The extraordinary
benefits that Harvard and Yale shower upon the children of alumni and donors make a mockery
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of meritocracy and progressivism. Those practices, the subject of a new legal challenge, should
go.

Universities seeking social justice should stop using race as a proxy for disadvantage and start
looking at the thing itself. Instead of giving a leg-up to members of groups that are on average
badly off, they should favour individuals who are poor. One trial found that simply offering
application-fee waivers to promising students from poor backgrounds dramatically increased
the chance of them ending up in highly selective universities.

The best universities may seek stealthy ways to preserve racial preferences. Many are dropping
requirements for standardised tests, which would make it harder to detect quiet discrimination
against members of unfavoured groups who shine in them. Writing to students and alumni,
Harvard quoted part of the majority opinion that opens the door to considering race if an
applicant were to write about it in a submitted essay. “We will certainly comply with the Court’s
decision,” it wrote, impishly.

Rather than coaxing a generation of minority students into drafting disingenuous adversity
statements—and continuing to admit a vast hereditary mediocracy through the back door—
universities like Harvard would do well to craft a fairer system of admissions. They should not
seek to protect the monied (albeit multicoloured) monoculture that they have created. Instead
they should take the chance to become the genuinely representative institutions that they
claim to be.

DP1: Do you agree with the article that affirmative action in university admissions should be
abolished?
DP2: How do you think Ivy Leagues such as Harvard should reform their admission process?

FAYADKRZIZBITEDT 77— T4 FOPavhERLEEINGITAIEGZSEA -
- g

FLT, BEZFDRIZCEDLDIFIEIYBRWNWEHEDIZHYFEHDOM

2023 6 A 30 H

MREFNDEICE > TEAHNHNIHRONEZRNELEDEAIN?FEEAEDANFTES TEHE
WEESEAEIA. BMNTRICEREINLIDTHNIE, E5ITRELLEETRTHADL
L\%)o

TAYAF, 2L EIZh - o TR - IEREE & N ERpEZEA L TRIbE <.
(727—T47 -F7o>avy &W57820x9 MIFEF LIz, B, ZOTOLA
EEFFLEVWDUATLGREICHT HBEIL. BEZZTHIUBICHIANINIES
NTWEWVWSERITE-THILIFonf, LML, AFBEDOESHEITZE EE 7= 50
FROBAETEL, TAVNWD—RRKEADEFEDS> L. IOBNELVERK. BRI

303



RLCTLAMDEBAELLGVNELY D, AFTELHEENEIINMIEL\DTH S, 6 A
29 B, ZEHHIFAEOFREZRLL-,

FNIEELN Oz FI7—T4T 7O aVEBEALREZLDRBEBIZEDSVTLY
f=-hof, £, EFMLET—I ILUNTETREE o=, RELGDIX. ThHEEL R
Mozl &z, FAVNMRBOKREE, NEICEDILKT7I7—XT47 - T7o2avhy
Hot-ELTH, RLTRRMEBRETEGEMN oIz, EIITECKREN., FEEDOFH
EDFHEZEBBELTVNEDE, Chld, BAPERNRZYIDOERESE (F0ZLIZEL
LBIETHo1=) OF-ODBERT 77— T4 - T7HUavDEIZENE-, AAY
BEBARZDEHD., BN =RELE T I7—XT47 T3 OEHEATH
%

EEBDHRILECREZTV, BFEDRNGEMDIBFTOAEBREREDELE
ROBDFBRERT A5, LHL, BEENGRZERIRZICRAESS, £LT, TAN
BERLGIDELDEIICTHIENFEETH S,

FTIFE. ABZEELEARZESET DEMBRUIMES VTSI ENDIRHE S,
NRERRZER T, TAVIRBIATORRISEEFHRE EEDTOFEFZREZREL
FTHEVWSEELDHNERZEFTAS ELIEDT=, NI E 1978 F, BREEET 77—
RT47F7ovarvEeE, VEVBRERICHTHHEL LTTREAGLS, SHMEN TAER]
DEREAEMNEEHR ORI ZRETDHIEVSIHIALTEZELEDOTHS,

TI27—XRT47T-F7o2avh. BAOZEENBAORBRED-HIZELNT-ELS
DIF. BIZHFWLGI Lo, TRIZEMDDLT . —RREBEF XA N—2T 1 DER
[TF’Y ., NERIINSVADENT=) SREED=OHICTAN—CT o ZFAL. Th
PEIEEATNEIF—2HITREELS, NI L—TORMELTTRHALS, BAEL
TS TAEZEB L] ERNTARANEOERGLERKETHLICEEZTRL,

FBEDFERT, HFFORFMKTHASAUANTILIRODFIE-BIE. COHELGELESIE
[FEERODWUNELTAYAZRINZLT, BF¥FEEDEASEZRIL-ETSET
21 EFERLz, EE. 7AUAARBBERICHERLTWEN 5Tz, URZIILEAHY D
AIW_THETETZR., 1996 FUERMTELEINATWEIT7 77— T4 7o 3
VEBERIEDHEND 2020 FOREFBRL-, HBARICENIE, ARICATEZE
BITAHAZEICRFMTEHETAVAAF, BRTATAVAALYEZL, ChIFT7TIOTHR
FAYANIZEEZADZ LT, Wold—RBRMICEIRFY A, (HoBENEMERIT
TWABIZEhdhbhind) TBEEREKR] EHEINDH, ABIZEDCARORELEEN
JXMEEELTWS,

SEDHRF, FYRXELGARZRE I SE>MIFITGEEML LGN, /N—/N—FX
FOAM T —LKREDN, EREPHFEMNEBOFRICHANGEEZEATVWSI LI, EAE

304



BEVESEREZERBFIHVIDTHD. FLEERFORRELGOTVE DX S LHIE
TIE. PHERETH S,

HEERZERTHIRZL. ABZTAGKEOKARZELTESDZPH. FHGTK
REZDLDICEZMITERETHD, FHMICEFEFNLGWITIL—TOAN—%BET
DTG, BELWMEAZBEINETHD, HHHART. BREHEORELRFLE
[CHEHRRERMT ST T, HEXKFICAETETLAREEIREBNIZTESII LN
Hmh ot

BELGREEF. ABHEBEEEZHEFT A, CoZYELEAZEZERT HHD
Lhil, E<LOREEF. BELESNETAMOEHZRYTIFESELTLSD, C
NTIE. TRMIEELETFGITIL—TDAN—ICHT 58N EERNEHKRT S
ENELLLGD, N—N—FKRZE, PEPEZEAIFETEXET., 2HERO—&%
SIAL. SEEMNMREE LA ABISOVWTENVEE. ABZEEY HMF ZH
W N—/N—=FREZ[E, TRAELBEEHFTOREICDTRNET ] EWV=F 520FL
ETL%,

N—=N—FDEIBRZX, AIHKRIOTA/ VT ADEEZLREOHIMNALT, FHE
BERERASERY ., BRAGCHENOABLGFEZROAZSIERILYTIELY
L, FYRFELBARTEZBELEEINEVESS, N—N—FDKIGKZEE, B
D=bMEY EIF-E81G (BEYEYLRXWR) B/ ALFY—&F55L9RE
TGV, EORDYIZ, BALLAERT DL I BEICKRMUGCHEFREICLG LT
Y IREDDERETH D,

305



i
Shine a light for the whole world over

Nuclear reactors under construction
At June 22nd 2023
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America aims for nuclear-power renaissance
The Biden administration is pouring billions into the industry. The payoff isn’t certain
Jun 25th 2023 | IDAHO FALLS

After the second world war, America’s new Atomic Energy Commission was on the hunt for a
remote site where engineers could work out how to turn the raw power contained in a nuclear
bomb into electricity. They settled on the desert shrubland of south-eastern Idaho. Towns in
the area fell over themselves to compete for the headquarters of the reactor test site, seeing it
as a catalyst for growth. Idaho Falls, then a city of 19,000, launched what it called “the party
plan”. Locals wooed officials at lunches, cocktail parties and on city tours. The guest lists
included women who were “as winsome as possible” to make the town seem attractive to the
(male) engineer in charge of choosing.

The plan worked. Nearly 75 years later, Idaho Falls (population 67,000) remains home to the
test site’s successor and the centre of nuclear-power research in America: the Idaho National
Laboratory (inl).

Now America’s nuclear-power industry is partying again. Nuclear is a carbon-free alternative to
other sources of steady baseload power, such as coal and gas. Nuclear reactors are much
smaller than wind or solar farms, which sprawl across landscapes and attract legal challenges
from groups with other ideas on how the land should be used. The need to limit greenhouse-
gas emissions has spurred liberals, historically wary of nuclear’s toxic-waste problem, to rethink
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their stance. In America 46% of Democrats favour using nuclear energy for electricity, the
highest proportion in a decade. Republicans have long approved of it.

But the biggest reason for celebration is the billions of dollars the Biden administration is
pumping in through the Inflation Reduction Act (ira), which made nuclear power eligible for the
same tax credits as renewables like wind and solar; and the Infrastructure Investment and Jobs
Act of 2021, which created a $6bn fund to help keep existing plants running. The administration
is even offering developers a bonus tax break if they build reactors in fossil-fuel areas, such as a
coal-mining town, to funnel workers into green jobs.

Boosters predict an atomic renaissance after decades in the dark ages. Nuclear provides about
19% of America’s electricity generation, but at least 13 reactors have been shut down since
2013 alone. California had planned to shutter its last remaining nuclear plant, Diablo Canyon,
which provides 9% of the state’s power. It is now using a $1.1bn grant from the infrastructure
law to try to extend the plant’s life. West Virginia repealed a ban on new reactors. Bill Gates,
who founded TerraPower, a nuclear startup, has expressed interest in building a plant there.
The Nuclear Energy Institute (nei), a lobby group, counts 12 states that passed laws in 2022 to
help keep plants running, and attract new ones.

The Department of Energy (doe) is praying that the party turns into a fully fledged rager. A
recent report from the doe suggests that America could triple its nuclear-power generation, to
300 gigawatts, by 2050, the year by which the Biden administration has pledged to reach net-
zero emissions. This push would be driven by the development of new advanced reactors that
the doe is helping to fund.

But three massive difficulties could dampen the mood. The first is cost. Because their designs
are so technical and take years to get approved, nuclear plants are extremely expensive to
build. The doe estimates that nuclear reactors need to cost about $3,600 per kilowatt to be
built quickly around the country. But first-of-their-kind reactors are costing anywhere from
$6,000 to $10,000 per kilowatt. And an era of elevated interest rates will only complicate
matters. NuScale, a startup building a small modular reactor on inl’s campus, recently said that
the cost of its project would surge by 75%, to $9.3bn, because of inflation and higher interest
rates.

The second question bedevilling some nuclear startups is where they are going to get fuel.
Before the uranium from mines can be plugged into a reactor, it needs to be processed. Russia
dominates uranium processing, and is the world’s only commercial supplier of high-assay, low-
enriched uranium (haleu). Ever since Russia invaded Ukraine last year, American lawmakers and
executives have felt queasy about buying Russian uranium. Republicans in Congress have
introduced several bills to reduce imports. But TerraPower needs haleu for the reactor it is
planning to build in a coal town in Wyoming. In December the firm said the plant would be
delayed by at least two years for lack of fuel. The doe is scrambling to provide firms with an
alternative, and plans to release a national uranium strategy this year.
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Add to that the dilemma over what to do about spent fuel. Nevadans remain wary that the
federal government will force them to accept the country’s uranium waste at Yucca Mountain,
where an underground repository was long planned. Instead Jennifer Granholm, the secretary
of energy, said recently that the agency will spend $26m to search for communities willing to
host the waste until the government can find a permanent solution. But even a temporary
home could take up to 15 years to build.

Third, officials are worried about finding enough workers to build and operate new nuclear
plants. The doe reckons that America will need an extra 375,000 workers to meet its 2050
target. “The very near term is going to require the skilled trades: electricians, metal workers,
fabricators, construction,” says Kathryn Huff, the head of the doe’s Office of Nuclear Energy.
The need for reactor operators and nuclear engineers will come later.

It is an exciting prospect for a president hellbent on reviving American manufacturing. “Jobs are
coming back, pride is coming back...This is a blue-collar blueprint to rebuild America,” said Mr
Biden in his latest state-of-the-union message. But in a tight labour market it is unclear where
all those workers will come from.

Ask officials and industry people, and the success of American nuclear energy is not just crucial
for tackling climate change, but also for national security. America is competing with Russia and
China to be the world’s supplier of advanced nuclear technology. Of the 40 reactors being built
since 2015 that use Russian technology, 27 are outside Russia’s borders, according to nei. China
has more reactors under construction than any other country (see chart). America’s State
Department has set up partnerships with more than a dozen countries to help them fund and
develop nuclear-energy programmes and, eventually, small modular reactors.

NBIE D a— )L Rl T9, SMR (Small Modular Reactor) & £IFEIEh, HREEETH
ENEDHDLNTWVET, TOHEEF—T—FTHLbLITETNIE, B TED
a—b) T2BH] O3 28HBIFoNFET, RFFEE M) 12T5E. REDRF
FEYERAPTLLBYET,

The next decade is crucial: four small modular reactors are scheduled to come online by 2030.
Cost overruns, permit delays and fuel shortages can easily halt construction. The fate of
NuScale’s Idaho plant may be decided this year. The electricity wholesaler in Utah that is
developing the reactor with the startup wants its customers, which are small towns in the
region, lined up to buy 80% of the plant’s power by the end of the year. It is currently at 26%. If
it can’t hit the target, says Mason Baker, the wholesaler’s chief executive, “we’re able to
terminate the project”.

Nuclear energy has not spurred this much excitement since Idaho’s towns were competing for

the reactor test site in 1949. But sceptics have heard industry leaders crow about a nuclear
renaissance before. “We’re now on the fourth or fifth nuclear renaissance,” warns David
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Schlissel of the Institute for Energy Economics and Financial Analysis. There might yet be reason
to celebrate, but the bubbly should probably be kept on ice.

DP1: In the article, David Schlissel of the Institute for Energy Economics and Financial Analysis
says “We' re now on the fourth or fifth nuclear renaissance.” Do you agree that this
"nuclear renaissance" will come true while it faces a lot of difficulties ?

DP2: What is your country's government's attitude for nuclear power? Do you support it ?
DP3: What's kind of difficulties does your country have related to nuclear power ?
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The new Asian family
East Asian governments must try to manage a momentous social change they cannot prevent
Jul 6th 2023

The concept of “Asian values”, once championed by leaders across the region, went out of
vogue after the Asian financial crisis of 1997. The idea that East and South-East Asia’s
disciplined governments had a unique economic edge over the decadent West suddenly
seemed less compelling. Today in prosperous East Asia a different facet of those ballyhooed
values is looking even more parlous. In China, Japan, South Korea and Taiwan, Asians’ supposed
commitment to conservative family life is collapsing. As we report in our Asia and China
sections this week, millions of young people are opting for looser, often lonelier and—in the
East Asian context—less male-dominated arrangements. In a region that is home to over a fifth
of humanity, the socioeconomic and demographic consequences will be vast, potentially
destabilising and will shape millions of lives.

In Japan, where the shift first became evident, married couples with at least one child
accounted for 42% of households in 1980, and single people 20%. That has flipped. In 2020
couples with children accounted for 25% of households, and singletons 38%. And the decline is
continuing. Last year 17% of Japanese men and 15% of women aged 18-34 said they would not
marry, up from 2% and 4% in the early 1980s, and China recorded its lowest-ever number of
marriages, half as many as a decade ago.

In some ways young Chinese, Japanese, Taiwanese and South Koreans are following a path
charted in rich countries elsewhere. Between 1960 and 2010 Europe’s marriage rate fell by half,
for many of the reasons that are now driving down East Asian rates. To many people, marriage
seems increasingly anachronistic and unaffordable. Across East Asia it is still widely understood
in Confucian terms, as the union of a dominant man and submissive woman. In South Korea a
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married woman is referred to as Jip-saram, or “home person”, and her husband as Bakat-
yangban, or “man outside”.

High property prices are an added disincentive to setting up a marital home. Alternative
domestic arrangements are becoming more accepted; besides singledom, they include
intergenerational flat-sharing and, less often, cohabiting and gay partnerships. And growing
numbers of middle-class women are putting off marriage to concentrate on their careers.

Traditional values are hard on women at work, too. East Asia has some of the world’s best-
educated women, yet its overall record on female empowerment is poor and in some ways
worsening. On the World Economic Forum’s gender-equality ranking of 153 countries, China—
where women are said to “hold up half the sky” —slipped from 63rd in 2006 to 102nd in 2022.
South Korea has the widest gender pay gap in the oecd.

REICE, [HBXR] EVWSEELNH D, .. BREFOEZELTVET,

If most of this sounds familiar, two things make East Asia’s great social change distinct and

hugely troublesome. First, the taboo against having children outside marriage remains as rigid
as ever. Across the oecd, 40% of births are outside wedlock. In Japan, South Korea and Taiwan
less than 5% are. (The figure in China is unavailable, revealingly, but not thought to be higher.)

The result is a plummeting fertility rate. South Korea’s, at 0.78, is the lowest recorded
anywhere and Taiwan’s only slightly higher. Japan’s and China’s are just above half the
replacement rate. China’s cruel one-child policy, now replaced by panicked officials with calls to
have three, exacerbated its demographic squeeze. But as the regional picture shows, it would
have happened anyway. The total population of the four East Asian countries is predicted to
shrink by 28% between 2020 and 2075.

replacement level fertility A B [#FE - HRIEMEF] KEOCAONRIAMIZEET HH

The second problem is that the region’s governments are making the situation worse. None
seriously broaches the only policy guaranteed to revive East Asia’s flagging demography: mass
immigration. Their main response is to try to resuscitate marriage with economic perks—
including tax breaks and subsidised weddings—with little success. South Korea’s president,
Yoon Suk-yeol, admits that his country has, in essence, squandered 280trn won ($215bn) on
such policies. Worse, he and his counterparts in China and Japan are doubling down on the
conservative approach that their citizens increasingly object to.

South Korea’s previous administration sought to extend benefits to single parents and
unmarried couples. Mr Yoon, who blames the low fertility rate on feminism, has put a stop to
that. Under Xi Jinping, China promises its citizens a Confucian revival and arrests gay-rights
activists. Japan’s ever-ruling Liberal Democratic Party is also against reforming marriage,
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including by refusing to make it available to gay couples, although most voters want to see that
change.

There are pockets of progress, notably in Taiwan, which recently took a more liberal course. It
has legalised same-sex marriage and in May permitted gay couples to adopt children—though it
is too soon to know whether these changes will show up in the statistics. But the region as a
whole is stuck between modernity and tradition, suffering some of the worst effects of both.
East Asians are free to disdain traditional family roles, but not to redefine them. That is why
millions resort to childlessness and solitude.

Governments should try to complete this lopsided revolution. Even if social change is not
entirely within their grasp, and does not happen overnight, they can at least stop resisting it. To
make family life more attractive, they need to deal with its gender imbalances as well as its
costs by, for example, making paternity leave routine. They should look beyond heterosexual
marriage, as their citizens have, and extend legal recognition to cohabiting, gay and other non-
traditional arrangements—and afford them the support married couples now enjoy, especially
over child-rearing. It is self-defeating and outrageous that China prevents single women from
freezing their eggs, or that Japan makes it nearly impossible for gay couples to foster children.

Let them not wed

Such policies would not fix the region’s demography. But they would have a more positive
effect on it than the current ones. More important, they would leave millions freer to lead the
lives they choose, especially women and gay people. East Asian governments have overseen
the greatest-ever economic boom. Now they must attend to their citizens’ happiness and
liberty.

DPs

1. Why are the East Asian governments

-a. trying to resuscitate(revive) marriage giving economic perks such as tax breaks and
subsidized wedding, knowing such policies are less successful?

-b. reluctant to make their (mass)immigration policy more active?

2. Do you think the East Asian governments are to blame as their policies are against the social
changes? Are their governments able to change their people’ s family values?
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Source: Bureau of Economic Analysis

“Greedflation” is a nonsense idea
Inflation is the result of economic policy mistakes and war, not corporate avarice
Jul 6th 2023

TJ)—=—FIL—2 a3 eENFBETELLIFEOTLOHIZ. 12T LZFARICL
T. REUEICEERZSIEEITHIKRE, & [FEIR] greed (58%K - EAR) +inflation

Inflation is high, and the search is on for the culprit. The latest in the frame in Europe is
profiteering businesses. The idea that greedy companies were to blame has taken a knock in
America, where corporate profits are falling even as consumer prices continue to rise too fast.
But that has not stopped the notion taking hold across the Atlantic. The imf has found that
higher profits “account for almost half the increase” in the euro zone’s inflation and Christine
Lagarde, the president of the European Central Bank, has at times seemed sympathetic to the
argument. In Britain the government has asked regulators to look for evidence of price gouging;
on July 3rd the competition watchdog added fuel to the fire with a finding that supermarkets
had increased their margins on petrol between 2019 and 2022.

inthe frame : LEDBTEHREMNIToNT
price-gouging : EE{EL(F. {lHEDY LIF
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The “greedflation” thesis is in part a reaction against another common explanation for inflation:
that it is driven by fast-growing wages. Central bankers live in fear of wage-price spirals. Last
year Andrew Bailey, governor of the Bank of England, asked workers to “think and reflect”
before asking for pay rises. The remark was incendiary because the inflation that has troubled
the rich world since 2021 has largely left workers worse off. Wages have not driven prices up
but lagged behind them.

Yet to argue that companies must therefore be to blame is to confuse cause and effect. In
America the profit margins of non-financial corporations surged after vast fiscal stimulus during
the pandemic, which amounted to more than 25% of gdp and included three rounds of cheques
sent directly to most households. The infusion of cash into the economy—which the Federal
Reserve chose not to offset with higher interest rates—set off a consumer-spending boom that
overwhelmed the world’s covid-strained supply chains, disrupting other economies. With too
much cash chasing too few goods, it was inevitable that companies would make more money.
Then, after Russia invaded Ukraine, companies producing energy or food also found themselves
selling into a shortage. Their prices and profits shot up.

Europe’s economy has not overheated as quickly or to the same extent as America’s. But the
euro zone has recently spent 3.3% of gdp subsidising energy bills and its interest rates are still
too low given the underlying rate of inflation. Today it is displaying familiar symptoms: high
core inflation, high profits and wages that are surging in a tight labour market. It seems likely
that profit margins there will also follow America’s downwards; analysts expect the profits of
listed companies to decline this year.

Regardless, the fact that companies raise their prices in response to shortages is not only
defensible but desirable. The alternative to letting the price mechanism bring supply and
demand into line is to rely on something worse, such as rationing or queues. Though there may
be examples of opportunistic or anti-competitive behaviour, the effects are unlikely to have
been material. British supermarkets increased their profits by 6p (50.08) on a litre of petrol,
which today costs £1.46, but they did so at a time when the peak rate of annual fuel inflation
was 129%. Properly measured, economy-wide profit margins have not surged in Britain.

Ms Lagarde has said that it would be desirable for profit margins in the euro zone to fall. She is
right; such a decline would be disinflationary and would restore workers’ share of the economic
pie. But that does not mean that a crackdown on corporate greed is needed. Instead, monetary
and fiscal policymakers need to continue to correct the error of excessive stimulus by raising
interest rates and tightening fiscal policy.

The right lesson to draw from the past two years is not that companies have got greedier, but
that workers suffer when policymakers let inflation run out of control. All the more reason, in

short, to care about price stability in the first place.

()y—K2L—3v) EFoe REBEZ
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A Lego-lover’s guide to preparing for the Al age
How to transform companies for the digital era, brick by pixel
Jul 6th 2023

In london’s design museum, an exhibition currently on display by Ai Weiwei, a Chinese artist,
includes a 15-metre-long work called “Water Lilies #1” based on the triptych by Claude Monet.
Look closely and it is made of 650,000 Lego bricks—which integrates Monet’s impressionism
into what Mr Ai calls a “digitised and pixelated language”. That is a good analogy for Lego itself.
The Danish toymaker is on a long-term mission to digitise and pixelate its own fount of human
creativity: the plastic brick.

Three digital experts from McKinsey, a management consultancy, profile Lego’s transformation
as part of their new book, “Rewired”, which outlines the dos and don’ts for businesses
rebuilding themselves for the age of digitisation. Beware: the language of digital transformation
is treachery to common English. It sounds more like corporate yoga than a marathon of
software development. Executives need to be aligned. Teams are pods. Be agile. Define your
downward-facing domains. McKinsey, drawing lessons from 200 firms, provides clarity despite
the mumbo jumbo. But to make it easier on the ear, Schumpeter will use Lego as a guide to
help illustrate some of McKinsey’s insights. Call it the yellow-brick road to generative artificial
intelligence (ai).

First, it is a long hard road, littered with failures. Lego is a rare success story. Its journey started
in 2003 with a near-death experience when, amid the rise of video-gaming, it panicked and
went on a madcap innovation spree that almost bankrupted it. To fix one of the main problems,
chaos in the supply chain, it introduced a single enterprise-software system globally. The
system survives to this day, scaling up as Lego expands into new markets, such as China, new
formats, such as e-commerce, and new factory locations, such as America and Vietnam. To
prepare for a world of pixelated play, Lego launched digital games on the “Star Wars” theme
and developed franchises of its own, such as Ninjago and Chima, with video games, films

and tv shows that turned into hits.

In 2019 Lego launched a new five-year transformation drive aimed at adapting to a world of
direct-to-consumer sales, online versus big-box retailing, and digital play in the screen age. The
timing was inspired. It started shortly before the world went into lockdown as a result of the
covid-19 pandemic, when having a digital strategy became a matter of life and death. It quickly
produced results. Although it is hard to strip out the exact contribution of digitisation, since
2018 Lego’s sales have almost doubled, to more than $9bn, outpacing those of Mattel and
Hasbro, its main rivals. In 2022 visits to its online portal rose by 38%. It has teamed up with
Epic, a video-gaming firm, to explore the metaverse.

Yet the journey is still a hard one. The difficulties include moving from a system where success
is measured by sales store-by-store to one judged by how good the company is at selling online
across the globe, how it is ranked on Google and Amazon, and how effective its software is. The
McKinsey authors emphasise such challenges on the first page. In a recent McKinsey survey,
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they say, about 90% of companies had some kind of digital strategy, but they captured less than
a third of the revenue gains they had anticipated. Moreover, the success rate is more uneven
within industries than it is between them. The best retailer may be more digitally productive
than an average high-tech firm, and the worst retailer may be as bad as the worst government
entity.

To make a success of it requires learning the second lesson: what McKinsey calls having a top-
down strategy and a road map (or in Lego terms, a clear instruction manual). For Lego, it helped
that the family-owned business had long had a command-and-control approach to
management. Its digital strategy involved a single plan, created by a 100-strong executive team
and approved by the board, that encompassed the whole organisation. McKinsey notes that
when transformations stall, it is often because executives talk past each other, have pet
projects, spread investments too thin or have “more pilots than there are on an aircraft-
carrier”, as Rodney Zemmel, one of the authors, puts it. It also needs to be ambitious enough to
generate momentum, with financial results measured constantly. McKinsey’s rule of thumb is
that a digital transformation should aim to increase earnings before interest, tax, depreciation
and amortisation by 20% or more.

Third comes the question of whether to build a new digital infrastructure or buy it. The answer
is mostly to build. Rather like Lego’s eight-studded bricks—six of which can be combined 915m
ways—there are many software applications on the market that can be combined to create
proprietary systems. But the job of orchestrating them should not be outsourced. Take Lego: it
started its latest digital transformation with engineers making up less than 30% of staff. Since
then it has increased the number of systems and software engineers by 150%. Mr Zemmel
notes that five years ago, the trend was to hire from Silicon Valley. That was “a good way to
change the company dress code, but not a great way to change the company culture”. Since
then more companies have been retraining their existing tech workers and embedding them
throughout the organisations in more front-line roles.

The gen-Al Weiwei way

Some of these lessons apply to generative ai. Mr Zemmel says it is relatively easy to launch
pilots with the technology, such as the humanlike Chatgpt. The problem is embedding

the ai models across the organisation in a safe, unbiased way. It needs a top-down strategy. As
for building or buying, Mr Zemmel says it may be a “waste of time” to build proprietary models
when the software industry is doing that anyway. The key is to work in-house on the things that
give you a decisive advantage in the market. For Lego, ai is still in the future, though some of its
brick enthusiasts are already using Chatgpt-like programs to come up with new ways of building
things. Mostly they fail, but one day anyone may be able to create a Monet. The yellow-brick
road is unending.

DP1: hire or retain?
DP2: build or buy?
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A new era of high-tech war has begun
Technology has transformed the battlefield. Democracies must respond accordingly
Jul 6th 2023

Big wars are tragedies for the people and countries that fight them. They also transform how
the world prepares for conflict, with momentous consequences for global security. Britain,
France and Germany sent observers to the American civil war to study battles like Gettysburg.
The tank duels of the Yom Kippur war in 1973 accelerated the shift of America’s army from the
force that lost in Vietnam to the one that thumped Iraq in 1991. That campaign, in turn, led
China’s leaders to rebuild the People’s Liberation Army into the formidable force it is today.

A—L Xy T—IL- 94—, BARTEEE LT VYHDEFEDH (Yom Kippur)IZ.
TSTRESYTFHRARSTILEEEENSOKHE LT (1973~1974 &)

The war in Ukraine is the largest in Europe since 1945. It will shape the understanding of
combat for decades to come. It has shattered any illusions that modern conflict might be
limited to counterinsurgency campaigns or evolve towards low-casualty struggles in
cyberspace. Instead it points to a new kind of high-intensity war that combines cutting-edge
tech with industrial-scale killing and munitions consumption, even as it draws in civilians, allies
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and private firms. You can be sure that autocratic regimes are studying how to get an edge in
any coming conflict. Rather than recoiling from the death and destruction, liberal societies must
recognise that wars between industrialised economies are an all-too-real prospect—and start
to prepare.

As our special report explains, Ukraine’s killing fields hold three big lessons. The first is that the
battlefield is becoming transparent. Forget binoculars or maps; think of all-seeing sensors on
satellites and fleets of drones. Cheap and ubiquitous, they yield data for processing by ever-
improving algorithms that can pick out needles from haystacks: the mobile signal of a Russian
general, say, or the outline of a camouflaged tank. This information can then be relayed by
satellites to the lowliest soldier at the front, or used to aim artillery and rockets with
unprecedented precision and range.

This quality of hyper-transparency means that future wars will hinge on reconnaissance. The
priorities will be to detect the enemy first, before they spot you; to blind their sensors, whether
drones or satellites; and to disrupt their means of sending data across the battlefield, whether
through cyber-attacks, electronic warfare or old-fashioned explosives. Troops will have to
develop new ways of fighting, relying on mobility, dispersal, concealment and deception. Big
armies that fail to invest in new technologies or to develop new doctrines will be overwhelmed
by smaller ones that do.

Even in the age of artificial intelligence, the second lesson is that war may still involve an
immense physical mass of hundreds of thousands of humans, and millions of machines and
munitions. Casualties in Ukraine have been severe: the ability to see targets and hit them
precisely sends the body-count soaring. To adapt, troops have shifted mountains of mud to dig
trenches worthy of Verdun or Passchendaele. The consumption of munitions and equipment is
staggering: Russia has fired 10m shells in a year. Ukraine loses 10,000 drones per month. It is
asking its allies for old-school cluster munitions to help its counter-offensive.

Verdun : 1940 £ - FM VEDERZEZ(T. BEME%E,

Passchendaele : 5— Rt R KERDFEEREIRIZH (T D FELGE LY

Eventually, technology may change how this requirement for physical “mass” is met and
maintained. On June 30th General Mark Milley, America’s most senior soldier, predicted that a
third of advanced armed forces would be robotic in 10-15 years’ time: think of pilotless air
forces and crewless tanks. Yet armies need to be able to fight in this decade as well as the next
one. That means replenishing stockpiles to prepare for high attrition rates, creating the
industrial capacity to manufacture hardware at far greater scale and ensuring that armies have
reserves of manpower. A nato summit on July 11th and 12th will be a test of whether Western
countries can continue to reinvigorate their alliance to these ends.

The third lesson—one that also applied for much of the 20th century—is that the boundary of a

big war is wide and indistinct. The West’s conflicts in Afghanistan and Iraq were fought by small
professional armies and imposed a light burden on civilians at home (but often lots of misery on
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local people). In Ukraine civilians have been sucked into the war as victims—over 9,000 have
died—but also participants: a provincial grandmother can help guide artillery fire through a
smartphone app. And beyond the old defence-industrial complex, a new cohort of private firms
has proved crucial. Ukraine’s battlefield software is hosted on big tech’s cloud servers abroad;
Finnish firms provide targeting data and American ones satellite comms. A network of allies,
with different levels of commitment, has helped supply Ukraine and enforce sanctions and an
embargo on Russian trade.

New boundaries create fresh problems. The growing participation of civilians raises legal and
ethical questions. Private companies located outside the physical conflict zone may be subject
to virtual or armed attack. As new firms become involved, governments need to ensure that no
company is a single point of failure.

SPOF & (X, Single Point Of Failure DEEXFZ D% ITI-H DT, BAETIE IE—EE
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FIELTLESES DI ETT,

No two wars are the same. A fight between India and China may take place on the rooftop of
the world. A Sino-American clash over Taiwan would feature more air and naval power, long-
range missiles and disruptions to trade. The mutual threat of nuclear use has probably acted to
limit escalation in Ukraine: nato has not directly engaged a nuclear-armed enemy and Russia’s
threats have been bluster so far. But in a fight over Taiwan, America and China would be
tempted to attack each other in space, which could lead to nuclear escalation, especially if
early-warning and command-and-control satellites were disabled.

Silicon Valley and the Somme

For liberal societies the temptation is to step back from the horrors of Ukraine, and from the
vast cost and effort of modernising their armed forces. Yet they cannot assume that such a
conflict, between large industrialised economies, will be a one-off event. An autocratic and
unstable Russia may pose a threat to the West for decades to come. China’s rising military clout
is a destabilising factor in Asia, and a global resurgence of autocracy could make conflicts more
likely. Armies that do not learn the lessons of the new kind of industrial war on display in
Ukraine risk losing to those that do.
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NATQ’s promises to Ukraine mark real progress
But the alliance has much more work to do
Jul 12th 2023

As he headed to nato’s gathering in Vilnius, a tetchy Volodymyr Zelensky called it
“unprecedented and absurd” that Ukraine was apparently not being given a clear promise of
speedy membership of the alliance. If that was meant as a last-ditch attempt to twist arms, it
failed. The final communiqué, as he feared, refers to a need for conditions to be met and for
allies to agree, even as it avoids dates and timelines.

That may have cheered Vladimir Putin, who is always on the lookout for signs of Western
disunity in the face of his gory invasion of his neighbour. The reality, however, is different.
Though the summit could have done more, and avoided the impression of differences with
Ukraine, it inflicted several reverses on Russia’s president, with the promise of many more to
come.

Mr Putin’s first defeat was over a different expansion of nato. Turkey’s president, Recep Tayyip

Erdogan, said he is dropping his objections to Sweden’s membership, enabling it to follow its
Nordic neighbour, Finland, into the alliance. That will strengthen the Baltic states and the High
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North, and tie up more of Mr Putin’s resources should he attempt mischief
against nato anywhere along its frontier.

Mr Erdogan has hitherto been equidistant between Russia and nato. Coming after his defiance
of Mr Putin earlier in the week, by repatriating some captured Ukrainian defenders of Mariupol,
the concession on Sweden marks a shift. A Turkey that is bound more tightly into the alliance is
a diplomatic plus.

Mr Zelensky also got more than he initially thought. nato was never going to admit Ukraine
while intense fighting is going on, because that would have risked direct fighting between
Russia and the West, which could threaten nuclear escalation. But Ukraine has been offered an
accelerated process for membership once the war is over. The alliance has agreed to waive the
requirement for Ukraine to go through an arduous “membership action plan” before it is
admitted. Although a promise that admission will happen quickly after hostilities cease would
have been better, this also marks a step forward.

Even that is somewhat beside the point. For now, genuine peace talks are unlikely. Indeed, the
fact that Russia knows that nato will not admit Ukraine as long as war rages gives it an incentive
to keep fighting. What counts is less the conditions for some hypothetical nato membership in
the future, so much as a concrete and lasting programme to defend Ukraine right now. That is
where the summit made real progress.

This came in the form of a punchy pledge by the g7 countries (all bar Japan are

also nato members) to provide Ukraine with more defence equipment, increased intelligence-
sharing, expanded training programmes and the like. The g7 members promise that this will be
an “enduring” commitment, and that each country will, individually, craft its own security
guarantees for Ukraine that will give it a “sustainable force capable of defending Ukraine now
and deterring Russian aggression in the future”. The more other countries that sign up to the
pledge, by making offers of their own, the better. This matters because it helps disabuse Mr
Putin and his elites of the belief that Western resolve will crumble if only Russia clings on.

One way of underscoring that message would be to put promises into law, as America’s
Congress did in 1979 with the Taiwan Relations Act. This requires the president to make
available “such defence articles and defence services in such quantity as may be necessary to
enable Taiwan to maintain a sufficient self-defence capability”. America should do the same for
Ukraine. A future Congress could reverse such a law, but legislation would set the bar higher.
Well ahead of the election, Joe Biden’s Democrats should pass such a bill in the Senate, and
urge the Republican-led House of Representatives to vote on it, too. Vilnius was a golden
opportunity to unveil something with real bite. It partly succeeded in that task. Time to finish
the job.
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How MAGA Republicans plan to make Donald Trump’s second term count
They think they know how to banish the chaos and frustrations of his first four years
Jul 13th 2023

The overwhelming memory of Donald Trump’s time in office is of chaos and resentment. It was
summed up by the shameful end to his presidency, when his whipped-up supporters sacked the
Capitol in a bid to keep him in power. Mr Trump has since lurched from an ignominious post-
electoral impeachment to two criminal indictments, with perhaps more in the offing. The
former president seems obsessed with relitigating his election loss in 2020: “l am your justice,”
he thundered to a crowd of supporters this year. “l am your retribution.”
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Mr Trump is likely to win the Republican presidential nomination for 2024. You might think
victory in the general election would foreshadow even more chaos—this time without the
grown-ups who, it turns out, at first reined in their impulsive new boss. In fact, a professional
corps of America First populists are dedicating themselves to ensuring that Trump Two will be
disciplined and focused on getting things done. They are preparing the way and you should not
dismiss their efforts.

In contrast to the slapdash insurgency that captured the White House in 2016, the veterans of
Mr Trump’s first term have been years at work, as our Briefing this week lays out. Even at this
early stage, the details are something to behold. Thousand-page policy documents set out ideas
that were once outlandish in Republican circles but have now become orthodox: finishing the
border wall, raising tariffs on allies and competitors alike, making unfunded tax cuts permanent
and ending automatic citizenship for anyone born in the United States. They evince scepticism
for nato and pledge to “end the war on fossil fuels”, by nixing policies designed to limit climate
change.

Alongside these proposals is something that aims to revolutionise the structure of government
itself. maga Republicans believe that they will be able to enact their programme only if they
first defang the deep state by making tens of thousands of top civil servants sackable. Around
50,000 officials would be newly subject to being fired at will, under a proposed scheme known
as Schedule f.

At the same time, to fill the thousands of political appointments at the top of the American civil
service, the America Firsters are creating a “conservative LinkedIn” of candidates whose
personal loyalty to Mr Trump is beyond question. Merely expressing qualms about the storming
of the Capitol on January 6th 2021 is grounds for disqualification. None of this is a shadowy
conspiracy: it is being planned in the open.

America Firsters will argue that civil-service reform promises to enhance democracy by
preventing the unelected bureaucracy from stymying the programme of an elected president.
Although checks and balances are an important part of America’s constitutional design, the civil
service is not one of the three branches of government it enshrines.

That argument does not wash. One objection is practical. The draining of brains from
government would come just as the expansion of the American state across the economy
makes a competent bureaucracy more important than ever. Running a modern nation state
requires expertise in administration, economics, foreign affairs and science. If officials cannot
challenge political appointees’ madder proposals for fear of being fired, policy will rot from the
inside.

A second objection is political. A future Democratic president endowed with imperial powers
and unchecked by reality is not something Republicans should wish for. One reason for the
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professionalisation of the bureaucracy in the 19th century was to provide the ship of state with
enough ballast to keep sailing from one administration to the next.

A third objection is that these changes would give an overmighty president direct control of the
Department of Justice. By being able to sack all of its purported dissenters, the administration
would obliterate the norm of legal independence. If so, Trumpian resentment would be
channelled into concrete vengeance. That prospect should concern all Americans.

Having encountered resistance from his previous attorneys-general, the prime criterion for Mr
Trump’s next one would be a suppleness of spine: a willingness to quash investigations into the
president and his allies and to authorise them against his long list of real and perceived political
enemies. Although Mr Trump would have little practical reason to continue to foment distrust
in the electoral system—since the constitution precludes a third term—the need to be
vindicated about his supposedly stolen election in 2020 may lead him to do so, all the same.

If the Republicans win both houses of Congress, as is possible, nobody in the executive or the
legislature will be in a position to stop Mr Trump. After all, most of those in charge will already
have publicly attested to the legitimacy of storming the Capitol. The federal courts will become
one of the few remaining redoubts of independence and expertise in the American system. It is
hard to see how they will not also come under sustained attack.

If these carefully laid plans were enacted, America would follow Hungary and Poland down the
path of illiberal democracy. True, America has more guardrails against backsliding—including
centuries of democratic history and a more raucous and more decentralised media. However,
these guardrails are weaker than in the past. Moreover, many Americans would be left worse
off by these plans. Trust in institutions and the rule of the law would suffer, leaving the country
yet more divided.

Donaldus imperator

Some people will try to take comfort from the idea that Mr Trump will not win the primary, or
that he will lose the general election. Perhaps his nominees will not be confirmed, or the
emperor of entropy will sabotage his own supporters’ designs. That is unforgivably complacent.

Mr Trump is favourite to win the nomination in a country where general elections are
determined by a few tens of thousands of votes. In victory, a team of practised demolition
experts would prime their explosive ideas. The deconstruction of the administrative state could
begin. The vain and tyrannical whims of an emperor-president would emerge from the rubble.
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The world needs more battery metals. Time to mine the seabed
Getting nickel from the deep causes much less damage than getting it on land
Jul 6th 2023

Burning fuel to move humans and goods by road produced about 6bn tonnes of carbon dioxide
in 2021, 16% of global energy-related emissions. If countries are to curb the increase in the
world’s temperature, they must stop these emissions. That means building battery-powered
vehicles which run on electricity rather than internal combustion. And that in turn

means mining and processing metals on an unprecedented scale.

Take nickel, which is used in the part of a battery that stores energy. The International Energy
Agency reckons 80m tonnes of it must be mined between now and 2040 if the world is to hit its
climate targets. That is more nickel than has ever been mined, and approaches the 100m
tonnes of global unmined reserves measured by the United States Geological Survey.
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It is a truism among resource economists that new demand creates new reserves, as price
signals spur exploration and innovation. But that takes time, and the need is urgent. Happily,
there exists a vast untapped source of the metal. A stretch of seabed in the Pacific Ocean,
called the Clarion-Clipperton Zone (ccz), some 4,000 metres deep, holds a staggering 340m
tonnes of nickel. The trouble is that the rules covering seabed mining, which the International
Seabed Authority (isa), an arm of the un, has been working on for 29 years, have been held
back by a weak bureaucracy and the questionable concerns of conservationists. On July 9th a
deadline for finalising them is likely to be missed. The isa must publish the rules as soon as
possible, so that mining can begin.

Nickel sits on the seabed in potato-sized lumps called nodules, bound up with cobalt, copper
and manganese, which are also present in quantities more than sufficient to meet the needs of
the green-energy transition. The nodules were created over millions of years as metal particles
drifted down and clumped together on the sea floor. They can be vacuumed up using bus-sized
robots, then pumped to a ship on the surface.

Conservationists say this process poses grave environmental risks. Carbon will be kicked out of
the seabed and make its way into the atmosphere, they argue, generating more warming; life-
choking sediment plumes will be created by the collection system and hitherto

untouched ccz ecosystems will be destroyed, disrupting food webs and damaging fisheries.

But on closer examination many of these arguments are spurious. When it comes to nickel,
mining the ccz is greener and cleaner than mining on dry land. Research shows that the amount
of carbon stored in the ccz is negligible, meaning that mining will not stir up enough of it into
the atmosphere to add to warming. Nor, according to research from the Massachusetts
Institute of Technology, will the sediment churned up spread as far or as thickly as claimed.

The most serious concern is the threat to diverse organisms that are unknown to science. But
life in the ccz is scarce—some 270,000 tonnes of biomass would be destroyed by mining—and
mostly microbial. And because the ccz is the oceanic food web’s final stop, there would be few
spillovers to other ecosystems. Compare that with the situation in Indonesia, the country that
dominates nickel supply and holds a fifth of all reserves. If all those reserves were mined, at
least 10m tonnes of living organisms would be destroyed (as in the ccz, mostly species unknown
to science). The associated emissions would also be ten times higher.

Several isa members have called for a “precautionary pause”, claiming that too little is known
about the impacts of ccz mining. This logic is backwards. Too much is known about the vital
need for nickel, and the environmental destruction that is wrought by obtaining it on land, for
anything other than cautious but expedited action to be a sensible path. Battery technologies
that use less nickel—or even none at all—may in time reduce the need for it, but on current
trends vast amounts are called for. Member states should therefore seek to finalise the rules as
soon as possible, and then to monitor the impact on the ccz and surrounding ocean as mining
takes place. The reward is a cooler planet that hosts a greater abundance of life.
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Subsidies and protection for manufacturing will harm the world economy
Reshaping the world’s supply chains comes at a great cost
Jul 13th 2023

Politicians have always been captivated by manufacturing, but rarely has their desire to make
things been as zealous as it is today. In the West they are doling out enormous subsidies to
manufacturers, especially chipmakers and those behind green technologies, such as batteries.
They say they are fighting climate change, enhancing national security and correcting for four
decades of globalisation during which workers suffered and growth slowed. In the emerging
world, governments hope that subsidies can secure a foothold in supply chains as worried
Westerners move production out of China.

The sums being spent are vast, and growing. Since they were signed into law, the estimated
ten-year cost of America’s green subsidies has risen by at least two-thirds, and is likely to pass
S1trn. The Biden administration has also expanded the eligibility for chipmaking subsidies. In
June Germany increased its handout to Intel to build a chip plant, from €6.8bn ($7.6bn) to
€9.9bn. India’s central government is subsidising a Micron factory in Gujarat to “assemble and
test” chips, spending an amount equal to a quarter of its annual budget for higher education.
Eventually, Britain’s opposition Labour Party wants to lavish £28bn ($36bn) a year on green
handouts which, as a share of gdp, would be nearly ten times more than America’s.

An industrial arms race is under way. America welcomes it, saying the world needs green
technologies and a diversified supply of chips. It is true that an ocean of public money is bound
to accelerate the green transition and reshape supply chains in ways that should increase the
security of democracies. Alas, the accompanying economic benefits being promised are an
illusion. As we report this week, governments that subsidise and protect manufacturing are
more likely to harm their economies than help them.

In ideal conditions, promoting manufacturing can add to innovation and growth. Towards the
end of the 20th century South Korea and Taiwan caught up with the West thanks to the careful
promotion of manufacturing exports. In industries like planemaking the enormous costs of
entry and uncertain future demand can justify support for new firms, as when Europe backed
Airbus in the 1970s. Likewise, targeted help can boost national security.
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But today’s schemes are likely either to fail or to prove needlessly costly. Countries subsidising
chips and batteries are not pursuing catch-up growth but fighting over cutting-edge technology.
The market for electric vehicles and batteries is unlikely to become an Airbus-Boeing style
duopoly. In the 1980s protectionists argued that Japan would dominate the strategically vital
semiconductor industry, owing to its subsidised mastery of memory-chip making. It did not turn
out that way.

Duplicating production reduces specialisation, raising costs and hitting economic growth. Some
analysts expect the price of a chip produced in Texas to be 30% higher than one made in
Taiwan. The Biden administration is belatedly seeking ways to open up its electric-vehicle
subsidies to carmakers from friendly countries. But most of the “Buy American” requirements
are written into laws that may be all but impossible to amend. And they are being copied. A
decade ago about 9,000 protectionist measures were in place worldwide, reckons Global Trade
Alert, a charity. Today there are around 35,000.

European leaders think they must match America or face catastrophic deindustrialisation. They
have forgotten the logic of comparative advantage, which guarantees that countries will always
have something to export, no matter how many cheques foreign governments write or how
productive their trading partners become. Denmark has no car industry to speak of, but gdp per
person is 11% higher than in Germany. Even the benefits to workers are overstated, because
manufacturing jobs no longer pay a premium over comparable service work.

The potential for the manufacturing obsession to backfire is enormous. The state of New York
spent nearly $1bn building a solar-panel factory which Tesla pays $1 a year to rent. The idea
was to create a manufacturing hub but the project has returned only 54 cents in benefits per
dollar spent; according to the Wall Street Journal, the only new nearby business is a coffee
shop. India’s attempt to boost its mobile-phone industry appears to have brought mainly low-
value assembly work. The lesson from South Korea is that national champions must be exposed
to global competition and allowed to fail. The temptation today will be to protect them, come
what may.

America says it wants a “small yard and a high fence”. For national security, in particular, access
to vital technologies is worth paying for. Yet unless policymakers are clear about the dangers of
subsidies, the fenced-in yard will only get bigger. However well-intentioned those doling out
money today, their successors are likely to be less focused and more lobbied. Governments are
not wrong to pursue good jobs, the green transition or national security. But if they succumb to
the manufacturing delusion, they will leave their countries worse off.
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Worry not about when the Anthropocene began, but how it might end
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It is all too easy to imagine an era that is nasty, brutish and short
Jul 13th 2023

It is by their beginnings that the ages of the Earth are known. Agreeing on the precise point at
which each particular syllable of recorded time began is a fundamental, often fractious and
frequently long-winded part of geological science. The Cretaceous period, for example, was first
identified by Jean Baptiste Julien d’Omalius d’Halloy, a Belgian geologist, in 1822. But which
rocks were the earliest to belong to it remains undecided. A working group of the International
Subcommission on Cretaceous Stratigraphy recently spent a decade exploring the pros and
cons of an outcrop in the French Alps. In the end the subcommission felt unable to accept its
findings, and the group was disbanded. A reconstituted working group is now trying again. The
depths of geological time teach patience.

Nowadays, though, geological time has fast-flowing shallows. In 2000 Paul Crutzen, a Dutch
Earth scientist, made a public plea that the role humankind now plays in shaping the Earth be
made explicit; science should recognise the advent of the Anthropocene, “the recent age of

”n

man-.

In 2009 the Anthropocene working group of the Subcommission on Quaternary Stratigraphy
was charged with deciding whether the Earth’s transformation at human hands was significant
enough to declare the beginning of a new epoch. In 2016 the working group answered “Yes”,
and said that it began in the mid-20th century. On July 11th this year it announced that it had
chosen the bit of rock that should be taken as marking this beginning. It is a layer of

sediment laid down in Crawford Lake, near Toronto, in 1950, shortly after the start of the
nuclear age.

The idea of the Anthropocene is a striking expression of a profound truth. Human activity is
having effects that will be visible for periods of time far longer than recorded history. Humans
are responsible for physical, chemical and biological changes previously brought about only by
the great forces of nature. Part of the idea’s imaginative and rhetorical power comes from the
fact that geologists, readers and curators of the record in the rocks vouch for its validity. There
is an undeniable bathos in the crusted ooze at the bottom of a Canadian sinkhole being called
to stand in for all the change humankind has wrought. But the most important thing about the
Anthropocene is not when and where it began, but when and how it might end.

It is possible to imagine an Anthropocene that endures. This would be a world where human
activity on its current scale continues, but human institutions rein in its excesses. Its carbon
cycle is rebalanced; its climate cools; the chemistry of its abused oceans is tempered; its ice
sheets and rainforests are restored.

It is also possible to imagine an Anthropocene which fades away as the economy and the
environment are decoupled. Humans continue to thrive, but they take their largely virtual
pleasures in fusion-powered, ai-optimised, indoor-farm-fed, everything-recycled cities—jewels
of light on a planet slowly returning to wilderness.
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Alas, it is easy—perhaps too easy—to imagine instead an Anthropocene which is nasty, brutish
and short. The nuclear weapons whose testing produced the telltale layers of fallout in
Crawford Lake still abound. At some point a geopolitical rupture will see them used, possibly
one exacerbated by the environmental catastrophes caused by Anthropocene excess. What
remains of civilisation would fall back to a level where its technology no longer rivalled the
volcanoes and ocean currents. Perhaps, in time, civilisation would grow back up, perhaps not.

Think again about the Cretaceous. What captures the imagination is how it ended: in fire,
tsunami and a deep, wintry darkness brought about by the impact of a massive asteroid. Its
gravestone is a worldwide layer of extraterrestrially tainted clay and ash sitting like a rocky
shroud over the bones of the last dinosaurs. The less the Anthropocene looks like that, the
better.
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The last, unfulfilled dream of Jamie Dimon, king of Wall Street
The boss of JPMorgan talks to The Economist about recession, China and what he does next
Jul 11th 2023

Jamie dimon is restless. The boss of JPMorgan Chase has just returned from a long July 4th
holiday weekend with his large and growing family: his wife, three daughters, a gaggle of
grandchildren. He has little patience for the faff that accompanies a filmed interview—the
reason that he, his handlers, a film crew, your columnist and The Economist’s editor-in-chief
have gathered at the New York headquarters of America’s biggest bank. Mr Dimon does not
want to loiter in the hallway for his “walking-in” shot; nor is he going to wait to be properly
miked up and seated in his chair before launching into conversation about public policy. “So,
should we do this?” he urges.

Doing things is the Dimon way. He is impatient, opportunistic, pragmatic: the type of person to
just get on with it. When his 12th-grade calculus teacher left, he taught himself. Fresh out of
business school he took a job at American Express, because he wanted to build something
rather than merely move money around.

What he has crafted over nearly 18 years at the helm of JPMorgan Chase is the banking
equivalent of the Palace of Versailles or the Taj Mahal. It is America’s most successful bank—
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and, with a market capitalisation of $435bn, by far the most valuable in the world. Under Mr
Dimon’s stewardship its shareholders have earned a handsome annual return of 10.6%—
double that of most other big lenders. Its investment bank ranks in the top three in almost all
businesses it cares to compete in. Its commercial bank is the biggest in America. Because it is so
large—and because banks in America with more than 10% of all deposits are barred from
acquiring more (unless they rescue a failing bank, as JPMorgan did with First Republic in April)—
it can grow only slowly.

Not much left to do, then, for a man prone to doing. (A literal construction project, his bank’s
new headquarters on Park Avenue, probably barely scratches Mr Dimon’s itch.) Instead, he has
turned his seemingly inexhaustible energies to other problems. He skips over the banking mini-
crisis (mostly resolved) or the risk of recession (it could be mild, or maybe not; either way, he
worries more about Ukraine and food security in Africa). He is most animated about other
topics: social mobility, de-escalating global conflicts and defending capitalism, which he
suggests is unfairly maligned. His annual letters to shareholders, once limited to thoughts on
management and banking, now contain more policy ruminations than the typical American
political campaign.

He offers solutions for the problems he most wishes America could solve. For social mobility he
would expand earned-income tax credits and returns repeatedly to griping about the cost of
education. “We need to do a better job with our community colleges,” he argues. “We should
be making it cheaper, not more expensive.”

Mr Dimon craves an open dialogue with China, which he does not think America, as by far the
more prosperous country, should fear. The Chinese are not “ten feet tall”. They import oil, lack
food security, are poorer and have weaker armed forces. “Maybe they have caught up in a
couple of areas, but the notion that somehow America has to be that afraid of China: we
don’t.” He sees the shift towards industrial policy to protect national security as wise. But
America must be careful with tools such as export controls. “If it relates to supersonic missiles, |
think we should do it. If it relates to holding down the Chinese people, | think we shouldn’t do
it.”

Despite his early support for the idea of “stakeholder value”, which considers how companies
treat their workers, suppliers, the society at large or the environment, he is no woke capitalist.
Rather, he is a pragmatist. All chief executives try to have the best products or services, they
need great employees and to keep their customers happy, he argues. “This was just humanising
business, that we take care of our customers, or employees or crews or whatever.” That
doesn’t make him anything but a “red-blooded, full-throated, free-enterprise, patriotic
American”.

Woke Capitalism [&. 2015 &[22 5 L =X k@ Ross Douthat 5% [The New York Times] [Z
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Mr Dimon’s interest in public policy, resolve, resources and ambition all point in one direction:
political office. Speculation about a presidential run has bubbled up over the years. But it is an
idea he quickly shoots down. “I have never really believed | am particularly suited for it,” he
says. “There may be common skills... in terms of administration, management, leadership, but
those are not uncommon.” Knowing how to navigate political arenas or how to campaign is
harder. Mr Dimon thinks switching from business to politics is tricky. “I think it’s very hard to
do. And in fact, if we just look at history, it’s almost impossible.” President Donald Trump was
the exception, not the rule. And that is not intended as a compliment. “l would worry about
another Trump presidency,” he says. For America to turn inwards and abdicate its position in
the world would be a huge mistake.

Dimon is for ever?

If not the leader of the free world, perhaps a cabinet secretary? “Maybe one day that will be on
the cards,” Mr Dimon muses. “I love my country. To me, my family comes first. But my country
is right next,” he explains. “JPMorgan is down here,” he adds, gesturing lower down. The realist
in him probably knows an appointment to the Treasury, the most obvious post, is unlikely. The
path from Wall Street to government is not as well-trodden as it used to be. Democrats have
long been suspicious of high finance, and Republicans have grown more so under the populist
Mr Trump. “JPMorgan is the best contribution | can do,” Mr Dimon insists. “We have 300,000
employees. We take care of them well and we give them opportunities.” A politician couldn’t
have said it better.

DP1: Woke capitalist v pragmatist

Jamie Dimon is not a woke capitalist but a pragmatist. What is wrong with being a woke
capitalist? The most common figure of woke capitalist is Larry Fink of BlackRock.

DP2: Wall Street or political office

If you were Jamie Dimon, will you stay in Wall Street or move on to the political office in the
Cabinet?
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Executive coaching is useful therapy that you can expense
The practice does not have to be an exercise in platitudes
Jul 13th 2023

In a documentary from 2004, “Metallica: Some Kind of Monster”, members of the titular heavy-
metal band hire a “performance-enhancement coach” to help them resolve their
disagreements. The musicians cannot stand him and end up bonding over their decision to get
rid of him. When an ex-banker, after years of working at Lehman Brothers and ubs, hired a
coach to discuss his next steps, the nugget of wisdom he acquired in the course of half a dozen
40-minute sessions setting him back almost $8,000 was that he should seek a role where he
would be “paid for his experience”.

It is tempting to paint executive coaching as one more status symbol inflating a sense of high-
powered managers’ already-ample sense of self-importance. Yet the practice—which combines
management advice with therapy—does not have to be an expensive exercise in platitudes.
Few executives remain static in their careers, and many need guidance at moments of
transition, when relying on an internal monologue is not enough. The covid-19 pandemic, which
heightened the anxiety felt by high-performers, increased the need for skilled coaching. A study
from 2019 by Angel Advisors, a professional training service, found that coaching in America is
now a $2bn industry—large for what might seem like a niche business. The existence of such
demand strongly suggests that professional grooming has its uses.

Many executives, especially ceos, find it difficult to discuss the challenges they face. Hierarchy
makes it tricky to share problems with employees as it can undermine the boss’s authority. At
the same time, confidentiality forbids executives from discussing company problems with
random outsiders. Robert Pickering, former boss of Cazenove, an investment bank since
swallowed by JPMorgan Chase, wrote about his experience in his memoir, “Blue Blood”.
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“Running a firm is largely command and control, and there are very few insiders with whom you
can share gripes and frustrations,” he explains. Working with a coach helped him develop
coping strategies, as well as command the boardroom.

Coaches can understand the executive mindset better if they were once executives themselves.
Herminia Ibarra of London Business School notes that many professionals with industry
expertise and people skills eventually tire of operational roles. Some find coaching to be a
meaningful second act. Take Ana Lueneburger, who left the corporate world to coach company
founders and the c-suite. Her approach, outlined in “Unfiltered: The ceo and the Coach”, a book
she co-wrote with one of her clients, focuses on maximising strengths rather than fixing
weaknesses.

Your columnist, a guest Bartleby, decided to consider her own game plan by going to a private
club in Mayfair for an ad hoc coaching session with Ms Lueneburger. Preparation consisted of
filling extensive questionnaires, including the Hogan Leadership Forecast (a psychometric
assessment of “derailers and personality-based performance risks”, since you ask).

The coach customarily asks the client to describe impediments to happiness and development
(from difficult peer relationships and a tough inner critic to withered motivation and drive).
Given the time constraints, Bartleby discussed a personal issue which troubles her at work. Two
hours sipping tea and sparkling water passed in a flash and then the session was over.

Coaching is not a scientific operation, jargon du jour notwithstanding. But if you strip away all
the talk of circling back to 360-degree change from your comfort zone, you do end up with an
intuitive, collaborative process, the success of which depends on chemistry between the coach
and the client. Ms Lueneburger neither appealed to the siren song of self-care nor merely told
Bartleby what she wanted to hear. Instead she shifted the angle of the problem, which is not
easy to do unaided for most clients themselves, many of whom operate on autopilot at work
and elsewhere.

According to the via character questionnaire (filled out alongside the Hogan), Bartleby scores
poorly in leadership but highly in speaking the truth. With these new credentials, her message
is: if you are a member of a c-suite, get yourself a coach. It does not have to revolve around a
crisis or a fork in your career path. At its best, it can illuminate snags executives face. The worst
that can happen is spending time with a well-meaning, and typically intelligent, interlocutor,
who can help consolidate common sense. If you can put the fee on your expense account,
what’s not to like?

[What’s (there) not to like?] & [there] #iR 3 B EELWGEICHY FF, MAMARIS
BHEVND?oBONVEERALGEER XA L ! ]

Re: Hiring an outside coach in confidential and hierachical firm
DP1: Do you agree with a style of Robert Pickering?
Re: Nature of executive coaching
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DP2: Ana Lueneburger believes that coaching is to maximize strengths rather than fix
weaknesses. Do you agree with her theory?
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Why people struggle to understand climate risk
The confusion inherent in a hotter world
Jul 13th 2023

Placed before you are two urns. Each contains 100 balls. You are given a clear description of the
first urn’s contents, in which there are 50 red balls and 50 black balls. The economist running
the experiment is tight-lipped about the second, saying only that there are 100 balls divided
between red and black in some ratio. Then you are offered a choice. Pick a red ball from an urn
and you will get a million dollars. Which urn would you like to pull from? Now try again, but
select a black ball. Which urn this time?

Most people plump for the first urn both times, despite such a choice implying that there are
both more and fewer red balls than in the second urn. This fact is known as the Ellsberg
paradox after Daniel Ellsberg, a researcher at the rand corporation, a think-tank, better known
for leaking documents detailing America’s involvement in the Vietnam war. Ellsberg, who died
on June 16th, called the behaviour ambiguity aversion. It was a deviation from the model of
rational choice developed by John von Neumann, a mathematician, and a demonstration that
knowing the likelihood of something can alter decision-making.

The experiment may seem like just another of the cutesy puzzles beloved by economists. In
fact, it reveals a deeper problem facing the world as it struggles with climate change. Not only
are the probabilities of outcomes not known—the likelihood, say, of hurricanes in the
Caribbean ten years from now—nor is the damage they might do. Ignorance of the future
carries a cost today: ambiguity makes risks uninsurable, or at the very least prohibitively
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expensive. The less insurers know about risks, the more capital they need to protect their
balance-sheets against possible losses.

In May State Farm, California’s largest home-insurance provider, retreated from the market
altogether, citing the cost of “rapidly growing catastrophe exposure”. Gallagher Re, a broker,
estimates that the price of reinsurance in America has increased 50% this year after disasters in
California and Florida. Few firms mention climate change specifically—perhaps a legacy of
Republican attacks on “woke capitalism”—but it lurks behind the rising cost of insuring
homeowners against fires, floods and hurricanes.

Insurance is a tool of climate adaptation. Indeed, actuaries have as big a role to play as activists
in the fight against climate change. Without insurance, those whose homes burn in a wildfire or
are destroyed by a flood will lose everything. The destitute may become refugees. Insurance
can also be a spur for corrective action. Higher premiums, which accurately reflect risk, provide
an incentive to adapt sooner, whether by discouraging building in risky areas or encouraging
people to move away from fire-prone land. If prices are wrong, society will be more hurt by a
hotter world than otherwise would be the case. Politicians considering subsidies for home
insurance on flood plains ought to take note.

The task of setting the appropriate price is made even more difficult by the fact that, in the
language of economists, a warming world faces “uncertainty” as well as “risk”. John Maynard
Keynes described uncertainty as a situation where there is “no scientific basis to form any
calculable probability whatever”. He gave the example of predicting the likelihood of a war in
Europe or whether a new invention would become obsolete. Risk, by contrast, means situations
where the relative probabilities are well known: picking a red ball from the first urn, for
instance.

When it comes to climate change, reality is not quite as bad as Keynes’s framework suggests,
since scientists can help resolve some sorts of uncertainty. This is particularly true of those
forms labelled “internal uncertainty” by Daniel Kahneman and Amos Tversky, two behavioural
economists, which relate to things known about the world, rather than unknowable future
events. Unlike the models of economists, climate models are based on laws of physics that have
made their mark on the planet, in fossils and Antarctic ice cores, for millennia. It is as if a
scientist has observed the second urn for centuries, noting the number of black and red balls
pulled out by different people over time. With solid evidence and a clear understanding of the
process by which the observations are generated, the ambiguity disappears and the
probabilities of potential disasters become better understood.

Natural-disaster reinsurance is typically based on models incorporating the latest science rather
than historical statistics, since extreme events are by definition rare. For reinsurers, who
ultimately care about their financial exposure, models must be kept up to date with the state of
the built environment in vulnerable areas, which helps them calculate potential losses when
paired with knowledge of environmental conditions that determine disasters. The former is
generally more of a cause of uncertainty than the latter, since the science of climate change is
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well understood and data improve all the time. Premiums may be on the rise because of better
knowledge, rather than continued ignorance.

financial exposure : &@i1) X &

Disaster capitalism

Yet even a perfect scientific model could not banish all uncertainty. Climate change involves the
messy world of policy as well as the clarity of physics. Scientists may be able to model how a
planet that is 2°C warmer than in pre-industrial times increases the risk of wildfires in a
particular area, but there is no model that can predict whether policymakers will pull the levers
that are available to them to prevent such fires from happening. Imagine the economist
running Ellsberg’s experiment was taking and adding balls to the second urn depending on the
outcome of some democratic process, international diplomacy or the whims of a dictator.

Policy can also prevent a proper accounting of risk. Californian regulations forbid insurers from
using the latest climate models to set prices, since protection would become more costly.
Premiums must be based on the average payout over the past 20 years, rather than the latest
science. Shying away from ambiguity is understandable. Sticking your head in the sand is plain
foolish.

DP1: People are ambiguity-averse. It is ambiguous how much the climate change affects natural
disaster in the future. In that situation, does it make sense to insure the risks? How do you
insure the climate risks?

DP2: Insurance is typically based on scientific models. The climate models are based on laws of
physics. The science helps. Disaster reinsurance is based on models incorporating the latest
science. More data, more accurate. Yet no model can predict if policymakers put policy in
effect. Does this explain the struggle to understand climate risks?
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Asia is rowing about Fukushima nuclear wastewater
China says Japan is treating the ocean like a sewer. That’s rich
Jul 13th 2023

That'srich. (ZNIEZEALY ; ZRIXIENF TS, K<E S &) - That'srich, ain'tit?
(IEMNFTB L oiEvD, )

Adozen years after the disaster at the Fukushima nuclear plant, it still casts a pall over life in
Japan. Many of over 100,000 residents evacuated from around the nuclear plant at the time of
the accident remain displaced. Abroad, Fukushima’s legacy is now exacerbating the region’s
bilious, disputatious and grievance-laden geopolitics.

A cascade of accidents caused the disaster. A massive earthquake on March 11th 2011
triggered a tsunami, which swamped the plant’s emergency generators. Three reactors melted
down. Hydrogen explosions ripped apart sections of the site. And quantities of radioactive
water were released into the Pacific. The nuclear industry was culpable—for poor planning,
cack-handed management at tepco, the Fukushima plant’s operator, and regulators cosily in
thrall to it. Only heroic work by many of the nuclear plant’s workers helped prevent even worse
consequences.

The enormous task of making the wrecked plant safe continues. At the heart of the clean-up is
a question of what to do with the contaminated water used to cool melted fuel and fuel
debris—or which has fallen as rain, or seeped into the site as groundwater. An advanced
filtration process known as alps removes 62 of 64 radionuclides from the water to acceptable
levels. Of the two remaining radionuclides, the main concern is tritium, which can damage dna.
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But tepco says the levels are very low. It wants to release 500 Olympic-sized pools” worth of the
water into the ocean over three decades. Japan’s government backs it.

radionuclides gl L TEZEL T HRICHSTRZEHNEHT 2L EFIELF TR,

On July 4th the un’s International Atomic Energy Agency also gave its approval, saying the
radiological impact on humans and the environment would be “negligible”. At around 1,500
becquerels per litre, the concentration of tritium is about seven times less than the who's
guidelines for drinking water. Nigel Marks, a nuclear-materials expert at Curtin University in
Perth, Australia, says that a lifetime’s consumption of fish caught off Fukushima wouldn’t “even
add up to the amount of radioactivity in a banana”.

So what’s the fuss? Local fishermen and tourism operatives fear another knock to the battered
Fukushima brand. Even as it is, China and South Korea ban seafood from Fukushima and
neighbouring prefectures. If the water release goes ahead, China, the biggest importer of
Japanese seafood, may go further—and impose a total ban on Japanese seafood imports.

That would be motivated by nationalist politics, not concern for Chinese consumers.
Communist Party officials are using the ruckus to denigrate Japan, a country they consider
insufficiently contrite over its imperialist past and troublesome in objecting to China’s regional
ambitions. One Chinese hothead has said releasing the water would amount to “crimes against
humanity”. The government’s chief spokesman accuses Japan of treating the ocean as its
“private sewer”. That is rich coming from a major marine polluter. China’s Yangjiang nuclear
plant releases more tritium into the sea than is proposed at Fukushima.

In South Korea, the issue is more complicated. The conservative government of Yoon Suk-yeol,
which is committed to rebuilding South Korea’s strained ties with Japan, is playing down the
risks. Meanwhile, with elections approaching, the left-wing opposition is trying to whip up
alarm over supposed Fukushima risks to get at Mr Yoon. In an effort to provide reassurance, a
lawmaker from the president’s party plunged her hands into a fish tank in a Seoul market and
began drinking the water. Worried South Korean consumers are meanwhile panic-buying sea
salt.

In Japan, support for the water release is mixed. The country’s nuclear industry, still recovering
from the tsunami, is naturally all for it. Public opinion—at least beyond Fukushima prefecture—
appears delicately balanced. As Japanese see their electricity bills rise, due to the high price of
imported gas, their former opposition to nuclear energy is softening. This may be making them
more accepting of releasing Fukushima water than they would otherwise be.

Yet even in Japan there is precious little trust in the nuclear industry, which has a history of
cock-ups and cover-ups. Even after post-disaster reforms, tepco was forced in 2018 to admit
its alps system had malfunctioned and the water would need to be reprocessed. And trust,
notes Jeff Kingston of Temple University in Tokyo, is “not a renewable resource”. At home the
nuclear industry lacks it. Abroad so does Japan.
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1. What is your idea of releasing the treated water with much lower amount of tritium than an
acceptable level?

2. What do you think of the fact that the scientific persuasions that are backed by

the Government do not help for the neighboring countries to accept it?
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In Asia data flows are part of a new great game
Geopolitical tension and digital protectionism threaten to undermine a more connected region
Jul 10th 2023 | NAGASAKI, TOKYO AND SINGAPORE

The 8,600-tonne ship bobbing in the bay of Nagasaki, in Japan’s south, is aptly named.

The Kizuna, which means “bonds” in Japanese, is a cable-laying vessel. It is equipped with
robots that can descend 3,000 metres under the sea to install and repair the subsea cables that
allow millions of Asians to message friends, shop online, trade stocks and read this article. It is a
task that has become more indispensable and more difficult in the 23 years since the ship’s
captain, Sakurai Atsushi, laid his first cable, connecting Japan’s main island of Honshu

with Okinawa.

The digital bonds that bind Asia are in many ways tighter than ever. The region’s appetite for
data is growing at an even faster pace than the rest of the world’s. Asia saw

international bandwidth usage grow by 39% in 2022, compared with the global average of 36%,
according to TeleGeography, a research firm. The combination of expanding user bases and
growing economies makes Asia “one of the hottest markets in the world” for new internet
infrastructure, says Ohta Takahisa of the submarine network division of nec, a Japanese it firm.
Yet the forces straining those bonds are also mounting. Geopolitical tension, protectionist laws
and a mishmash of rules governing data threaten to impede its free flow.

Wi (18) &1d. BRBEICEETESIT—4EBEEE (BKE) ODILETT, BEHR
ELRUCEBEKRTAHALVLONEZIEEEL

While in the past constructing internet infrastructure tended to be a “collaborative effort”
between countries and between firms, in recent years its enabling environment has soured
amid growing friction between China and America. Both are increasingly racing to build and
control digital infrastructure that the other cannot access—as illustrated by a recent report by
Reuters that America had secretly linked a privately built cable between Australia and Oman to
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its naval base on Diego Garcia, a British outpost in the Indian Ocean. Natural hazards and fishing
trawlers present less charged, but also growing, risks, especially to subsea cables.

At a small museum beside the Kizuna’s dock, Captain Sakurai and his colleagues point to chunky
gutta-percha telegraph cables that in the 19th century carried information across the region, a
precursor to today’s fibre-optic version. Subsea cables are now the conduits for some 99% of
intercontinental internet traffic (satellites, an alternative, are costlier and slower). The cables
run along ocean beds to coastal “landing stations”—where the zeroes and ones are transferred
to data centres—and thence onwards to users’ devices. Aside from a heavy government hand
in China’s cable industry, such infrastructure tends to be privately financed and owned. A small
handful of companies dominate the production and installation of cables; big tech firms are
their main users.

Concerns about the security of communications infrastructure are as old as submarine cables
themselves. Cable sabotage was a big worry in the build up to the first world war, notes Camino
Kavanagh of King’s College London. But such worries have flared in recent years. “Customers
are asking more about the security of cables and routes,” says Uchiyama Kazuaki of ntt World
Engineering Marine Corporation, the firm that owns the Kizuna.

Some fret about hackers and spies. Others mull the risk of malign activity related to potential
conflict, in particular around Taiwan. The most congested cable route in Asia is also its most
contested: the South China Sea is the “main street” of submarine cables, especially between
Japan, Singapore and Hong Kong, notes Murai Jun, a Japanese internet pioneer. Physical and
environmental hazards are also disruptive. Tonga was largely cut off from the internet in early
2022 after a volcanic eruption and tsunami severed its lone fibre-optic cable. As fishing trawlers
seeking to feed South-East Asia’s growing population have become more common, so have
accidental cable ruptures. “The internet is very, very vulnerable,” says Tsuchiya Motohiro of
Keio University near Tokyo.

As content providers move data centres and content closer to consumers, more data are
flowing within the region. Intra-Asia data flows make up over 50% of the region’s bandwidth,
up from 47% in 2018, while the share going to America and Canada has fallen from 40% to 34%
over the same period. Yet geopolitics is also reshaping how and where Asia’s digital
infrastructure gets built. As China’s territorial claims in the region have grown, getting permits
in some areas has become more contentious. China has also been competing with America and
its allies, such as Japan and Australia, to offer cables and financing for connectivity to remote
Pacific island nations. America has increased oversight of cable construction, nixing several
planned cables linking America with Hong Kong; a new Undersea Cable Control Act is working
through Congress.

Alternative pathways and nodes are emerging. Hong Kong was traditionally one of three major
data hubs in Asia, with Japan and Singapore. Now Western countries “need a new hub”, says
Esaki Hiroshi of the University of Tokyo. “The infrastructure frontline is shifting.” The Philippines
and Guam have emerged as attractive substitutes. Apricot, a new cable linking Guam,
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Indonesia, Japan, the Philippines, Singapore and Taiwan, avoids the South China Sea. The aim is
to increase “route diversity”, says Sato Yoshio of ntt, which is helping to build the cable for
Google and Meta. Yet it would be premature to speak of a digital decoupling. While American
and Chinese carriers have largely stopped laying cables together and forming new direct links,
the networks between America and China still connect, notes Alan Mauldin of TeleGeography.
“It’s not quite as extreme as media coverage makes it out to be.”

Ultimately the biggest challenge may lie not in constructing or protecting the infrastructure to
move data across borders, but in creating rules to govern it. “There’s a vacuum in terms of
rules, norms and agreements that govern digital trade,” laments Nigel Cory of the Information
Technology and Innovation Foundation, a research institute in Washington.

Various models vie for influence. China pushes an approach rooted in sovereignty and security.
Several data-protection laws, including the Cybersecurity Law, the Data Security Law and the
Personal Information Protection Law form the core of a system based on control over and
access to data through localisation requirements. The European Union has made privacy central
to its approach, through its gdpr legislation. America mostly puts commerce first. But its turn
away from trade agreements makes it harder to engage with and influence Asian governments.

[EU —f% T — % {R4#HH]] (GDPR : General Data Protection Regulation) & (&, AT
— A RECZOMYFEWIZOVWTEHMRICESH ONT- U BROZEICSERSINSESD

Others in Asia are trying to come up with their own alternatives. Singapore has also emerged as
a pioneer of new digital trade agreements, such as the Digital Economy Partnership Agreement,
which also includes Chile and New Zealand. Its pragmatic approach to aligning and modernising
rules for sharing data across borders has made it a model for best practice in the region, says
Jeff Paine of the Asia Internet Coalition, an industry association. In 2019 Abe Shinzo, the late
Japanese prime minister, proposed the concept of Data Free Flow with Trust. That rather
nebulous idea is materialising as a set of global norms to counter digital protectionism. As
Matthew Goodman of csis, a think-tank in Washington, puts it: “It’s about the un-China
approach to data governance.”

But those pushing a more liberal approach to data governance will struggle to make the case to
Asian governments. To many, the Chinese model resonates, says Deborah Elms of Asian Trade
Centre in Singapore: “If data is the new oil then | want to own it, goes the thinking...it can be
hard for folks to see the upside of letting data flow freely.” Vietnam, which is hardly friendly
towards China, has adopted some of its methods for controlling data. Authoritarian regimes are
not the only ones to slide toward digital protectionism. India insists data must be stored locally:
to give its law-enforcement agencies easy access, to protect against foreign snooping and as a
way to boost investment in the tech sector. When it comes to digital policy, most governments
“pick and choose like they’re at a smorgasbord”, says Mr Cory.

Digital spaghetti
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The result is often a mess of conflicting rules. “If we thought we had a spaghetti bowl in the
past on traditional goods, some of these digital rules risk becoming much much worse,” Ms
Elms says. What’s more, regulating digital trade is more complicated than overseeing beef and
steel. Technology often changes too fast for rule-makers to keep up, most governments lack
policymakers with relevant technical expertise and most digital issues cut across different
domains, extending beyond the traditional remit of trade negotiators.

Localisation measures and other bars to cross-border data flows will raise costs, harming small
and-medium-sized businesses most of all. Without regional co-ordination, such digital
protectionism is taking root, says Shiro Armstrong of the Australian National University in
Canberra: “It means forgoing so much of the ability of data to be used for productive
purposes.”

Geopolitical tensions have brought about major changes in the constructing internet
infrastructures which tended to be a “collaborative effort” between countries and between
firms. How will transnational data flows, which have been under great threat from the outset,
develop in the future? What are the challenges?

DP1: What impact are geopolitical tensions having on cross-border data flows?
DP2: What are the current challenges and solutions? What is meant by 'Data Free Flow with
trust'?
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How cities can respond to extreme heat
Officials from Beijing to Phoenix are grappling with unbearable temperatures
Jul 20th 2023

The best thing that has happened in Phoenix, Arizona, since the beginning of July is that the
electricity grid has kept functioning. This has meant that during a record-breaking run of daily
maximum temperatures above 43°C (110°F), still in progress as The Economist went to press,
the houses, indoor workplaces and publicly accessible “cooling stations” in the city have been
air-conditioned. There have been deaths from heat stroke and there will be more; there has
been a lot of suffering; and there will have been real economic losses. But if Arizona’s grid had
gone out, according to an academic quoted in “The Heat Will Kill You First”, a new book,
America would have seen “the Hurricane Katrina of extreme heat”.

It is not just the United States, where 100m people are under heat-advisory notices, that is
suffering. There is currently a spate of such heatwaves around the world. Much of the
Mediterranean is in similar straits, with temperatures exceeding 40°C (104°F) from Madrid to
Cairo (which is suffering power cuts). In Beijing July 18th saw a 23-year-old record broken by a
27th consecutive day with a maximum temperature above 35°C. By increasing the odds of a
wide range of extreme events, global warming also increases the chances that they will come in
waves.

Unbearable heat does damage in various ways, including killing crops and livestock, but the
immediate challenge it poses to human health is greatest in cities. Less vegetation, more
sunlight-absorbing tarmac and more waste heat produce what is called the urban-heat-island
effect, exacerbating temperatures. Cities also often have poor air quality, particularly in the
places where the poorest people live; extreme heat on top of dirty air can stretch already hard-
pressed lungs and hearts too far.
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There are things to do as soon as the mercury rises. Get homeless people to cooling stations;
encourage people to look in on elderly neighbours and relatives (the old, especially women
over 80, dominate the excess deaths associated with heatwaves); make it possible for those
who must work outside to do so very early in the morning; put hospitals on an emergency
footing. The appointment of chief heat officers empowered to co-ordinate such things in
American cities, and farther afield, is a welcome trend.

emergency footing {an ~) BE{KH

There are also things to be done in advance. It is crucial to work out where the people at
greatest risk live. One thing that can help is deciding where to plant trees, which both provide
shade and, as water evaporates through their leaves, cool the air. (It is probably best to work
out how to keep them green using wastewater, too, especially if, like the people of Phoenix,
you live in a desert.) There are smart choices to be made about the built environment, from the
best sort of pavement and courtyards designed for passive cooling to the prevalence of white
roofs; there are building codes to update so as to make those choices easier, as well as
regulations to change so that workers are not endangered by midday heat.
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All these measures are easier to take when a city has resources to devote to them. In the
developing world, where a lack of air conditioning makes heat all the more deadly, such
resources are scarce. All the more need for leaders to take the issue seriously and for local
politicians to see cooling plans as a way to compete for votes. Unfortunately, such a strategy
works best in places where voters have already felt the consequences of failing to act. That
makes studies which reveal that many places are at increasing risk of vicious heatwaves but
have yet to experience one particularly troubling. Phoenix at least knows what to expect—and
what it will have to go on expecting for decades to come.
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Making babymaking better
IVF is failing most women. But new research holds out hope for the future
Jul 20th 2023
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After louise brown was born in Manchester in July 1978, her parents’ neighbours were
surprised to see that the world’s first “test-tube baby” was “normal”: two eyes, ten fingers, ten
toes. In the 45 years since, in vitro fertilisation has become the main treatment for infertility
around the world. At least 12m people have been conceived in glassware. An ivf baby takes its
first gulp of air roughly every 45 seconds. ivf babies are just as healthy and unremarkable as any
others. Yet to their parents, most of whom struggle with infertility for months or years, they are
nothing short of miraculous.

In a world where one person in six suffers from infertility, such successes are rightly celebrated.
Less discussed are the problems of ivf. Most courses of treatment fail. That subjects women
and couples to cycles of dreaming and dejection—and gives the fertility industry an incentive to
sell false hope. The obstacle is a lack of progress in understanding the basic mechanisms that
determine fertility. At last, however, the science is making headway, holding out more promise
and less heartache for generations of parents to come.

Over the years ivf has become better at making babies and safer for the women who bear the
brunt of the treatment. The rate of twin and triplet deliveries has plummeted, reducing the
number of risky pregnancies. Hormone treatments are safer. Combined with egg and sperm
freezing, donation and surrogacy, ivf has given many, including same-sex couples and
singletons, a path to parenthood where they had none.

Yet the process remains gruelling and costly. It is physically painful for women, and emotionally
draining for both sexes. For many, fertility treatment is an unaffordable luxury; in America, for
instance, a cycle can cost $20,000. Some countries ration treatment according to a conservative
moral code. Until 2021 French law permitted ivf only for married heterosexual couples. Many
countries including China forbid egg freezing, which extends reproductive years.

All too often, the pain and the cost come to nothing. The 770,000 ivf babies born in 2018
required some 3m cycles. Many women go through round after round of hormone injections,
sometimes moving from one clinic to the next. In America and Britain roughly half go home
with a baby in their arms, even after several years and as many as eight cycles of treatment.

This has fostered a fertility industry selling to repeat customers desperate to conceive. When a
cycle fails, many clinics offer poorly regulated menus of “add-ons” that do not demonstrably
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raise the chances of success, and may even reduce them. They can charge hundreds to
thousands of dollars for a treatment.

These problems all share a fundamental cause. Although reproduction is one of the most basic
aspects of human biology, scientists have an astonishingly poor grasp of how a new life comes
about. The essentials are obvious: a sperm and an egg must meet. But many of the cellular,
molecular and genetic underpinnings of babymaking remain a mystery.

Little is known about how a woman’s stock of eggs is set before she is even born; or why they
fade in number and quality until menopause, which among mammals is known to occur only in
humans and five species of whale. The intricacies of how an embryo buries into the womb and
connects to the blood supply are also mysterious. Infertility is often classed as “women’s
health”, yet male factors play at least some role in roughly half of heterosexual infertile
couples—though how is often unclear.

In the face of all this, ivf is woefully inadequate. It was devised as a fix for the blocked Fallopian
tubes that prevented Ms Brown’s mother from conceiving. But today, when more couples try
for children later in life, a woman’s declining stock of eggs is increasingly likely to be the
problem. Here, ivf works by giving people more rolls of the dice, by collecting more eggs and
maximising the odds that they will be fertilised. That will work for the lucky few, but without an
entirely new approach and new treatments, many aspiring parents will endure one
disappointment after another.

blocked fallopian tube (EE) FAZE L 1-IR%E

As our Technology Quarterly reports, recent scientific work offers some hope. Researchers in
Japan and America are exploiting stem cells, which have the ability to become any of the body’s
many specialised tissues, to make eggs from skin and blood cells, a process called in vitro
gametogenesis (ivg). In Japan healthy mouse pups have been created from cells that originated
on the tips of their mothers’ tails. Earlier this year researchers announced that they had
delivered mouse pups that shared two genetic fathers. One had contributed sperm, the other
skin, which was first turned into stem cells and then into eggs.

A FE R % A5} 852 THE B —in vitro gametogenesis

Some teams are working towards applying these techniques to humans. If cells safe enough to
make healthy babies will ever be available, they are still far off. But the research is providing
new insights into how sperm and eggs are made. ivg means that researchers may no longer
need to rely for their studies on donated eggs, sperm and embryos, often generously provided
by ivf patients. Other teams are using stem cells to build embryo models (dubbed “embryoids”).
These will never see the inside of a womb but they can help show what happens to the real
embryos that do.
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In time, novel treatments may follow. Gay couples could have children that are as genetically
related to them as those of straight ones. Trans people who are undergoing gender
reassignment could possibly do so without sacrificing their fertility.

All this will take time—which is why ivf will remain important, and why it needs investment and
regulation. A better understanding of fertility should help raise the success rate of ivf, bringing
down its emotional and financial costs.

New treatments could eventually herald the biggest transformation in fertility technology since
Ms Brown was born. Polling shows that in many countries people have fewer children than they
would like, partly because they are putting off babymaking until later. Where the sexual
revolution of the 1960s and '70s gave women the choice not to have babies if they did not wish
to, emerging technology could usher in a new revolution, empowering women—and men—to
have the babies they want, when they want them.
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Instant payments finally reach America with FedNow
The country’s banks are not entirely on board
Jul 20th 2023
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America’s financial plumbing is overdue a spot of maintenance. The current payment “rails” on
which it is based—built by a group of the country’s biggest banks to replace paper cheques—
are more than half a century old and run on antiquated code. Although robust, the system is
painfully slow. American payments are less sophisticated than those in the rest of the rich
world, and indeed those in much of the poor world, too.

It is a problem the Federal Reserve is trying to fix with a centralised instant-payments system,
which it launched on July 20th. Aptly called FedNow, this will allow Americans to ping money to
their compatriots, via their existing financial institutions, and for payments to settle straight
away. All told, 35 banks and 16 payment providers have signed up to use the service.
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Most American bank transfers are cheap but processed in batches, often taking days to settle.
Peer-to-peer networks, like Cash App, appear much quicker to customers but, beneath the
surface, rely on the old system. Regulators have warned that funds held on such apps might not
qualify for deposit insurance in the event of a failure. Credit cards, which offer juicy rewards at
the cost of even juicier fees, also use existing rails. According to the San Francisco Fed, nearly a
third of payments last year were made using plastic.

Typically, Americans use different methods for different types of payment: a water bill is paid
via bank transfer; $100 owed to a friend is sent through a payment app; a purchase on Amazon
is made with a credit card. A single, real-time payments solution should improve the quality of
all.

JPMorgan Chase and Wells Fargo, two heavyweight banks, have signed up to FedNow. But Wall
Street is not entirely on board: a longer list of institutions, including Bank of America, Citigroup
and Goldman Sachs, is absent. Although the older system is slow, it is also profitable for those
involved. Financial institutions can take advantage of slow settlements to park cash in interest-
bearing short-term securities overnight, or merely keep the money at the Fed to accrue
interest. They also pocket late-payment fees and some make money from their own instant-
payment systems, such as The Clearing House, which is run by a group of banks.

HYFTY2TINDR (HEE: Clearing House, SEEMBE 1) L(X. €8 (FH - NIF
EL) . AiEEE. TUNAT 4 TREBIZEDORFOMABEHREZBME LI-EEETSE
ADRRE,

Some observers, recalling the banking turmoil this spring, worry that FedNow might destabilise
the financial system. A report by Moody’s, a credit-ratings agency, warns that the new scheme
could make bank runs more likely by making it easier for depositors to flee. Such worries are
likely to prove overblown, however. The current system, where weekends are closed for
business, provided little relief to Silicon Valley Bank and others a few months ago. Moreover,
since FedNow is a back-end system, participating institutions are able to set limits in line with
their risk appetite. They can, for instance, cap payments or limit transactions.
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Other countries are also light years ahead of America—and do not appear more vulnerable to
bank runs. In India, for example, instant payments are the norm, accounting for 81% of
domestic electronic transactions last year (see chart). In Thailand and Brazil they accounted for
64% and 37% respectively. Emerging markets have embraced instant payments in part because
of demography (consumers are younger and more open to change), in part because of a
crackdown on cash (policymakers are keen to shrink the size of grey markets, and increase tax
takes) and in part because, unlike in America, new payment systems did not have to push aside
existing ones, and those who benefited from them.

FedNow is unlikely to transform payments immediately. The scheme will only support “push”
transfers—ones that consumers initiate themselves. By contrast, FedNow’s counterparts in
Europe and India also have “pull” capabilities that businesses may use when given permission
(which enable, say, regular payments for electricity). Fed officials claim to have no plans to
extend the system for such uses, but bankers suspect it is the next step.

Mass adoption will face one more hurdle: the American consumer, over whom paper-based
payments retain a particular hold. According to aci Worldwide, a payments firm, around a fifth
of all cash transfers in the country happen via cheque. Still, it will be nice for them to have the
option, just like the rest of the world.

JPMorgan Chase and Wells Fargo signed up the new payment scheme. Other banks in Wall
Street haven't done it yet. For the purpose of progress in the banking sector, other banks
should sign up. DP1: Do you agree with this proposition or not? Are you an advocate or a
dissent to FedNow?

Countries such as India and Brazil are years ahead of America. DP2: Why can they adapt the
instant payment so fast?
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America’s big banks are in rude health—with one exception
Results highlight difficulties at the country’s most famous financial institution
Jul 19th 2023 | WASHINGTON, DC

From one perspective, it seems like a torrid time to be a banker. A handful of financial
institutions failed in the first quarter of the year after their depositors fled, spooked by the
impact of higher interest rates. After these failures, smaller banks struggled to keep hold of
deposits, pushing up their interest costs. At the same time, the economy is cooling, owing to
higher rates, raising the prospect of job losses and defaults. Higher rates have almost entirely
shut down activity in capital markets, too. The climbing cost of debt has put off would-be
acquirers in the business world, prompted firms to delay issuing bonds and encouraged
startups to postpone initial public offerings.

The misery is particularly obvious at the most famous of all Wall Street institutions: Goldman
Sachs. The firm is also the most exposed to ups and downs in dealmaking and most reliant on
trading revenues, meaning it has struggled over the past year or so. Goldman hit another low
on July 19th, when it reported its worst quarterly profits in three years. Cyclical woes have been
compounded by an ill-fated push into consumer lending, which now looks like a serious error.
In the second quarter the firm wrote off $500m of its investment in GreenSky, an online lender
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acquired by David Solomon, Goldman’s boss, in 2021. The poor results will only add to the
pressure Mr Solomon is under.

Things are much sunnier for the rest of America’s big lenders, however. Despite the recent
turmoil, between July 14th and July 18th they reported strong quarterly results. Their
seemingly perverse success is explained by the fundamentals of banking. When a financier
provides a loan he must consider two things above all else. The first is the interest he can
expect to receive. By handing over $100 he might hope to earn, say, $5 a year for the life of the
loan, before the $100 is paid back. The other is the risk that the borrower will default, failing to
repay the principal. These risks and rewards must be balanced such that, even if some
borrowers default, the income is sufficient to compensate. In other words, the juice must be
worth the squeeze.

For most institutions, the juice has never been more worth it. Thanks to the highest interest
rates in 15 years, net interest income at Bank of America, Citigroup, JPMorgan Chase and Wells
Fargo hit a record $63bn in the second quarter (see chart). All that extra juice does not seem to
have come with much additional squeeze. Provisions for loan losses—the money banks must
set aside to protect against defaults, based on their assessments of the economic outlook—
have risen only modestly, to around $7.5bn. True, that level is higher than in recent quarters.
But it is hardly alarming. Aggregate provisions were far higher in 2020 and, indeed, in almost
every quarter from 2007 to 2012.

All told, quarterly net interest income, minus provisions for loan losses, has hovered at around

1.4% of the banks’ total loan books a quarter, or about 6% annualised, throughout 2023. This is
higher than at any time since 2005. Forget the turmoil: so long as you do not work at Goldman,
there has rarely been a better time to be a commercial banker. JPMorgan even posted its best

ever quarterly profits.

There are flickers of life in capital markets, too. Debt and equity-issuance numbers surpassed
expectations. Bank bosses sound increasingly optimistic. “We’re seeing less anxiety around
funding, as most large corps are biting the bullet and paying higher rates to take advantage of
issuance windows,” reported Jane Fraser of Citi.

These results support the conclusion, which is gradually becoming the consensus on Wall
Street, that the American economy has taken the most extreme dose of monetary tightening in
40 years on the chin. The housing market appears to have bottomed out, as does the
stockmarket. Meanwhile, the labour market remains robust. The hope is that financial markets
really have adjusted to sky-high rates more smoothly than expected. For once, bankers will not
be the only ones celebrating their bumper profits.

Goldman is ailing while other big commercial banks hit a record high in profits. DP1: If you were
David Solomon, Goldman's boss, how do you escape from another loss?
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Bank bosses in Wall Street are optimistic. For commercial bankers, it has never been a good
time in America in 40 years. DP2: Does this trend continue to the future?
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Big tech’s dominance is straining the logic of passive investing
Both index providers and fund managers must adjust to the dominance of a few firms
Jul 20th 2023
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“Don’t look for the needle in the haystack. Just buy the haystack!” So wrote Jack Bogle, who
founded Vanguard Asset Management in 1975 and brought index investment to a mass market.
Subsequent decades proved him right. “Passive” strategies that track market indices, rather
than trying to beat them, now govern nearly a third of the assets managed by global mutual
funds. Since a stockmarket index weighted by company size is just the average of underlying
share owners’ performance, it is impossible for investors, in aggregate, to beat it. In the long
run, even professional fund managers do not.

index investment
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Yet today’s haystack has grown unusually top-heavy. Since the start of the year, America’s

seven biggest corporate behemoths—Alphabet, Amazon, Apple, Meta, Microsoft, Nvidia, and
Tesla—have left the rest of the stockmarket in the dust. Giddy on ai optimism, investors have
raised these firms’ combined value by 69%, a much larger increase than that seen in broader
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indices. The “magnificent seven” now account for 29% of the market value of the s&p 500, and
a whopping 61% of the nasdaqg 100, up from 20% and 53%, respectively, at the start of the year.

That leaves index investors in a tight spot. On the one hand, owning shares that have done so
blisteringly well that they dominate your portfolio is a nice problem to have. On the other, it is
somewhat awkward. After all, part of the buy-the-haystack logic’s appeal lies in the risk-
lowering benefits of diversification. Now, buying the nasdaq 100 appears less like spreading
your bets and more like placing them on a few hot companies whose prices have already
soared. A supposedly passive investment strategy has come to feel uncomfortably similar to
stock-picking.

Nasdaq is therefore stepping in to alleviate the discomfort. As Cameron Lilja, who runs its
indexing operations, notes, the nasdaq 100 is a “modified market-capitalisation weighted”
measure. This means the weights assigned to firms’ shares are usually in proportion to each
company’s total market value, but that those of the biggest firms can be scaled back if they
come to represent too much of the index.

In particular, if the combined weight of shares that each account for more than 4.5% of the
index exceeds 48%, as is now the case, Nasdaq’s methodology prescribes a “special rebalance”
to cut this to 40%. This is designed, says Mr Lilja, to ensure funds tracking the index comply with
regulatory diversification rules. And so on July 24th Nasdaq will reduce the sway of its seven
biggest firms (and, conversely, increase that of the other 93 constituents).

The result will be a more balanced index, but also some difficult questions about just how
passive “passive investing” really is. The biggest fund tracking the nasdaq 100, Invesco’s

“gqq Trust”, invests more than $200bn (roughly the value of Netflix, the index’s 14th-largest
firm). Following the rebalancing, it will need to quickly sell large volumes of shares in its biggest
holdings and buy more in its smaller ones. It is hard to argue that such a move simply tracks the
market rather than—at the margins, at least—influencing it.

The need for rebalancing also highlights a criticism of index investing: that it is really a form of
momentum play. Putting money into a fund that allocates it according to firms’ market value
necessarily means buying more of the shares that have done well. Conversely, keeping money
in such a fund means not taking profits from the outperformers, but continuing to hold them as
they grow bigger. Even if chasing winners is often a lucrative strategy, it is not an entirely
passive one.

Meanwhile, as America’s stockmarket grows ever more concentrated, some spy an
opportunity. On July 13th Invesco announced an “equal-weight” nasdaq 100 fund, investing 1%
of its assets in each of the index’s constituents. This sort of strategy will mainly appeal to
private investors, who, unlike professional fund managers, can afford to be “index agnostic”,
says Chris Mellor, one of those overseeing the launch. This year, the outperformance of the
biggest companies would have left investors lagging behind. But trends like this periodically
reverse—as in 2022, when the giants plunged (see chart). Mr Mellor guesses that the new fund
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could garner perhaps a tenth of the assets of its mainstream counterpart. Its administrators, at
least, will still be making hay.

index agnostic 1 > T v 7 RITIREFE L AE LY

The magnificent seven behemoths are Alphabet, Amazon, Apple, Meta, Microsoft, Nvidia, and
Tesla. They dominate S&P 500 and Nasdaq 100. There is a need for rebalancing. DP1: Do you
agree with the Economist proposition or not?

Due to the dominance, passive investment is becoming similar to stock-picking. It is no longer
index investing. DP2: If you were boss of Vangard Asset Management, do you change the
passive investment strategy? If so, how?
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Hollywood’s blockbuster strike may become a flop
Stars v suits
Jul 19th 2023

Munching popcorn, a crowd of glamorous movie people and somewhat less glamorous
journalists gathered in a London cinema on July 13th for the premiere of “Oppenheimer”, a
new film from Universal Pictures. As the audience waited for the entrance of the movie’s
stars—Cillian Murphy, Emily Blunt, Matt Damon and others—they were greeted instead by an
apologetic Christopher Nolan, the film’s director. His cast had just gone home, he announced.
“They’re off writing their signs, to join the picket lines.”

The strike called moments earlier by America’s Screen Actors Guild, which coincides with one
by the Writers Guild of America that began in May, has detonated a bomb under America’s
entertainment industry. The reverberations will travel much farther: nine of the ten biggest
box-office hits worldwide last year were American-made, and American streaming services now
reach into living rooms everywhere. As the stars face off against the studios, the world’s great
entertainment machine has ground to a halt.
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The last time writers and actors went on strike together Ronald Reagan was president—not yet
of the United States, but of its actors’ union. The argument then, in 1960, was about television,
and how big-screen actors should be compensated when their work was replayed on the small
screen. Today’s confrontation is also about new technology.

One concern is artificial intelligence. Writers and actors want guarantees that it won’t be used
to churn out scripts or clone performers. The bigger argument is over streaming. The
“streaming wars” have seen a surge in content spending, as century-old studios compete for
subscribers with deep-pocketed new rivals like Apple and Amazon. Worldwide, tv and film
companies spent more than $230bn on programming last year, nearly double their expenditure
a decade earlier, estimates Ampere Analysis, a research firm. Jobs in American show business
are growing about twice as fast as employment overall.

Some “talent” still feel short-changed. Streamers make generous upfront payments, but they
offer a smaller share in their projects’ future success. So whereas an appearance in a flop is
much better paid than it was a decade ago, being part of a smash hit no longer means being set
up for life. And although the streamers’ output tends to be creatively fulfilling, with more
potential for awards than broadcast tv, their shorter seasons make work precarious. Actors and
writers want higher minimum wages and a success-based payment when shows are released.

On the face of it they are in a strong position. Without writers, the creative pipeline is empty.
Without actors, works-in-progress like Ridley Scott’s “Gladiator” sequel have been shut down.
Even completed films will struggle without stars to promote them. Disney had to rustle up
entertainers in Mickey and Minnie costumes to walk the red carpet at the premiere of
“Haunted Mansion” on July 15th. The Venice film festival next month will be a lonely affair. The
Emmy awards, in September, could be derailed; some wonder if the strike might even last until
the Oscars, next March. Unsurprisingly, the striking stars are also proving better at
communicating their concerns than the suits in the studios. Fran Drescher, current president of
the actors’ union, drew on her years starring as “The Nanny” to scold “disgusting” studio chiefs
for their fat salaries. Bob Iger, Disney’s boss, responded with an interview from a Sun Valley
getaway known as “billionaires’ summer camp”; around the same time news leaked that he
recently commissioned a new yacht.

Yet the stars will struggle more than they did when Reagan was in charge. Strikes are less
disruptive to tv schedules now that there is no longer a schedule to disrupt. The on-demand era
means viewers face a sea of choice on opening their apps; any gaps are less obvious. Streaming
has also made Hollywood less reliant on America, both in terms of its audience and in terms of
production. Netflix is the most extreme example: more than two-thirds of its 238m subscribers
live overseas, and nearly two-thirds of the shows it commissioned in the past 12 months are
being made abroad, according to Ampere Analysis. (It may even be happy to shift its viewers’
consumption away from expensive American productions and towards these lower-cost shows,
speculates one sometime rival.)
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In a world dominated by franchises, actors also wield less economic clout than they used to.
Last month Warner Bros replaced its Superman; Sony has fielded multiple Spider-Men (the
most recent is animated). As Anthony Mackie, who plays Captain America, has put it: “The
evolution of the superhero has meant the death of the movie star.” And as audiences tire of
superheroes, studios are finding new franchises. This year’s highest-earning movie so far is
Universal’s animated reboot of “Super Mario Bros”.

Cut! Cut costs!

Above all, the distressed state of the entertainment business means studios are in no shape to
increase their outgoings. Big titles like “Indiana Jones” continue to fizzle at the box office, which
this year is expected still to be a quarter lower than before the pandemic. The broadcast and
cable-tv businesses are in terminal decline. In his Sun Valley interview Mr Iger was frank about
their future: “The business model that forms the underpinning of that business, and that has
delivered great profits over the years, is definitely broken,” he said. Wall Street has begun to
demand that streamers deliver not just growth but profit, causing an almighty rush to trim
costs. Even before the strike, projects were being cancelled. Last year Warner Bros canned a
completed “Batgirl” film. The industrial action provides helpful cover for more cost-slashing: “A
lot of shareholders and executives are happy to clean up their balance-sheets,” says one former
streaming executive. The actors are delivering Oscar-worthy performances at the picket lines.
This time, they face a tough crowd.

Writers and actors went on to strike. Writers wanted the protection on original scripts from
clone performers in artificial intelligence.

DP1: Should the original scripts be protected from big techs in deep pockets?

Actors receive slim compensation while studio chiefs get fat salaries. They want higher
minimum wages and a success-based payment.

DP2: Should the cinema world meet the strikers' demand on compensation?
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The world’s poor need to know about weather disasters ahead of time
Three things need to be done to make the most of meteorology’s potential
Jul 27th 2023

Maniac, a computer designed at Princeton after the second world war, could perform a
blistering 10,000 calculations a second. This extraordinary power was applied to two main
problems: modelling thermonuclear explosions and the Earth’s weather. They were the two
most consequential applications the machine’s creators could imagine.

It would have taken maniac the entire 13.8bn-year history of the universe to perform as many
calculations as today’s fastest computer can carry out in an hour. But though their abilities and
ambit have increased, today’s supercomputers still see a great deal of their capacity devoted to
weaponry and weather. Their contributions to h-bomb design add little to most everyday lives
beyond an undercurrent of dread. But their work on the weather at forecasting outfits around
the world finds practical application almost everywhere.

Research from the World Bank and others puts the benefits of numerical weather prediction
(nwp) at $162bn a year. Its success can be attested to by any modern farmer or military
commander. It can also be felt in the fabric of everyday life. No smartphone lacks icons redolent
of sun, rain, wind or cloud. Deciding to leave an umbrella at home on a forecaster’s advice is no
longer necessarily a triumph of hope over experience.

The application of machine learning and other forms of artificial intelligence (ai) will improve
things further. The supercomputers used for nwp calculate the next days’ weather on the basis
of current conditions, the laws of physics and various rules of thumb; doing so at a high
resolution eats up calculations by the trillion with ridiculous ease. Now machine-learning
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systems trained simply on past weather data can more or less match their forecasts, at least in
some respects. If advances in ai elsewhere are any guide, that is only the beginning.

What is more, in some cases the ai approach seems able to reveal aspects of the weather’s
behaviour that nwp cannot reach by calculation alone. And ai’s lower costs will attract new
entrants into the weather business. They can be expected to bring products exquisitely tailored
to customers’ needs and fresh ideas that open new markets.

Three things need to be done to make the most of the possibilities. One is to ensure that
healthy competition does not erode basic infrastructure. The mostly governmental outfits that
dominate nwp put a great deal of effort into assimilating observations from around the world
into the consistent representations of the weather their models need. The costs of this can be
defrayed by selling high-value forecasts into specialist markets.

To do their best work, ais will need to be trained on the data in those representations. But that
best work will almost certainly undercut some of the current forecasters’ wares. So a modus
vivendi has to be found whereby being generous with the data new entrants need to train
their ais does not leave existing forecasters too much out of pocket. To do otherwise could
threaten the meticulously set up systems they use to turn observation and computation into
the data sets on which the ais and the world rely, at least for the time being.

The second thing to be done is to bring together ai and number-crunching to deal with climate
change. At the moment it is not possible to run climate models at the resolution used for
weather forecasting. New hardware being built for ai systems could help (Nvidia, a chipmaker,
is interested). And ai could also be used to look for patterns in the projections such models
produce, making them more informative, and as an interface that makes their insights more
accessible to non-experts.

Before that becomes an issue, better access is needed in the here and now. In 2019 the Global
Commission on Adaptation reported that 24 hours’ notice of a destructive weather event could
cut damage by 30%, and that a $800m investment in early-warning systems for developing
countries could prevent annual losses of $3bn-16bn. Accordingly, the World Meteorological
Organisation has made “Early Warnings for All” by 2027 its priority. Its chief, Petteri Taalas,
argues that, given three out of four of the world’s people have mobile phones, it is outrageous
that only half their countries have systems to warn them of disaster.

How to save some lives

No breakthroughs are required to put this right, just some modest investment, detailed
planning, focused discussion and enough political determination to overcome the inevitable
institutional barriers. It is not an effort in the Promethean tradition of maniac’s begetters; it will
neither set the world on fire nor model the ways in which it is already smouldering. But it
should save thousands of lives and millions of livelihoods.
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Investors are seized by optimism. Can the bull market last?
An artificial-intelligence boom has turned into an everything boom
Jul 25th 2023

Bull markets, according to John Templeton, “are born on pessimism, grow on scepticism,
mature on optimism and die of euphoria”. The legendary Wall Street fund manager put this
philosophy into practice in 1939. At a time when others were panicking about Europe’s descent
into war, Templeton borrowed money to buy 100 of every share trading below $1 on the New
York Stock Exchange. Within a few years he had booked a 400% profit and forged a template
for future investors. Even in the 21st century, Templeton’s favoured moments of “maximum
pessimism” present the very best buying opportunities. In March 2009 investors despaired over
the future of capitalism; in March 2020, over a pandemic and shuttered businesses. Both times,
the correct response was to close your eyes and buy stocks.

It now looks like October 2022 should be added to the list. Pessimism was certainly rife. Central
banks were raising interest rates at their fastest pace in decades. Inflation was hitting double
digits in the euro zone and falling only slowly in America. Recession seemed just about nailed
on. War had returned to Europe. China appeared trapped between lockdowns and soaring
covid-19 deaths. Across the northern hemisphere, a cold winter threatened to send energy
prices soaring again, turning a miserable downturn into a truly dangerous one.

America’s s&p 500 index of leading shares was down by nearly one-quarter from its peak;
Germany’s dax by more.

True to form, it was an excellent time to buy. The s&p 500 has since risen by 28%. That puts it

at its highest level in over a year, and within 5% of the all-time peak it reached at the start of
2022. Moreover, the rally’s progress has been positively Templetonian. Born on despair, it then

405



advanced to the scepticism phase. Investors spent months betting that the Federal Reserve
would not raise rates as high as its governors insisted they were prepared to lift them, while
economists admonished their foolhardiness from the sidelines. All the time, with frequent
reversals, stocks edged nervily upwards.

truetoform (A - L ED) HlIZK-T, HULIVHDHLET (CELVEEZXRT)

For a few weeks, as first one then several American regional banks collapsed in the face of
rising rates, it looked like the sceptics had won the day. Instead, it was time to proceed to the
optimism phase. Hope of an ai-fuelled productivity boom displaced fears about growth and
inflation as the main market narrative. Shares in big tech firms—deemed well-placed to
capitalise on such a boom—duly rocketed.

Now the party has spilled over into the rest of the market. You can see this by comparing
America’s benchmark s&p 500 index (which weights companies by their market value and so is
dominated by the biggest seven tech firms) with its “equal-weight” cousin (which treats each
stock equally). From March to June, the tech-heavy benchmark index raced ahead while its
cousin stagnated. Since June both have climbed, but the broader equal-weight index has done
better. And they have both been trounced by the kbw index of bank stocks. What started as a
narrowly led climb has broadened into a full-blown bull market.

Over Weight 72 5 B LMiESR, RERRE L THAMTH S E VI EBK, Under Weight %%

Y R, IRERRELTEITHIRETTHSHEWDSEL, Equal Weight 77 15 B LVHESE
SEYUHBDORITELLTHALY,
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It is not just in stockmarket indices that the new mood is apparent. Bloomberg, a data provider,
collects end-of-year forecasts for the s&p 500 from 23 Wall Street investment firms. Since the
start of the year, 14 of these institutions have raised their forecasts; just one has lowered it.
Retail investors, surveyed every week by the American Association of Individual Investors, are
feeling their most bullish since November 2021. Even the long-moribund market for initial
public offerings may be witnessing green shoots. On July 19th Oddity Tech, an ai beauty firm,
sold $424m-worth of its shares by listing on the Nasdag, a tech-focused exchange. Investors
had placed orders for more than $10bn.

If investors are to keep paying more and more for stocks, which they will have to do to keep the
run going, they must believe at least one of three things. One is that earnings will rise. Another
is that the alternatives, especially the yield on government bonds, will become less attractive.
The third is that earnings are so unlikely to disappoint that it is worth coughing up more for
stocks and accepting a lower return. This final belief is captured by a squeezed “equity risk
premium”, which measures the excess expected return investors require in order to hold risky
shares instead of safer bonds. This year it has plunged to its lowest since before the global
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financial crisis of 2007-09. The market, in other words, appears on the verge of euphoria. What
would Templeton think of that?

DP1: According to the Economist, it is a good time to buy shares in America. Are you optimistic
about the stock market and willing to buy a promising stock such as seven behemoths? As
described, the economy still faces the aftermath of rising interest rates, inflation, war in
Ukraine, lockdown in China.

DP2: If you are an active buyer, you must believe in at least one of three things, the Economist
explains. Do you believe in either one of these theories? Does the Templeton theory fully
capture the elements of three hypotheses?
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America’s battle with inflation is about to get trickier
Cooling price rises will have counterintuitive consequences for the Federal Reserve
Jul 26th 2023 | WASHINGTON, DC

It was never in doubt. In the run-up to the Federal Reserve’s latest meeting, investors assigned
a probability of nearly 99% to the central bank raising interest rates once again. On July 26th
policymakers duly fulfilled those expectations, with their 11th increase in 12 meetings, together
making for America’s sharpest course of monetary tightening in four decades. The central
bank’s next steps, however, are clouded by uncertainty.

Some economists are convinced that this will be the Fed’s last rate rise in this cycle. Inflation
has come down from its highs in 2022, with consumer prices rising by just 3% year-on-year in
June. Core inflation—which strips out volatile food and energy costs—has been a little more
stubborn, but even it has started to soften, in a sign that underlying price pressures are easing.
This opens a pathway for the Fed to relent, hopefully guiding America to a much-discussed soft
landing. Ellen Zentner of Morgan Stanley, a bank, expects an “extended hold” for the Fed,
presaging a rate cut at the start of next year.

Others are not so sure. Inflation has consistently wrong-footed optimists over the past couple
of years. Were, for instance, energy prices to rally, consumers and businesses could quickly
revise up their expectations for inflation, nudging the Fed towards another rate increase. If an
incipient rebound in housing prices gathers pace, that would also fuel concerns. Vigour in the
labour market adds to the worries, because fast-rising wages feed into inflation. Remarkably,
the Fed’s aggressive actions have barely affected American workers thus far: the
unemployment rate today is 3.6%, identical to its level in March 2022 when the Fed raised rates
for the first time in this cycle (see chart 1). The pace of tightening would normally be expected
to drive up unemployment. Instead, the recovery from the covid-19 pandemic, including an
increase in the number of willing workers, seems to have cushioned the economy.
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Opposing views among economists are mirrored within the Fed itself. For the past two years
America’s central bankers have spoken in similar terms about the peril of inflation, and have
been nearly unanimous when it comes to big rate moves. In recent months, however, divisions
have surfaced. Christopher Waller, a Fed governor, has come to represent the more hawkish
voices. This month he warned that the central bank could continue raising rates until there is
sustained improvement in inflation, dismissing the over-optimism bred by the weaker-than-
expected price figures for June. “One data point does not make a trend,” he warned. At the
other end of the spectrum is Raphael Bostic, president of the Fed’s Atlanta branch, who said
even before the latest rate increase that the central bank could stop hiking. “Gradual
disinflation will continue,” he assured listeners in late June.

Even if the latest rate increase does end up marking the peak for the Fed, Jerome Powell, its
chairman, has maintained a hawkish tilt in his pronouncements. “What our eyes are telling us is
that policy has not been restrictive enough for long enough,” he told a press conference
following the rate rise. Financial conditions have loosened in recent months. The s&p 500, an
index of America’s biggest stocks, is up nearly one-fifth from its lows in March, when a handful
of regional banks collapsed. With his sterner tone, Mr Powell may want to restrain investors
from getting ahead of themselves, which could add to inflationary momentum.

Central bankers wanting to preserve their reputations as inflation-fighters may prefer to err
towards toughness. Steven Englander of Standard Chartered, a bank, likens the Fed to a
weather forecaster who thinks there is a 30% chance of rain. It still makes sense to highlight the
potential for wet weather, because predicting sun but getting rain is perceived as worse than
predicting rain and ending up with sun.

In practice, the Fed is sure to be flexible, reacting to economic data. It can look north of the
American border for an example of the impossibility of maintaining a fixed policy stance. The
Bank of Canada had stopped its rate-rise cycle in January, thinking that inflation had crested.
But in June it was forced to resume tightening because economic growth had remained too hot,
and inflation too sticky, for comfort.

Ultimately, though, there are no risk-free choices for the Fed. What is seen as the more doveish
option—holding rates steady for the rest of this year—will in fact take on an increasingly
hawkish hue if inflation does continue to recede. Unchanged nominal rates would be ever more
restrictive in real terms (assuming that inflationary expectations diminish alongside waning
price pressures). In such a scenario central bankers wishing to maintain their current policy
stance should therefore think about cutting rates. When inflation was sky-high, the Fed’s task
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was tough yet its decisions quite straightforward: officials did not really have much choice but
to raise rates. From here on, its task looks easier but its decisions more fraught.

DP1: Christopher Waller, Fed governor, says that the Fed could continue raising interest rates.
Raphael Bostic, president of the Fed’s Atlanta branch. says that it could stop raising them.
Which view would you support and why?

DP2: Jerome Powell, its chairman, has maintained a hawkish stance. Janet Yellen (not
mentioned), treasury secretary, probably takes a doveish option. Which stance would you
recommend, tightening or not, and why?

DP3: Central banks fight for inflation and unemployment. What is the capability and limitation
of the central banks?
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Can UBS make the most of finance’s deal of the century?
Europe at last has a challenger for America’s behemoths
Jul 26th 2023 | ZURICH
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“Limited but intensive”. That is how a regulatory filing described, with something approaching
wry understatement, the few days of due diligence before ubs announced its deal to rescue
Credit Suisse on March 19th. The dramatic acquisition was the first ever tie-up between two
“global systemically important banks”, a designation introduced after the financial crisis of
2007-09. Since it was agreed, the pace has barely slowed. In April Sergio Ermotti, a Swiss cost-
cutter who ran ubs between 2011 and 2020, returned as the firm’s chief executive. The same
month Credit Suisse’s results laid bare the devastating run it had suffered. Combined financial
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statements followed in May. The fine print of an agreement with Swiss authorities to absorb
potential losses emerged in June. Scores of Credit Suisse bankers have rushed for the exit.
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ubs finally got the keys to the building on June 12th. The tie-up is the most watched deal in
finance: it creates a giant with $5trn of invested assets and a balance-sheet twice the size of the
Swiss economy. The acquisition’s outcome will say much about the future of global banking.
Regulators are eyeing proceedings closely on account of the new institution’s size. Bank bosses,
meanwhile, are watching the difficult strategic decisions faced by management for lessons
applicable to their own firms. ubs shareholders, who did not vote for the deal, have traded a
staid investment for something much riskier.

Since the deal was announced, shares in ubs have risen only a little. Yet the acquisition ought to
be a boon, at least eventually. ubs bought Credit Suisse at a bargain: it will report an estimated
$35bn of “negative goodwill”, the difference between what it paid and the higher book value of
Credit Suisse’s equity. Turning this scale into profit hinges on the mammoth task of integrating
the two institutions’ operations. All the usual post-merger headaches—combining technology
systems, aligning accounting standards, laying off staff and resolving culture clashes—are
especially difficult at a bank, let alone a failed one. Compared with ubs, Credit Suisse was
appallingly inefficient: it had a higher ratio of costs to income in every one of its businesses. The
bank’s collapse was preceded by five consecutive quarters of losses and a brutal evaporation of
confidence among clients and counterparties.
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When ubs unveils its plans and delayed quarterly results at the end of August, investors will
scrutinise any outflow of assets managed by the bank. There is little to suggest a large exodus
has taken place. Julius Baer, a Swiss outfit that is likely to benefit from any flight, reported only
modest inflows at its quarterly results on July 24th. But investors should also focus on two
strategic decisions—ones that will ultimately determine the success of the deal. Both require
knife-edge calls and present enormous execution challenges.
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Credit Suisse’s domestic business is the first big question mark. Bosses at ubs are debating
whether to keep none, some or all of Credit Suisse Schweiz, which was established in 2016 as
part of a plan, later shelved, to spin off the business. The Swiss bank was Credit Suisse’s only
profitable division during the first quarter of 2023. Last year Schweiz’s equity had a book value
of SFr13bn ($14bn). Selling the outfit at a valuation near this figure might now be impossible
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given the speed with which clients ran for the doors before March. A shaky balance-sheet
would frustrate efforts to pick off the most attractive bits of the business, since the rump might
struggle to support itself as a standalone operation.

Swiss knife

With anger over the ubs tie-up still simmering in Switzerland, the fate of Credit Suisse’s
domestic business could emerge as something of a political lightning rod. Shedding Schweiz
might stave off demands for higher capital requirements in the future by calming worries about
the parent bank’s size. According to data from Switzerland’s central bank, last year ubs and
Credit Suisse had combined domestic market shares of 26% in loans and deposits. In less
hurried circumstances, it would have been possible to imagine the deal falling foul of
competition watchdogs.

Yet whereas gains from spinning off the business are uncertain, those from keeping it and
making cuts are almost guaranteed. Assuming ubs’s shears are sufficiently sharp, and 70% of
Credit Suisse Schweiz’s costs can be chopped, separating the whole business would mean
forgoing nearly a third of the deal’s total annual cost savings, according to an estimate by
Barclays, a bank. Lay-offs affecting Credit Suisse’s 16,700 employees in Switzerland, such as
from shutting retail branches, would draw particular ire from politicians and the public.
According to Jefferies, an investment bank, around 60% of ubs and Credit Suisse branches are
located within a kilometre of each other.

The second question mark concerns Credit Suisse’s investment bank, which accounted for a
third of the institution’s costs last year, and will bear the brunt of the cuts. Mr Ermotti, ubs’s
returning boss, is no stranger to felling bankers: the number of people employed in the firm’s
investment bank declined from about 17,000 in 2011 to 5,000 in 2019, leaving behind a leaner
operation to play second fiddle to the bank’s elite wealth-management division. Credit Suisse
failed to accomplish similar manoeuvres of its own. Last year ubs therefore generated nearly
five times as much revenue per dollar of value at risk.

Winding down these operations will be a slog. Many of Credit Suisse’s investment-banking
operations will be shoved into a “non-core” unit, along with some small parts of Credit Suisse’s
money-managing businesses. Modern “bad banks” do not contain masses of toxic derivatives,
unlike those set up after the global financial crisis. But they are still hard to shutter without
incurring significant losses.

Protection against losses from selling some of Credit Suisse’s assets is provided by the Swiss
government. As part of the acquisition agreement, the authorities committed themselves to
absorbing up to SFr9bn of losses, so long as the first SFr5bn are shouldered by ubs. They are
unlikely to have to cough up, however, given the relatively small pool of assets covered by the
agreement. As a result, ubs could move to end the agreement before it has wound down the
portfolio. The guarantee proved reassuring to investors during in March. Today it carries a lot of
political risk for not all that much financial gain.
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Moreover, the loss guarantee fails to insure against the greatest danger when winding down an
investment bank: that revenues plummet faster than costs, creating painful losses. Even
excluding the sizeable cost of employees and one-off items, outgoings in Credit Suisse’s
investment bank last year amounted to more than 60% of revenue. Many of these costs, such
as the technology systems required to run a trading floor, will remain high even as assets are
sold off. Consider Credit Suisse’s own wind-down unit, which the bank created as part of its
failed restructuring programme. The unit’s assets have fallen by almost half since 2021, to
SFr98bn; its costs, at SFr3bn in 2022, have hardly changed.

loss guarantee 8 {REE

How quickly ubs is able to shutter this unit will be closely watched. So will what the bank’s
bosses do with their remaining investment bank. European investment banks have retreated
since the financial crisis, especially in America. Both Barclays and Deutsche Bank have struggled
to convince investors their businesses are worth retaining. ubs’s investment bank is profitable,
but would need a mighty boost to woo billionaires with its dealmaking advice. The prospect of
building an elite, capital-light bank might be appealing in theory, and was the crux of Credit
Suisse’s plan to spin out its own investment bank under the moniker of “First Boston”, a famous
old firm that it acquired in 1990. But in practice this would require significant turnover

among ubs’s own bankers, too.

Mighty money manager

It is not clear that such bloodletting is required. In time, the success of the merger will be
judged by ubs’s price-to-book multiple. Morgan Stanley, which has ridden its wealth-
management success to a multiple of more than two, is a worthy target. After the deal, ubs will
remain a measly competitor in investment banking, but growth in the money it manages means
it will close the gap in wealth management and overtake its rival in asset management. A bigger
bank means bigger ambitions.

DP1: Bosses at UBS are debating whether a new tie-up bank keeps Credit Suisse's domestic
business. Should UBS keep none, some, or all? What are the viewpoints for this debate?

DP2: Investment banking business is almost gone in America. In Europe, it has sharply shrunk
since the financial crisis in 2008. What should a new Swiss bank do with investment banking
operation? You may want to consider these implications: 1. accounting to check balance sheets
and financial ratios, 2. bankers and compensations, 3. shareholders in behavioral economics, 4.
Swiss regulators to balance between canton v federal laws, and 5. worldwide customers to
manage cross-border taxation.

DP3: UBS expanded the business in wealth management. Is wealth management a solution to
for a big bank to stay sustainable for the future?
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Deflation is curbing China’s economic rise
The world’s second-biggest economy will become a more distant second this year
Jul 27th 2023

China has a new central-bank boss. Pan Gongsheng, who became governor of the People’s Bank
of China on July 25th, is a technocrat. His career, which includes a phd in economics, research
at Cambridge University and Harvard, and a stint as deputy governor, resembles those of
central bankers elsewhere. But he inherits a different problem: too little inflation, not too
much.

China’s consumer prices did not rise at all in the year to June. The country’s gdp deflator, a
broad measure of the price of goods and services, fell by 1.4% in the second quarter, compared
with a year earlier. That is the biggest decline since 2009.

Falling prices pose immediate dangers for the country’s policymakers. They can erode profits,
depress confidence and deter borrowing and investment, which will only add to deflationary
pressure. The absence of inflation also has a less immediate implication—one of particular
interest to those keeping score in the geopolitical race between China and America. Deflation
could delay China’s emergence as the world’s biggest economy.

Despite its difficulties, China’s economy is expected to grow by about 5% this year. America’s
will probably grow by 2% at best. China would then appear to be gaining ground. But these
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forecasts exclude inflation and ignore exchange rates. America’s “nominal” growth, before
adjusting for inflation, could exceed 6%, according to Goldman Sachs, a bank. The country will
produce 2% more stuff, the price of which could rise by about 4%. China’s nominal growth, on
the other hand, is forecast to be only 5.5%.

In theory, high inflation in America should weaken the dollar. This would make other
economies like China loom larger in dollar terms. In practice, however, America’s currency has
been strong. As a result, China’s gdp, converted into dollars, could fall further behind its rival’s
in 2023, for the second year in a row. The country’s economy will be 67% the size of America’s
in 2023, according to Goldman Sachs, compared with 76% in 2021. Thus the world’s second-
biggest economy will be a more distant second.

This trajectory is unexpected. Upstart economies like China’s are not only supposed to grow
faster than mature economies, their prices are also supposed to “catch up” with the higher
prices that prevail in rich countries. Emerging economies start out poor and cheap, then grow
richer and more expensive—either because their prices rise quickly, or because their exchange
rates strengthen. In the 1960s, for example, an American visiting Italy or Japan would have
found that the dollar stretched further in these countries than back home. Lira and yen prices,
when converted into dollars at market exchange rates, were lower than American prices for
similar items. Two or three decades later, both Italy and Japan were just as pricey as the United
States.

The classic explanation for this phenomenon was provided by Bela Balassa and Paul Samuelson,
two economists, in 1964. In catch-up economies, productivity grows briskly in industries, like
manufacturing, that trade goods across borders. Because output per worker rises quickly, firms
can afford to pay their workers more without raising their prices, which are pinned down by
global competition. Meanwhile, in sectors such as services, which are not much traded across
borders, productivity grows more slowly. Service firms must nonetheless compete with
manufacturing for the country’s workers. That obliges them to raise their wages to attract
recruits. Higher wages, in turn, force these firms to raise prices. These price hikes are required
because productivity has not kept up, and possible because services are sheltered from global
competition. The hikes also make the country more expensive: the price of haircuts rises in
sympathy with the growing wages of increasingly productive manufacturing workers.

China’s prices are now on average only 60% of American prices when comparing like-for-like
items, according to the World Bank. Their figure lines up with this newspaper’s Big Mac index,
which compares the price of burgers around the world. In China a Big Mac costs 24 yuan, the
equivalent of $3.35. That is only 63% of the cost of a similar meaty treat in America.

The long-term forecasters at Goldman Sachs expect China’s price level to have risen modestly,
relative to America’s, by the middle of the next decade. By that point, China’s gdp will have
become the biggest in the world, they project. If prices instead remain at their present low
level, then China’s gdp may never overtake America’s at all. Capital Economics, a research firm,
cleaves to this gloomier view. It thinks China’s growth per worker will slow to roughly the same
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pace as America’s within the next decade. If China is no longer catching up with America
economically, it argues, there is no reason to expect its prices to catch up either.

Catch-up and fries

That conclusion may be too hasty. History provides plenty of cases in which a country’s prices
rise, relative to America’s, even as its gdp per head grows no faster. For example, Ireland, Israel
and Italy all had spells in the 1980s when gdp per person grew more slowly than America’s, but
they nonetheless became less cheap, through faster inflation or a strengthened exchange rate.
Figures from the Penn World Table suggest that, all told, 156 countries have had at least one
ten-year period of price convergence without economic convergence since 1960.

This pattern is ultimately compatible with Balassa’s and Samuelson’s theory. If a dynamic
manufacturing sector was offset by a moribund services sector, a country could grow modestly
overall, but still become more expensive. The price of services would rise quickly, pulled along
by competition for labour from more productive manufacturing companies.

Will China’s cheapness persist? That will depend not just on how fast it grows relative to
America, but how fast its manufacturing grows relative to homebound industries. To close
the gdp gap with America, China will have to narrow the price gap, too.

The central bank in China has a dilemma, managing the GDP gap and the price gap to America.
DP1: Balassa’s and Samuelson’s theory explains the catch-up economy. Basically, it says that in
the future cheap China will become just as pricey as the United States. Do you agree? How
much would you buy their theory?

DP2: If you were Pan Gongsheng, new governor of the People’s Bank of China, what would you
do?
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Hard to unplug

Worldwide lithium-ion-battery production
By supply-chain stage and location, March 2023, %
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China hits back against Western sanctions

The Communist Party is becoming less timid in its retaliation against American economic
warfare

Jul 23rd 2023 | SHANGHAI

In 2019, as China’s trade war with America was heating up, the People’s Daily predicted that
the Chinese monopoly on rare earths, minerals crucial to the production of most modern
hardware, would become a tool to counter American pressure. “Don’t say we didn’t warn you,”
the Communist Party mouthpiece thundered. For years the bluster was just that. Between 2009
and 2020 the number of Chinese export controls on the books ballooned nine-fold, according to
the oecd, a club of mostly rich countries. Yet these restrictions were haphazard, informal and
aimed at narrow targets—random warning shots rather than a strategic offensive.
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As America ratchets up its sanctions against China, which among other things make it
impossible for Western chip companies to sell Chinese customers cutting-edge semiconductors
and the machines to make them, new volleys from Beijing are coming thick and fast. Earlier this
month, after China announced its latest export controls, this time on a pair of metals used in
chips and other advanced tech, a former commerce-ministry official declared that the measures
were “just the beginning” of Chinese retaliation. On July 20th Xie Feng, China’s new
ambassador to America, said that his country “cannot remain silent” in the escalating war over
technology. A response, he hinted, was coming.

This time it looks much more deliberate. To counter America’s effort to contain China’s
technological ambitions, Xi Jinping, China’s paramount leader, has called on regulators to fight
back against Western coercion in what he has called an “international legal struggle”. The result
is a flurry of lawmaking that is creating a framework for a more robust Chinese reaction to
America’s commercial warfare.

The list of recent laws is long. An “unreliable entities” list, created in 2020, punishes any
company undermining China’s interests. An export-control law from the same year created a
legal basis for an export-licensing regime. In 2021 an anti-sanctions law enabled retaliation
against organisations and individuals who carried out the sanctions of other countries. A
sweeping foreign-relations law enacted this year, and prompted by Western sanctions against
Russia over its invasion of Ukraine, permits countermeasures against a wide range of economic
and national-security threats facing the country. It came into effect on July 1st. The same day
an anti-espionage statute came into force, extending the reach of Chinese security agencies. All
the while, China has tightened various data and cyber-security rules.

KEADXIGE LTIE, —8OKREREZIFEBEMEEEE Y X b (Unreliable Entities
List) ICEET . RHEFZCTOYF U TERICEDELEFRHET S, HAHAWIYA
N—tFa2)T DEEZFIAL. PETEBIT LRKELXICHELAGEEZT L. GEMN
EAbND, TOM, KEDITY FaA—HF—IZx L., L7 7—XORKE LD ST
Besi&dbE\EZALND

The new rules are already being deployed, as opposed to merely brandished. In February
Lockheed Martin and a unit of Raytheon, two American armsmakers with non-defence
businesses in China, were placed on the unreliable-entities list after shipping weapons to
Taiwan (which China regards as part of its territory). The companies are blocked from making
new investments in China and from trade activity, among other restrictions. In April Micron, an
American chipmaker, was hit with an investigation by China’s cyberspace regulator, based on a
new cyber-security law. After Micron failed a security review, Chinese authorities banned its
semiconductors from critical infrastructure.

The laws’ vague wording makes it hard for Western companies to assess any potential impact

on their business in China. The “mother of all sanctions laws”, as Henry Gao of Singapore
Management University describes the foreign-relations act, hazily vows to hold accountable
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anyone acting in a manner that is deemed “detrimental to China’s national interests...in the
course of engaging in international exchanges”. Several foreign law firms in China have been
asked by their Western clients to evaluate the risks of being investigated. One lawyer looking
into potential Chinese cyber-probes notes that American tech companies producing
commodified hardware components, such as Micron’s memory chips, should be on guard for
sudden investigations.

China’s new laws allowing the government to restrict a broad range of minerals and
components, meanwhile, are injecting similar uncertainty into the businesses of their foreign
buyers. One affected group, notes David Oxley of Capital Economics, a research firm, is Western
manufacturers of green-energy technologies. Battery-makers, in particular, are highly
dependent on China across the supply chain (see chart). Last year the commerce ministry
proposed a ban on exports of ingot-casting technology used in making solar-panel wafers. If
imposed, such a prohibition could hold back the development of indigenous solar-power
technology in the West, which would hurt Western manufacturers, simultaneously increasing
foreign demand for finished Chinese solar panels.

Post-silicon volley

The restrictions on the two chip metals, gallium and germanium, could cause a strategic
headache for America. The rules, which come into force on August 1st, require exporters to
apply for licences to sell the metals to foreign customers. China produces 98% of the world’s
raw gallium, a key ingredient in advanced military technology. This includes America’s next-
generation missile-defence and radar systems. A shock to the supply of gallium could create
long-term problems for the American defence industry, reckons csis, a think-tank in
Washington. Moreover, a gallium-based compound, gallium nitride, may one day underpin a
new generation of high-performance semiconductors. Keeping the material out of foreign
hands would stymie Western efforts to develop the technology, while furthering Mr Xi’s goal
for China to control it.

China needs to tread carefully. The country reimports many of the finished products that are
manufactured abroad using rare earths, points out Peter Arkell of the Global Mining Association
of China, a lobby group, so prohibitions could come back to bite Chinese companies. Outright
export bans would also prompt the West to build its own relevant production capacity and seek
substitutes, observes Ewa Manthey of ing, a Dutch bank. This would in the longer term weaken
China’s hand. And labelling big Western firms with large Chinese operations as unreliable
entities could jeopardise thousands of Chinese jobs. That may explain why rather than
blacklisting all of Raytheon, whose aviation subsidiary, Pratt & Whitney, employs 2,000 people
in China, the commerce ministry limited its ban to the American company’s defence unit.

So far the relatively pragmatic ministries of commerce and foreign affairs have led the
implementation of the various laws. One concern among Western businesses is that more
hardline agencies supplant them. If the tech war escalates further, China’s National Security
Commission, chaired by Mr Xi himself, may take the lead, fears Mr Gao. If that happens,
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concerns about potential blowback for Chinese commerce are likely to carry less weight. The
consequences are scary to contemplate—and not just for Chinese and American ceos.
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American universities have an incentive to seem extortionate
They are much cheaper than the “crisis of college affordability” suggests
Jul 23rd 2023 | WASHINGTON, DC

The cost of many private colleges in America has reached $80,000 a year. The median
household income in America in 2021 was $71,000 a year. This shows that college is
unaffordable. Or does it?

The consensus view is that America has a college-affordability crisis and things are getting
worse. According to the Heritage Foundation, a conservative think-tank, “college costs are out
of control”. Bernie Sanders, a senator from Vermont, and other progressives have pushed for
free college and loan-forgiveness for years. The White House attempted a costly bail-out of
student borrowers which the Supreme Court recently declared unconstitutional. Both sides are
telling a similar tale. But it does not reflect reality. Most undergraduate degrees in America are
actually affordable, and in many cases going to college is actually getting cheaper.

There are three main types of colleges in America: public, non-profit private and for-profit
private. Public colleges are much less expensive than private ones. According to us News &
World Report, which ranks universities, the average annual tuition fee for students at a public
college studying in their home states is about $10,000, compared with $40,000 for private
colleges. And most American students benefit from these lower prices. In 2021, 77% of college
students (about 12m) were enrolled in public colleges. Some states are cheaper than others.
Tuition in Wyoming costs $6,000 per year for residents, whereas Vermont charges $19,000.

Public colleges in America look more expensive than most of their rich-country counterparts.
America ranks second-highest for fees in the oecd, a club of mostly rich countries, behind
England. However, this does not give a full picture.

American universities advertise a sticker price that few students actually pay. According to the

National Association of College and University Business Officers, a non-profit organisation,
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private colleges discount tuition by over 50% on average. And contrary to the common
narrative, the net cost (what students really pay) of public and private colleges has fallen (see
chart).

sticker price (3K) [HFICBEIED] A —hH—FHFB/NFE(E

Schools with large endowments are particularly generous. According to us News & World
Report the average student at Princeton pays $16,600 per year for tuition and fees (compared
with a $56,010 price tag), and tuition is free for families making $160,000 a year or less. With
these tuition discounts, private colleges can sometimes cost less than public ones, though
public colleges are usually cheaper.

Americans also have alternative paths to a four-year degree that can help them save money.
Students can attend two-year public community colleges for less than one year’s tuition cost at
a four-year university degree, then apply those two years towards a four-year degree. The
system is flexible: two-thirds of community-college students work and 70% attend part-time.
This flexibility is unusual compared with higher education in other countries, says Simon Roy of
the oecd.

Though there are plenty of stories of students being landed with lots of debt for worthless
degrees, college generally pays off too. College-educated men earn $587,400 more over their
lifetime than men who only graduated from high school (women earn $425,100 more). This is
much greater than the equivalent premium in Britain (5210,800 for men and $193,200 for
women). “The expected gains from having a college degree are actually quite high in

the us because the us is also one of the countries where income inequality is the highest,” says
Abel Schumann of the oecd. This inequality makes college-going worth the initial cost for most
people.

Why, then, is there a perception that there is some sort of general crisis in college affordability
in America? One reason is that country-level comparisons, such as the analysis by the oecd,
compare the sticker price of American universities with that of their peers. Sticker prices are
rising while net costs remain steady and, in some cases, drop. A report from the College Board,
an ngo, shows that whereas published tuition and fees for private non-profit colleges increased
from $30,000 in 2006-07 to $38,000 in 2021-22 (in 2021 dollars), the net price actually
decreased from $17,000 to $15,000. The story is similar for public colleges. Published tuition
and fees were nearly $8,000 in 2006-07 and rose to nearly $11,000 in 2021-22. Meanwhile the
net cost fell by $730.

This discrepancy between the sticker price and the net price creates confusion, but it continues
because it is valuable to colleges, says Beth Akers of the American Enterprise Institute, a
conservative-leaning think-tank. Wealthy students pay the full price, subsidising their poorer
peers. The higher prices are also good for marketing. Consumers tend to associate higher prices
with higher quality. And students (and their proud parents) are flattered by tuition markdowns
pitched as merit scholarships rather than discounts.
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Yet even with decreasing costs and discounts, college can still seem unaffordable to many.
Plenty of citizens in countries with free or low tuition do in fact pay for college. Instead of
paying a tuition bill, they pay over time with higher taxes. Americans pay less in taxes, but that
lump-sum tuition bill can be off-putting. For those students and their families unable to pay in
cash, loans can be an answer. But accrued interest can quickly turn a reasonable cost into an
unreasonable one. Here too there is some progress: a new initiative by the Biden
administration will prevent interest from accruing on federal loans for people making timely
payments.

College does not benefit everyone and the quality is variable. Some for-profit colleges have
become notorious for providing little value and targeting poor and non-white students.
Students who chose to major in photography (or journalism) at a private college may find it
takes a while to pay off their loans once they encounter the job market—but that choice may
be worth it too. For the vast majority, though, college is affordable and worth attending.

Regardless of the reality, American confidence in college is declining. A poll by Gallup released
this month shows that only 36% of Americans have “a great deal” or “quite a lot” of confidence
in higher education. This is down from 48% in 2018 and 57% in 2015. The perceived high cost of
college could be driving down these results, says Jeremy Wright-Kim, an education professor at
the University of Michigan. College may be relatively affordable and worth the overall cost, but
Americans are struggling to believe it.

Discussion point: If you were the US Secretary of Education, what would you identify as a real
problem to solve? (If we have time) What would be the solution?
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Soaring temperatures and food prices threaten violent unrest
Expect a long, hot, uncomfortable summer
Jul 27th 2023

Protests have a funny way of kicking off when the mercury soars. The summer of 1967 is best
known as “the summer of love”. It was a time when hippies flocked to America’s west coast to
protest war, take drugs and peace out. But it was also a time when more than 150 race riots
struck everywhere from Atlanta to Boston amid brutal temperatures, earning the period
another name: “The long, hot summer.”
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As the world warmes, the link between heat and social disturbance is an increasingly important
one and, this summer, an especially concerning one. Each upheaval has its own causes, but
certain factors make disturbances more likely everywhere. Surging temperatures, rising food
prices and cuts to public spending—three of the strongest predictors of turmoil—have driven
estimates of the potential for unrest to unprecedented highs in recent months. These estimates
will probably rise higher still this summer. Temperatures are unlikely to have peaked. Russia’s
exit from the Black Sea Grain Initiative to export supplies from Ukraine and India’s recent ban
on rice exports may raise the price of staples. Social unrest is already bubbling in Kenya, India,
Israel and South Africa.

The summer of our discontent

In the first week of July the mean global temperature crossed the 17°C threshold for the first
time, reaching a steamy 17.08°C. The average global temperature for the month as a whole is
poised to be warmer than the hottest previous single-day average on record. This sort of
weather spells trouble. In a study published in Science, Marshall Burke of Stanford University
and Solomon Hsiang and Edward Miguel of the University of California, Berkeley, show that an
uptick in temperature of just one standard deviation above the long-term mean—the kind of
deviation a statistician expects to observe about once every six days—drives an increase in the
frequency of unrest of almost 15%.

In the eight weeks since the start of June, the average global temperature has simmered at a
consistent four to six standard deviations above levels recorded from 1980 to 2000. Our rough
calculations, which extrapolate the relationship indicated in the Science study, suggest that
record temperatures in June and July could have raised the global risk of violent social unrest by
somewhere in the region of 50%. The effects of El Nifio, a weather pattern that brings warmer
temperatures worldwide and recently got under way, are likely to produce a scorching end to
the northern summer and start to the southern summer. Indeed, the phenomenon has
coincided with more than one-fifth of all civil conflicts that have taken place since 1950.

Verisk Maplecroft, a risk-intelligence company, maintains a civil-unrest index that forecasts the
potential for business disruption caused by social disturbances, including violent upheaval, on a
country-by-country basis. According to the firm’s estimates, the risk of global social unrest in
the third quarter of 2023 is the highest since the index was created in 2017. That is because of
both heat and the higher cost of living, says Jimena Blanco, the firm’s lead analyst. “High rates
of food price inflation are a particular risk,” she warns.

Global inflation seems to have passed a peak, and international grain prices are lower than last
year’s high. But that does not mean prices paid by consumers have stopped rising. In June
annual food-price inflation was 17% in Britain, 14% in the eu and nearing 10% in Canada and
Japan. It is higher still in many developing economies, especially those in Africa. Food-price
inflation is close to 25% in Nigeria, 30% in Ethiopia and 65% in Egypt (the highest rate in the
country’s history).
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Bread-and-butter issues

Lower wholesale prices should in time feed through to consumers. But Russia’s choice to
scupper the Black Sea Grain Initiative on July 17th, which was followed by four nights of attacks
on the Ukrainian ports of Chornomorsk and Odessa in the Black Sea, has disturbed food
markets, pushing prices in the opposite direction. Dry conditions elsewhere are also likely to
exacerbate difficulties. Yields of Australian barley and wheat are forecast to decline by 34% and
30% this harvest. Stocks of American maize, wheat and sorghum are down by 6%, 17% and
51%. Last year these countries were the world’s two biggest exporters of the cereals by value.

More concerning still are events in India, which produces roughly 40% of global rice exports,
and has suffered from debilitating rains this year. On July 20th the government responded by
banning exports of all non-Basmati rice from the country. This will reduce global rice exports by
about 10%, with almost immediate effect. The United Nations Food and Agriculture
Organisation estimates that together maize, rice and wheat provide more than two-fifths of the
world’s calorific intake. Among the world’s poorest populations, the figure may rise to four-
fifths. If prices do not start to fall soon, people will only get hungrier. And hungrier people are
more likely to hit the streets.

Fiscal austerity may further destabilise things. Many governments have committed to raising
taxes or cutting expenditures in order to bring debt under control after lavish spending during
covid-19. Jacopo Ponticelli of Northwestern University and Hans-Joachim Voth of the University
of Zurich investigated almost a century of data from 25 European economies. They discovered
that each additional 5% cut in government spending increases the frequency of social unrest by
28%.

Social upheaval can have a scarring effect on economies, too. Metodij Hadzi-Vaskov, Samuel
Pienknagura and Luca Ricci, all of the imf, recently looked at 35 years of quarterly data from
130 countries. They found that even 18 months after a moderate episode of social unrest a
country’s gdp remains 0.2% lower. By contrast, 18 months after a major episode of unrest a
country’s gdp remains 1% lower.

Countries beyond the rich world have a more concerning outlook. The damage done by unrest
is about twice as large in emerging markets as in advanced economies, according to

the imf researchers, with lower business and consumer confidence, and heightened
uncertainty, exacerbating the much greater risk of sudden capital flight. This bodes ill for what
is set to be a year of rising food prices, boiling weather and spending cuts. Expect a long, hot,
uncomfortable summer.
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Beneath France’s revolts, hidden success
On many counts it is quietly doing better than other European countries
Jul 27th 2023 | PARIS

So far this year the French have done a fine job portraying their country as broken. Twice they
have spread mayhem, and derailed a state visit, with street rebellions. The first, over a rise in
the retirement age, underlined people’s refusal to face up to the financing needs of the state
pension system. The second, over the fatal police shooting of a 17-year-old, spoke of a failure
to get law enforcement right in rough neighbourhoods. Emmanuel Macron, the president, runs
a minority government that seems to lurch from crisis to crisis.

Yet behind the headlines, one of the abiding mysteries of France today is this: a country with an
aversion to change, a talent for revolt and an excessive taste for taxes still manages to get so
much right. Recently France has even outperformed its big European peers. Since 2018
cumulative growth in gdp in France, albeit modest, has been twice that in Germany, and ahead
of Britain, Italy and Spain.

Indeed by some measures France shows surprising vitality compared with its four biggest
European neighbours (see chart ). This is partly due to historical decisions. France’s high-speed
(and green) rail network, which debuted in the 1980s, dwarfs not only America’s but the
average of its big European peers. France also generates some of Europe’s lowest-carbon
electricity, thanks not to renewables but to its nuclear industry, launched in the 1970s. This still
provides 66% of France’s electricity, despite maintenance issues last year at the country’s 56
reactors. Six new-generation reactors are now planned.

France’s performance reflects more recent choices too. It has more companies in the global top
100, measured by market capitalisation, than any other European country. It owes this largely
to its luxury-goods giants, which have jumped in profitability and scale in the past decade.
French luxury brands were more profitable in 2022 than American tech firms. All three of the
world’s top luxury firms—Ivmh, Hermeés and Dior—are French.

There is more to French business, though, than the hand-stitched leather clutch. France is also
home to the euro zone’s most valuable bank, bnp Paribas. Between 2017 and 2022 the country
increased its share of global arms exports by four points, to 11%. Last year France registered
more patents than the average of its big European neighbours, and nearly twice as many as
Britain. On a wooded plateau south of Paris, the government is pouring billions into an
innovation cluster around Saclay, designed to become a “French mit”.

Britain and Germany are still home to more of Europe’s top 100 unicorns, or unlisted firms
valued at over $1bn. Yet the startup scene in Paris has been transformed. One-time pioneers
such as Xavier Niel have become establishment figures. In 2019 Mr Macron promised that
France would produce 25 tech unicorns by 2025; the figure was reached last year. “Business-
school graduates used to prefer the security of big corporate life,” says Frédéric Mazzella, head
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of BlaBlaCar, a French ride-sharing firm and an early unicorn. “Now it’s become cool to be a
tech entrepreneur.”

How to explain this under-hyped French performance? One recent factor is the global revival of
state interventionism, newly fashionable even in America and Britain. In France this tradition
goes back to Louis XIV’s finance minister, Jean-Baptiste Colbert, and was revived by
government central planners after the second world war as le Plan. The eu is now less strict
about public subsidies, leaving France freer to indulge its core instincts.

Take the four gigafactories being built in “battery valley” in northern France. This reaches from
the port of Dunkirk to Douvrin and Douai in the old mining basin. When, or if, fully operational
it will make France one of the biggest electric-battery producers in Europe. State handouts
helped to persuade ProLogium, a Taiwanese firm, to build the factory in Dunkirk. Roland
Lescure, France’s industry minister, argues that it was “not just about subsidies” but “reliable,
low-carbon energy supply” as well as “accelerated planning procedures and the growing
battery ecosystem”. Batteries will roll off the production line in Douvrin this year, only two
years after the first planning application was lodged.

A second explanation is the fine-tuning of a set of social preferences. The revolutionary-minded
French like to think that theirs has become a deeply unequal society. The feeling is reinforced
by the soaring wealth of their billionaires, while inflation squeezes ordinary people’s budgets.
This year Bernard Arnault, head of the lvmh luxury empire, became the world’s richest man for
a time, worth $211bn (before ceding to Elon Musk). In 2022 six of the top ten European
billionaires were French. Mr Macron, who reduced the wealth tax to a mere mansion tax, is
seen by his detractors as the président des riches bent on loosening labour protection and
curbing benefits.
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Yet France on Mr Macron’s watch has managed to combine a more favourable attitude towards
wealth creation with a welfare state that still does a better job than its big peers at correcting
inequality. The French poverty rate is well below the average of its European neighbours, and
little over half America’s. Nursery education, a proven means of improving life chances for
lower-income groups, is now compulsory from the age of three. The French live six years longer
on average than Americans, and far fewer are obese. Their jobless rate, at 6.9%, is at its lowest
in 15 years. Despite Mr Macron’s reforms, the French state still takes more in taxes as a share
of gdp than any oecd country bar Denmark—and devotes more to social spending.

A final factor is policy stability. Mr Macron is the first president in 20 years to be re-elected.
Bruno Le Maire has been finance minister for the longest consecutive period under the Fifth
Republic. The pair vowed not to put up taxes, and have stuck to it. An annual confab of foreign
corporate titans, invited by Mr Macron to “Choose France”, has turned into a sought-after elite
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event. This year over 200 of them jetted in to be dined at Versailles, jointly announcing another
€13bn (514.4bn) of investments. Morgan Stanley is nearly doubling its headcount in Paris. Pfizer
is doubling to €1.2bn its investment in the country over the next four years. “The reality is that
there is a long-term trend towards greater attractiveness,” says Ludovic Subran, chief
economist at Allianz, a German insurer.

France has not got everything right, far from it. There are genuine concerns about standards in
state schools and regional access to health services. Politics remains polarised and society
anxious. Average real wages have been flat, not rising as in America. All those French subsidies
and infrastructure projects come with an eye-watering price tag. The public finances are
stretched, partly by capping energy bills to protect consumers from the cost-of-living crisis,
which is only slowly being phased out. France has not balanced a government budget since
before Mr Macron was born.

Yet, as the French board super-fast trains on the way to their enviably long summer holidays,
France’s model continues to defy those who predict its collapse. A recent analysis by Sam
Bowman, a British commentator, puzzled over France’s relative wealth, despite high taxes and
tight labour laws. Better infrastructure, simpler planning and housing supply, cheaper child care
and abundant energy seemed to explain it. “France gets so much wrong,” he concluded, “and
yet it still does pretty well on the metrics that actually matter.”

Discussion point: What is the single most important factor of success of French economy? Can
other countries learn from it?
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China wants to choose the next Dalai Lama. He has other plans
As rival candidates are lined up to succeed the Tibetan spiritual leader, Brook Larmer unpicks
the politics of reincarnation
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The boy’s existence had been little more than a rumour. When he appeared during a ceremony
in March on a small throne below the Dalai Lama, the ageing leader of Tibetan Buddhism, the
monks and nuns in the audience didn’t seem to recognise him. The boy, about eight years old
with short black hair, wore a copper-tinted robe with oversized cuffs covering his hands and —
as if to add to the mystery —a white mask over his face.

Midway through the ceremony, held in Dharamsala, the north Indian refuge for Tibetan exiles,
the Dalai Lama paused and gestured nonchalantly toward the boy: “We have the reincarnation
of Khalkha Jetsun Dhampa Rinpoché of Mongolia with us today.” This was, in the world of
Tibetan Buddhism, a mic-drop moment. The last Jetsun Dhampa — one of the religion’s most
important figures — died in 2012. But the significance of the announcement was not only
religious. The Dalai Lama had managed to outmanoeuvre China in the geopolitical chess game
of reincarnation.
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Seven years ago, the Dalai Lama told a press conference in Mongolia that he was convinced
Jetsun Dhampa’s reincarnation had been born in the country. “However, the boy is very young
right now,” he said, “so there is no need for haste in making an announcement.” The Chinese
government, which claims sole authority over all Tibetan Buddhist reincarnations, was
incensed. It closed its main border crossing with Mongolia and delayed loan negotiations with
the cash-strapped country.

“As far as my own rebirth is concerned, the final authority is myself...obviously, not Chinese
Communists!”

Then there was silence. Under Chinese pressure, Mongolia, which along with Tibet is a centre of
Tibetan Buddhism, banned the Dalai Lama from future visits. To stiffen the Mongolians’ resolve
—and embolden the boy’s reluctant parents — the Dalai Lama sent in one of his most influential
spiritual advisers: a monk named Thubten Ngodup. Thubten is the medium of the state oracle
of Tibet, whose visions have guided the decisions of the Dalai Lama and his predecessors since
the 16th century. He met in secret with the boy and his parents, offering reassurances and
counselling patience. “The family was a little nervous, uncomfortable, but slowly, slowly, they
came to accept their fate,” Thubten told me. “We still had to keep it secret because we didn’t
want China coming up with their own fake Jetsun Dhampa.”

When the Dalai Lama introduced the boy in March, Tibetan Buddhists were thrilled at the
audacity: not only had the Dalai Lama found the reincarnate lama beyond China’s grasp, he had
managed to pull it off in secret. What’s more, the boy had been born in Florida, giving him the
added protection of a passport from a government that has staunchly defended Tibet’s right to
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choose its spiritual leaders. With a single revelation, the Dalai Lama had created a possible
template for an even more important reincarnation to come: his own.

The 150,000-strong Tibetan exile community, scattered across the globe, is at risk of losing its
identity and unity as another generation comes of age with no memory of the homeland

At 88 years old, the Dalai Lama is frail enough that three monks assist him —one on each arm,
one girding his waist — as he shuffles across the grounds of his monastery in Dharamsala. For
more than six decades, ever since he escaped across the Himalayas from invading Chinese
forces in 1959, the Dalai Lama has sustained and unified his people, elevating their struggle into
a global cause. China claims sovereignty over Tibet, and insists that its forces liberated Tibetans
from poverty and slavery. In response, the Dalai Lama has single-handedly spread a counter-
narrative of his homeland as non-violent, noble and unjustly oppressed. It is almost impossible
for Tibetans — and the world — to imagine a Tibet without him.

But the Dalai Lama is approaching his final years at a time when China has never seemed
stronger — or Tibet more vulnerable. The 6m-7m Tibetans still inside Tibet live under
increasingly harsh Chinese rule. Billions of dollars in Chinese investment have been
accompanied by a systematic weakening of Tibetan religion and culture, along with tight
restrictions on movement and communication. An estimated million Tibetan schoolchildren are
now compelled to attend Chinese-language boarding schools away from their homes, raising
fears that their own language will soon disappear. Meanwhile, the estimated 150,000 Tibetans
in exile, scattered across the globe, are at risk of losing their identity and unity as another
generation comes of age with no memory of their homeland. “Tibet is dying a slow death,”
Penpa Tsering, the president of the government-in-exile in Dharamsala, told me. “China is
slowly, slowly constricting us like a python.”

Many Tibetans have tethered their hopes to the Dalai Lama. He is the 14th human incarnation
of the first Dalai Lama, who was born in 1391 and considered the reincarnation of one of the
most enlightened beings in Tibetan Buddhism, Avalokitesvara, the bodhisattva of compassion.
He has led his people through 15 American presidents and all 74 years of the People’s Republic.
Through his reincarnated lineage, he connects Tibetans to the bedrock of their history.

But what will happen when the Dalai Lama leaves this world? As a spiritual adept who wishes to
continue helping others achieve enlightenment, the Dalai Lama is believed by Tibetan Buddhists
to have the ability to choose the body into which his soul transmigrates. The Chinese
government, however, has other ideas. Tibetans are now bracing for the emergence of two
Dalai Lamas — one chosen by China, the other by the Dalai Lama or Tibetans close to him. Faced
with this bizarre scenario, the Dalai Lama has been playful and elusive about his intentions. He
has suggested, at various times, that the next Dalai Lama could be a girl, an adult or nobody at
all. He might opt for an “emanation” — choosing someone while he is still alive — rather than a
“reincarnation” after his death. The only certainties the Dalai Lama offers are that his successor
will be born in a “free” country — not Tibet — and that he alone has the power to decide. “This is
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a religious matter,” he says. “As far as my own rebirth is concerned, the final authority is
myself...obviously, not Chinese Communists!”

China’s attempts to justify its role in choosing the next Dalai Lama feel like an admission that six
and a half decades of economic development and harsh repression have not won the loyalty of
all Tibetans or shaken their devotion to their spiritual leader. For that, China seems to need a
Dalai Lama of its own. And yet, its intervention in that process could produce more chaos than
control. China will cajole other nations — and Tibetans themselves — to publicly recognise its
state-approved selection, seeing this as the ultimate step in the long march to assimilate Tibet
into China. But the Dalai Lama still has a reserve of moral legitimacy and international
influence. America is already backing the Dalai Lama’s right to choose his own successor, even
threatening to sanction Chinese officials who try to meddle in the process.

In April | travelled to Dharamsala to meet the Dalai Lama and understand Tibet’s predicament.
My first glimpse of him came outside the gates of the Namgyal monastery shortly before a
service of public prayer for his long life. Helped out of a golf buggy by his attendant monks, the
man famous for his mirthful expressions tightened his face into a rictus of concentration. For an
instant, the Dalai Lama looked, like most people his age, distinctly mortal.

The moment passed, and the Dalai Lama’s face radiated with a childlike grin as he walked into
the enormous crowd of well-wishers. He greeted the gathered pilgrims — Tibetans in traditional
finery, monks in burgundy robes, foreigners in hiking gear —and made his way to the throne.
There, the Dalai Lama gave his followers the kind of assurance that has nourished them over
the decades. “Please pray from the depths of your hearts that | may have a long life, and | will
pray, too,” he said in his deep baritone. “Apart from the trouble in my knees, my health is good.
| am determined to live to be more than 100 years old.”

One evening in 1938, a group of monks disguised as servants arrived in a village in north-
eastern Tibet, in what is now the Chinese province of Qinghai. The visitors were on a
clandestine mission to find the reincarnation of the 13th Dalai Lama. Signs, including visions at a
sacred lake and a rare fungus growing on the departed leader’s shrine, had led them to the
home of a two-year-old boy called Lhamo Dhondup. The boy addressed the group’s leader by
his Buddhist name, even though they had never met, and was fixated by the prayer beads in
the leader’s hand. The rosary had once belonged to the late Dalai Lama, and the boy claimed it
as his own, exclaiming “It’s mine, it's mine.”

The boy was taken to the Tibetan capital of Lhasa, where the institution of the Dalai Lama had
ruled politically and spiritually since 1642. When he was four, the boy — now with his Buddhist
name, Tenzin Gyatso — was formally enthroned as the Dalai Lama. He spent most of his time
behind the fortress walls of Potala Palace, where regents ruled in his stead and monks guided
his studies of Buddhist scriptures.

In late 1950 tens of thousands of Chinese troops swept into Tibet, and the boy, then 15, was
vested with full political authority, a responsibility he was not expecting to assume for another
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five years. Over the next decade, he fought to preserve Tibetan culture and religion within the
People’s Republic of China. In 1954, on an extended visit to Beijing, he met Chairman Mao
Zedong, who told him that “religion is poison”. He also befriended a top official with a one-
year-old son named Xi Jinping.

When the Chinese crushed a Tibetan uprising in 1959, killing thousands of protesters, the 23-
year-old Dalai Lama fled on horseback. But the heartbreak of losing his country was
accompanied by a feeling of liberation from his “golden cage”. No previous Dalai Lama, it is
believed, had ever set foot outside the kingdom. “We in Tibet were isolated,” he told me in
April. “They counted me as a demi-god on the throne. But | came to India and here, as a
refugee, | can interact with people.” As one of his advisers told me: “He lost a nation and gained
a world.”

Tens of thousands of Tibetan refugees followed the Dalai Lama, arriving in India with no skills
and few prospects for employment beyond road construction and farming. During the Cultural
Revolution, rampaging Red Guards completed the destruction of almost all of Tibet’s 6,000
monasteries, temples and shrines, sending another wave of refugees across the border. From
exile, the Dalai Lama tried to forge a stronger, more inclusive Tibetan identity that united what
had been a fractious collection of religious sects and regional loyalties. He set up cultural
institutes, libraries, museums and monasteries. With his sister, he pioneered a network of
schools that taught refugee children their common culture and language.

As a refugee lacking the trappings of state power, the Dalai Lama has still managed to gain
global influence through some alchemy of karma, charisma and politics. On his first visit to
America in 1979, the 44-year-old monk spent seven weeks charming audiences across the
country with his playful sense of humour and stories of his mystical, troubled homeland. His
biggest fans came from the American counterculture, which identified with his message of love,
meditation and anti-materialism.

In late 1989, just four months after the massacre around Tiananmen Square and seven months
after Chinese troops violently suppressed protests in Lhasa, the Dalai Lama was awarded the
Nobel peace prize. The Chinese government was livid. But the West’s fascination with him only
deepened, with a spate of films including “Seven Years in Tibet” (starring Brad Pitt), public
appearances with Richard Gere and Bono, and benefit concerts organised by the Beastie Boys.
Invitations flooded in from presidents and Nobel laureates. In the wake of Tiananmen, the Dalai
Lama emerged as the Chinese regime’s most identifiable opponent.

He is not, however, a firebrand. Often to the frustration of younger activists who agitate for full
Tibetan independence, the Dalai Lama has long advocated the “middle way” of greater
autonomy under China’s control. On trips abroad, he has spoken more about humanity’s need
for compassion than China’s deepening repression. “You’ll never find another leader from a
country that was taken, looted, who still pushes for negotiations, reconciliation,” says Geshe
Lhakdor, a senior monk who served as the Dalai Lama’s translator for 16 years. “He is Beijing’s
best opportunity. The next Dalai Lama might not be so forgiving.” The Chinese authorities don’t
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care. In their eyes, the Dalai Lama’s popularity at home and abroad has made him an enduring
threat.

By the 1990s the Chinese authorities banned prayers to the Dalai Lama, as well as the display of
his image. Tens of thousands of monks and nuns in Tibet were forced to denounce him in
public. The Chinese press regularly blasts him as a fraud, a traitor, a blasphemer, a separatist,
“the source of all turmoil in Tibetan society”. The most extravagant denunciations label him a
“jackal in monk’s clothing” with the “face of a human and the heart of a beast” — quite a
description for the man who collaborated with Archbishop Desmond Tutu on a work called
“The Book of Joy”.

The name-calling has been accompanied by threats against any government that recognises the
Dalai Lama as the representative of Tibet. As China has grown into a superpower, the state
dinners and official receptions for the Dalai Lama have dwindled — few governments want to
torpedo their economic relationship with China over a single meeting with a stateless monk. No
British prime minister has met the Dalai Lama since 2012, no American president since 2016.

In the meantime, the Dalai Lama has gradually relinquished his leadership of the government-
in-exile. In 2011 he formally surrendered his political authority — marking the end of his
institution’s 369 years in power —and pushed the exile community into the world of electoral
democracy. The experiment, inspired by the raucous elections in his adopted land, was both a
reflection of his belief in democratic governance and a shrewd tactical move. By renouncing his
most controversial role as head of the government, he subverted any future political claim by a
Chinese Dalai Lama.

The transition to democracy, however, has been a bumpy one. After elections in 2021, a
political stand-off paralysing the parliament was solved only after lawmakers appealed directly
to the Dalai Lama himself. “His Holiness has pushed us to make Tibet a self-sustaining
democracy,” said one Tibetan official. “He says it’s dangerous to rely on just one person. But
the irony is that we still look to him to solve all our problems.”

In 2007 China’s State Administration for Religious Affairs issued a regulation called “Measures
on the Management of the Reincarnation of Living Buddhas”. Drawing in part on a Qing dynasty
decree of 1793, the document laid out 14 rules to formalise its control over all future
reincarnations, including the Dalai Lama’s. Order Number Five, as the set of rules is known,
maintains that only the Chinese government can grant the authority to search for and recognise
reincarnate lamas, known as tulkus or living Buddhas. It also requires state permission for a
lama to reincarnate in the first place. Only when all the conditions of Order Number Five have
been met will the government issue its seal of approval —a living Buddha permit.

Less than a decade after Order Number Five was introduced, the government’s list of state-
approved tulkus had grown to more than 1,300. These lamas filter into Tibetan monasteries
already constrained by Chinese surveillance and control. In a region where universities didn’t
exist before the 1980s, monasteries are the traditional centres of learning and activism. Since
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2009 around 160 Tibetans, mostly Buddhist monks and nuns, have set themselves on fire in
protest of Chinese rule. As the flames consumed them, many called for the Dalai Lama’s return
to Tibet. Spooked by the self-immolations, in 2011 China sent official “work teams” to monitor
every monastery and Tibetan village. They never left. Under their watch, the monasteries must
display photos of Xi Jinping, the Chinese leader, raise the Chinese flag and subject monks to
sessions studying Xi Jinping Thought.

China’s planning for the Dalai Lama’s succession is accelerating. A group of officials secretly
convened in January to begin preparing the selection process, according to Robert Barnett, a
scholar of Tibet. Over the past year, state media have revived interest in such arcana as the
Golden Urn, an 18th-century relic of the Qing dynasty that China claims has historically been
used to select high lamas. (The Dalai Lama himself says that his predecessors only pretended to
use the golden urn to “humour” the Qing emperor.)

America has responded forcefully. In December 2020 Congress passed the Tibet Policy and
Support Act, which stipulates that the succession of the Dalai Lama be left to Tibetan Buddhists
without interference from the Chinese government. It is the first American law to address the
process of Buddhist reincarnation. Uzra Zeya, America’s special co-ordinator for Tibetan issues,
is trying to unite like-minded countries and organisations to reject China’s plan, though it’s not
much of a coalition yet. So far, the list of countries speaking out publicly includes Canada,
Britain, the Czech Republic, and Lithuania, in addition to a slew of non-governmental groups.
Even so, America is turning up the heat. In December 2022 it imposed sanctions on two Chinese
officials for human rights abuses in Tibet.

While China publishes detailed plans, the Dalai Lama remains playfully elusive. According to
tradition, the Dalai Lama has the authority to control his own reincarnation, but Tibetan
methods for identifying a successor have never been standardised. They have always relied on
a multitude of obscure signs — oracular visions or the orientation of a dead lama’s body. But the
Dalai Lama’s shifting suggestions about who might succeed him seem designed to keep China
off-balance. A few years ago, he even suggested that there might be no reincarnation at all,
making him the last Dalai Lama. (A commission of Tibetan clerics quickly passed a resolution
urging him to recant.)

The Dalai Lama has said that when he is around 90 years old, he will write down details of his
reincarnation, which will be shared only with the monks involved in the search. There’s no
telling the exact shape the process will take, or how long the wait might be. The Dalai Lama says
that he had a dream that predicted he would live until 113. Even if he lives to that ripe age, the
period between his death and the full readiness of his child successor could be dangerously
unstable. In Tibetan Buddhism, reincarnated lamas have typically been born the year their
predecessors die and are identified when they are toddlers, leaving a 15- to 20-year gap before
they reach maturity. Tibetans worry that China will exploit that interregnum.

To avoid that vulnerability, the Dalai Lama has raised the possibility of reincarnating as an adult
— or of emanating while he is still alive. That successor would be tutored in secret before
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emerging after the Dalai Lama’s death. The fact that the young Jetsun Dhampa was hidden for
seven years before being revealed even raises the tantalising possibility that the next Dalai
Lama may already have been found.

The last time the Dalai Lama identified a reincarnated lama inside Tibet, 28 years ago, the six-
year-old Panchen Lama was kidnapped and never heard from again. China replaced the boy
with its own choice, now a 33-year-old man with all the pomp of a lama but few devoted
followers in Tibet. He is expected to play a central role in finding and promoting China’s state-
approved successor to the Dalai Lama. With the current Dalai Lama ruling out Tibet as a
possible location for reincarnation — thanks, in part, to the Panchen Lama debacle — pilgrims
from all over the world now travel to Dharamsala to implore him to reincarnate in their
countries. “Just one soul, how can | divide?” he responds.

Anywhere the Dalai Lama visits becomes the object of speculation: is this where his
reincarnation will be found? He has not left India since 2018 owing to health concerns and the
covid-19 pandemic. But this summer, like last year, he is taking an extended holiday in Ladakh,
a region along India’s disputed northern border with China. Ladakh’s arid climate offers his
lungs relief from the muggy monsoon season in Dharamsala, but it’s also a conflict zone. A
skirmish in 2020 between Indian and Chinese troops left some 20 dead, and 50,000 troops are
still massed on either side of the border. If the next Dalai Lama is discovered there, China would
be outraged — and it could signal that India, which has maintained a studied silence on the
question of Tibet, is ready to take a more confrontational stance.
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The government maintained a studied silence on the problem.

An even more incendiary choice would be the disputed high-altitude town of Tawang, home to
India’s largest Buddhist monastery and the birthplace of the sixth Dalai Lama in 1683. Indian
and Chinese troops clashed near here as recently as December last year. The Dalai Lama
provoked furious protests from China the last time he visited Tawang in 2017. Tensions will be
high if, as expected, he visits the town later this year.

Only two decades ago, more than 3,000 refugees from Tibet arrived annually in India. With help
from America, the Tibetan government-in-exile built a large reception centre in Dharamsala to
welcome them. By the time the building was finished, in 2012, only a few hundred Tibetan
refugees a year were making the journey. China had blocked escape routes and confiscated
passports. In the last four years just 33 Tibetans have made it to the reception centre. Tenzin
Wangden, a 25-year-old farmer from eastern Tibet, is one of them: he trekked across the
Himalayas in February. He told me that he was the first to leave his village in over a decade.

Tibetan families used to regularly send one of their children over the mountains to go to school
in Dharamsala. Nearly all the notable Tibetan exiles are products of these schools, known as
Tibetan Children’s Villages (tcvs). The tcv in Upper Dharamsala used to admit up to 700 new
Tibetan pupils a year. In the past ten years not a single child has arrived directly from Tibet.
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With so few new arrivals, the exile community has been starved of energy —and news from
their homeland. Schools and monasteries in Dharamsala have made up some of the shortfall by
recruiting students from surrounding Himalayan regions. At the tcv in Upper Dharamsala, | met
kids from Bhutan, Nepal and Ladakh. One chubby first-grader had just arrived from Maine and
didn’t speak a word of Tibetan. His parents — exiles — had dispatched him there for a year’s
immersion in Tibetan culture.

The exodus of Tibetans from Dharamsala to the West, especially New York, is a further
challenge for the exile community. This “second migration” started 30 years ago when America
offered citizenship to 1,000 Tibetans, but has accelerated over the past decade. Tens of
thousands of Tibetan exiles have now left, lured by greater opportunities. Wangden Kyab, a
researcher at Tibet Watch, an advocacy group, worries that the dispersal is weakening the
Tibetan cause: “If we are scattered across the world, it is like snow on the oceans.”

Before my trip to Dharamsala, | visited the Tibetan community centre in Queens, New York. A
few hundred of the city’s 12,000 Tibetans — mostly second- or third-generation exiles — had
turned out in their finest robes to celebrate the Tibetan New Year. Presiding over the service
was a portrait of the Dalai Lama, propped up on stage and garlanded with flowers. As |
descended the stairs into the basement, the chanting of monks gave way to the chatter of
children emerging from three hours of Tibetan language classes. None of these children had
ever been to Tibet. Few of their parents had either. Even so, they were deeply loyal to their
spiritual leader. One girl told me that her family, like most, displayed a photo of the Dalai Lama
on an altar in their living room. Each day, she and her brother refresh the water in seven
traditional offering bowls. “It seems unreal that he would ever leave us,” she said.

Every year, on March 10th, Tibetan protesters march in New York, and elsewhere, to
commemorate the Tibetan uprising in 1959. This year more than a thousand Tibetans
congregated in midtown Manhattan, stopping traffic with a mile-long river of Tibetan flags,
anti-Communist placards and posters of the Dalai Lama. Second-generation activists joined
grey-haired former guerrillas who had been trained by the cia in the 1960s. Most passionate of
all were the students, primarily groups of young women.

As the demonstrators headed towards the Chinese consulate, a few marchers hung back, wary
of being identified by the building’s cameras and face-recognition technology. It could hurt
their chances of securing a rare visa to Tibet, or put their relatives there at risk of a visit from
police. Any communication with Tibet is fraught: exiles tend to stick to a few short calls or texts
with family each year, and people often use coded language. “It’s been stormy lately” could
mean “the police have been harassing us”. “Aku Pema” (Uncle Pema) is code for the Dalai
Lama, derived from a popular Tibetan song about an absent loved-one, but it has become so
widely known that few dare to use it.

Across from the consulate there was a makeshift stage. Tsering Yangchen, a 20-year-old
Harvard student, stepped up to the microphone, a blue-and-red Tibetan flag around her neck.
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Like many young Tibetan activists, she had disdain for euphemism. “China, you have not
liberated us,” she said. “You have chained us.” Tsering was taking a year off from college to
work as an intern at Students for a Free Tibet, an organisation that campaigns for Tibetan
political independence. Her generation of exiles was born into activism, she explained. For
people like her, “Slogans such as ‘Free Tibet” and ‘Long live the Dalai Lama’ were among the
first words to escape our mouths.”

On my last day in Dharamsala, | went to meet the Dalai Lama at his residence on the hill above
his monastery. Snow-capped Himalayan peaks shimmered in the distance and monkeys
cavorted in the trees above. As he nears his tenth decade, the Dalai Lama devotes most of his
time to prayer and meditation. His travel has been slowed down by a series of health scares,
and these days his followers tend to come to him. After early-morning prayers, the Dalai Lama
receives a couple of hundred visitors, or presides over long ceremonies in the monastery.

My visit happened to coincide with the Dalai Lama’s first public controversy in years. A few
weeks earlier, he had been approached by an eight-year-old boy at a public prayer service.
After the boy asked him for a hug, the Dalai Lama kissed him lightly on the lips before sticking
out his tongue and asking: “Would you like to suck my tongue?” The video of the incident went
viral. Commenters around the world jumped in with ugly epithets: predator, paedophile. The
Chinese government, eager to humiliate its nemesis, ensured the film was aired widely, the first
time the Dalai Lama had appeared on Chinese television in decades, though the clip may have
reassured those in Tibet that their absent leader was still alive. Many Tibetans in exile were
outraged at the smearing of their leader’s reputation. The Dalai Lama is well known for his
teasing. Sticking your tongue out is a common greeting in Tibetan culture. When children have
cleared their plates, Tibetan parents and grandparents often joke: “Want to eat my tongue?”

The news, however, had yet to reach either me or the Dalai Lama as we sat down in his
residence. For the duration of our conversation he gripped my hand, and seemed more
sanguine about the future than anybody else | had spoken to in Dharamsala.

He had no doubt that Tibetans —and the world — will recognise his “true” reincarnation and
reject China’s “fake” selection. When | asked how he could remain optimistic given the dire
state of affairs in Tibet, he raised his finger for emphasis. “We have truth; Chinese policy is
based on lies,” he said. “In the long run, truth is more powerful than lies.”

The Dalai Lama’s singular achievement has been to hold together a Tibetan community riven by
regional, doctrinal and political differences through force of personality alone. “When His
Holiness passes away, it will create...a leadership vacuum that no one, no one can replace,” says
Tenzin Tsundue, a poet and activist. The death of the Dalai Lama may empower more radical
voices advocating for Tibetan independence, or even provoke another round of civil unrest
inside Tibet. Though very few Tibetans will accept China’s reincarnation, a years- or even
decades-long battle for legitimacy seems all but inevitable.
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In Dharamsala, the Dalai Lama did not exude bitterness towards the Chinese government.
Indeed, he seemed almost sympathetic. “I feel very much concerned about the Chinese
invader,” he said. “Their mind is very narrow and much involved with anger, jealousy.” Then, as
if to demonstrate the universality of Buddhist compassion, he added: “I always pray for them!”

That may sound like an empty gesture. But the Dalai Lama is quick to point out that Buddhism is
flourishing inside China, as citizens seek to fill a moral and spiritual void. There are now more
than 250m Buddhists in China, well over twice the number of Communist Party members. The
Dalai Lama takes a long view not just of history but also of the future. During his lifetime, he
may not be able to bring freedom to the Tibetans living under Chinese rule. But he believes that
Buddhism, in his afterlife at least, will eventually free the minds of their repressive rulers —a
mission that will have to be taken up by his reincarnations. “Politically, China controls Tibet,” he
told me, flashing a smile, “but one day we will control China spiritually.”

What do you think will happen when Dalai Lama dies?

The worst possible scenario? Why?

The best possible scenario? Why?

Next appointed Dalai Lama has US citizenship,

The other appointed by China has Chinese citizenship,
How will this play out in the future?

How receptive will future Chinese leaders be to Buddhism?
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How to run a business in a dangerous and disorderly world
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Bosses are being pulled in all directions by tough new rules of the game. How should they
respond?
Jul 27th 2023

Chief executives have long had to be contortionists, balancing the needs of employees,
suppliers and above all shareholders while staying within the limits set by governments. But the
twisting and stretching is now more fiendish than ever. The world is becoming dangerous and
disorderly as governments try to manipulate corporate behaviour. Global companies and their
bosses find themselves being pulled in all directions.

Few multinationals are unscathed. As tensions between China and America ratchet up,
chipmakers from Micron to Nvidia have been the target of sanctions. TikTok, a Chinese-owned
short-video app, is in the sights of American lawmakers. The Biden administration’s plans to
curb outbound investment will encompass private-equity giants and venture capitalists. Once-
staid carmakers now find their investments in the spotlight, as countries vie to host the next
electric-vehicle factory. China’s tech behemoths have been tamed by Xi Jinping. Everyone from
bankers to brewers has been ensnared in America’s toxic culture wars.

XibES EiRiE. SIRF. tEREREE. BR. BB, To4 /30—, 1agRE
AHE, BEGZEDRBEZOHCY., FA)HDEREOBIAE XENSRL, BRI,
BEIIZERLTLS

All this rips up the unspoken agreement between government and business that held sway in
America and much of the West after the 1970s. Businesses aimed for shareholder value, by
maximising wealth for their owners, promising efficiency, prosperity and jobs. Governments set
taxes and wrote rules but broadly left business alone. Although the gains of the system were
not evenly spread across society, trade flourished and consumers benefited from greater choice
and cheaper goods.

The rules have changed. Governments are becoming more dirigiste, spurred by fragile supply
chains in the pandemic, a more menacing China and the dangers of climate change.
Company ceos need a new approach for a new age.

dirigiste /dirizist/. [F] #i®l [EtE] #BF GRE) 0. —[RB]#H [FrE] EFmE

Businesses’ re-entry into politics began in the run-up to the Trump era. By taking a stand on
social issues bosses saw a way to signal their distaste for populism—and surely also a way to
signal their virtue to their employees and customers. It was around this time that Larry Fink, the
boss of BlackRock, America’s largest asset manager, became a proponent of investing using
environmental, social and governance principles, or esg.

Yet instead of solving social problems, that seemed only to deepen divisions. As we set out in
an extended profile, Mr Fink has been demonised by the right for going too far and the left for
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not going far enough. He is not alone. Disney’s former boss, Bob Chapek, waged a battle over
gay rights with Florida’s Republican governor, Ron DeSantis, one reason he lost his job. In
Britain Dame Alison Rose, head of NatWest, has resigned over the bank’s cancellation of the
Brexiteer Nigel Farage, partly over his political views. Such encounters bruise egos but do little
for the long-term bottom line.

FoaFIIL DI R T URA—ERTT (Z: National Westminster Bank Plc) (&, 4 ¥ 1)
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The real front is broader and the stakes are higher. Governments seem to be everywhere all at
once. They want to correct the problems of globalisation by winning back manufacturing jobs.
They want to enhance national security by protecting vital technologies. And they want to fight
climate change by speeding up decarbonisation.

Each aim is worthy in its own terms. But the means to bring it about are flawed, or involve
trade-offs. Manufacturing jobs are not the high-earning prize they are cracked up to be.
Roughly $1trn of green subsidies in America will reduce efficiency and raise costs for firms and
consumers. America says national security requires “a small yard and high fence”, but unless
policymakers are clear about the risks from subsidies, export controls and investment curbs,
the yard is likely to get bigger and the fence grow taller. These convulsions affect big firms far
more than arguments over who should use which bathroom. Yet, out of joint after the
wokelash, few bosses are prepared to say so.

out of joint BAEIANANT JEFIZHEATW =2 EN]) SEL LD ELE LT, S{FN
ENMLLCHEST

Woke (O A4—7% . ['wouk] WOHK) &, TEEHF/1E-f-1 ZEKT S [wakel] Did
ERMLE-BAREEE (AAVE) ITHXET S, TABEMRREEZNIIHT H2ESE] 28
KKY SEREBOMEA.

Some companies are wrapping themselves in the flag, so as to become national champions.
That has long been the norm in places like China and India, but it is heading West. After Intel
broke ground on two chipmaking fabs in America last year, Pat Gelsinger, its head, said that he
“could feel the national pride welling up”. Similar jingoism is on display over generative ai.
Grandees of venture capital such as Marc Andreessen express horror at the risks of

Chinese ai conquering the world.

wrap oneself in the flag B DA EZEEIZ 20 ZELMNH S & REN T TEIIFAFIFA
MEED
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Others hope that by keeping under the radar, they will avoid political flak. Taking their cue from
Jack Ma, the once-outspoken boss of Alibaba who was mercilessly brought to heel by the
Chinese government, ceos have ducked out of public view. Pony Ma, the founder of Tencent,
surfaced recently only to pay lip service to new guidelines set by the Chinese Communist Party.
In America Shein, a fast-fashion giant that is a favourite with Gen Z shoppers, does its best to
hide its Chinese roots. So does TikTok, which says it is a “myth” that Bytedance, its owner, is
Chinese. Among Western ceos even a loudmouth like Elon Musk is learning the value of silence
in China. His recent visit to Tesla’s factory in Shanghai provided no media access. He did not
even tweet.

take acue from ~HM> E > b [FEHY - EohIT] /D, ~EZToNTFIZT D, ~
DFNZE S
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Yet both of these strategies could easily go wrong. Patriotic cheerleading is a problem when
you do business elsewhere in the world. Intel is building fabs not just in America but in
Germany, too. The average American multinational has eight foreign subsidiaries; a giant like
General Motors has a hundred. And what the boss may see as a stealthy below-the-radar
strategy can look to others like sticking your head in the sand. Just ask an American lawmaker
where they think TikTok is from.

Corner-office diplomacy

What to do? In a fractious world, businesses cannot hide from politics and geopolitics. But the
lesson of the wokelash is that outspokenness can backfire. When deciding whether to speak up,
bosses of global firms should use long-term shareholder value as their lodestar. The more
directly what they say affects their business, the more credibility they have and the less risk of
appearing a fraud or a hypocrite.

This approach may include reminding politicians of the benefits that efficiency and openness
once brought to economies around the world. When governments seem to contain a dearth of
champions for either, that would be no bad thing.
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The demonisation of BlackRock’s Larry Fink

All he wanted to do was save the planet while making his firm a fortune. Henry Tricks meets the
face of woke capitalism

Jul 27th 2023
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In early 2022 New Yorkers encountered the sight of black trucks driving around Times Square
displaying a peculiar billboard. It showed a balding man dressed in a dark business suit, bearing
a Dr Evil stare. A columnist for the New York Post wrote, tongue-in-cheek, that “it made me
wonder whether this dude was about to assign a hit squad to come to my house.” Beneath the
advertisement was a question and a website url. Both asked “Who is Larry Fink?”

KoB—-4—T)L Dr.Evil) . KEFHT SR - NT—XlF, A—XAF1 > -7 —X
D) —XDEHDERIZEIET BEZOAY

Whoislarryfink.com accuses Fink of being enamoured of China and exploiting those in financial
misfortune, but it doesn’t mention the most salient facts. He is the 70-year-old chairman and
chief executive of BlackRock, the world’s biggest asset manager. It invests trillions of dollars on
behalf of its clients, which include pension funds, mutual funds and insurance companies. The
firm, with a market value of about $100bn, is the world leader in innovative low-cost
investment funds. Its assets under management, valued at $9.4trn, include stakes in about
18,000 listed companies across the Western world. When Fink talks, people listen —and Fink
certainly likes to talk.
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The advertising trucks were paid for by Consumers’ Research, a group that describes itself as
America’s oldest consumer-protection agency. These days though, it looks more like a hit squad
for a clique within the Republican Party. Historically, Republicans have allied themselves with
business to oppose government regulation and promote free enterprise. But in recent years a
faction has remonstrated against firms that speak out on issues like climate change, Igbt rights
and other subjects that they consider “woke”. Ron DeSantis, the governor of Florida and the
leading challenger to Donald Trump in next year’s Republican presidential primary contest, is its
most prominent advocate.

One of the main targets of this vituperative cabal is esg: environmental, social and governance
investing. A lot of esg is flim-flam. The theory behind it suggests that you can measure
companies’ performance on metrics other than financial returns, though the scoring systems
are subjective, inconsistent and often set goals that conflict with each other. Less than 3% of
BlackRock’s investments in America are esg-related, but Fink has made himself the face of the
movement since 2016, when he began urging the chief executives of the companies in
BlackRock’s portfolio, in increasingly strident terms, to make their businesses more sustainable.

Consumers’ Research and other well-funded right-wing organisations have formed a powerful
lobby transmitting the message deep into Republican-governed states that esg is wrecking
social norms and dooming fossil-fuel production, on which many rely for jobs and tax revenue.
This year alone, Republican lawmakers in 37 states have proposed at least 167 laws

targeting esg (most have not passed). Some states have blacklisted firms like BlackRock from
handling their investments. Call it defunding the climate police.

Fink has become the right wing’s béte noire. This was made clear last year when Peter Thiel, a
venture capitalist and conservative rabble-rouser, attacked esg at a Bitcoin conference in
Miami, as Fink’s face stared out of the screen behind him. “esg is just a hate factory,” he said.
BlackRock’s attempts to dampen the ire of the right have earned it the wrath of the left — as it
counters criticism that it is doing too much to save the planet, the other side attacks it for doing
too little.

bete noire (735 VAFE) KEEWLWAGA ] . B, BhohTLai0. Ehhitd

When | met Fink at his bucolic farm an hour from New York City, he was determined to show
that he had put all this furore behind him. He is an ebullient conversationalist, rhapsodising
about the catch of a lifetime in March while fly-fishing in Mexico. Yet when | asked him if he
would have done anything differently to avoid the backlash, he ducked the issue by questioning
the value of counterfactuals. Some in his orbit told me he struggles to admit he is wrong.
“Everyone asks me what are the things in life that | would do differently. And | would say
nothing,” Fink said.

754 - T4 v (& Fyfishing) &lF. BMRXDEHTHSI7512ES89UT
Hdo
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Still, the demonisation has taken a toll. One former colleague, usually in awe of Fink’s energy,
was shocked to find him looking “sad, tired and older” last year as the campaign against him
heated up. Another close observer likens the treatment of Fink to that of Emmanuel Goldstein,
the enemy of the state in George Orwell’s “1984”, whose image is shown on a screen and
abused by viewers during a daily ritual called the “Two Minutes Hate”.

takeatoll KELHE (FTE] 252 5. KEE [KHTE] 252 5. KEXTL=6
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Fink receives sinister emails every day. Some include death threats, many spew anti-Semitism.
“It’s insane,” he said. Last year, BlackRock’s board authorised the firm to provide him with
bodyguards. For safety’s sake, it obliges him to use a private jet (which he frequently did
anyway, even as he promoted sustainable investments). Security cameras were installed on the
farm where we met.

BlackRock’s success has been built on a rigorous approach to risk management — a lesson Fink
learned after a career-defining mishap on Wall Street. The company has built sophisticated
computer systems to analyse the exposures of its clients’ assets. You might expect the person
who has led such a firm since its founding to be cool, methodical and unemotive. Yet Fink
couldn’t be more different. One former employee called him “exceptionally intuitive”. He loves
shooting the breeze on the phone — he calls his wife multiple times a day —and improvises in
meetings with global poobahs. Another former employee once sent Fink a text message saying
he’d rather be loved than respected. Fink replied, “We all would.”

Exposure RERDFODR— LT+ VA D55, BEEMIZHIDLDIEFED) R VICEHE
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His yearning for admiration can make him thin-skinned and conscious of his status. In recent
years, as he has jetted around the world to chew the fat with corporate clients, prime ministers
and central bankers, he seems to have enjoyed his job as much for the platform it gave him as
for the money it generates. Raising the banner for esg seemed to offer the opportunity to
cement his importance as a financial statesman —and for BlackRock to make a killing at the

478



same time. Instead, the experience has been chastening. To understand Larry Fink, you need to
understand what went wrong.

lHave a thin skin(EWVREZ L TULVA)] X, T&EAEELY, #HG EWOWSEKRTYT,
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Ifirst spoke to Fink via a video call in February, as he sat in his office in a converted barn on the
farm, where he spends the weekends. Even on screen, he is an imposing presence. His voice
booms as he expresses his reluctance to be profiled. “My biggest issue is that I’'m overly
exposed,” he says. Still, he can barely stop himself talking. | am calling him from Los Angeles,
the city where he was born and lived for the first 23 years of his life. Within minutes, he is
telling me in vivid detail about growing up in California “amid orange groves and tumbleweed”.

Tbarn] &, EEXFDEYT. ZEDHFCEH - EEVOREICEDNSZZIET
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Fink was born in 1952 to a Jewish family in Van Nuys, a sprawling suburb. His parents were
Democrats — his father ran a shoe shop and his mother was a university professor. He went to
state schools, which, he says, made him the person he is. His entrepreneurialism started young.
The family would visit the Mojave desert, where Larry would collect snakes (conventional pets
were not allowed at home because his mother was allergic to animal hair). He developed a
small business dealing in them and would post his haul to collectors across America — until
some slithered out in transit. When he was 12 or 13, the fbi showed up at his parents’ door.
Despite the scolding, his passion for snakes continues. He can still identify a venomous one at a
glance.

Fink imbibed the free-spirited atmosphere of the west coast in the 1960s. He wore his hair long
and, he claims, once served George Harrison while working as a waiter during his teens. At
university he developed an interest in real estate. To this day he can reel off the square footage
of the house and holiday home he grew up in.

But in the 1970s, Wall Street offered more excitement than selling property. Michael Milken, an
earlier graduate of the same secondary school as Fink, was innovating in risky high-yield bonds.
The first private-equity firms were beginning their corporate raids. Fink abandoned his early
passion and joined First Boston in New York, an investment bank with a wasp-y reputation. “I
was a freak,” he tells me, chuckling at the memory. “l was told | was hired because | was Jewish
and Jews were smart. But it was a meritocracy.”
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Fink’s property experience landed him a job as a mortgage trader, a much lowlier position than
the plummy investment bankers doing mergers and acquisitions. Despite a surge in
homeownership during the 1970s, the market in mortgages barely existed, as they had been
considered too fiddly and opaque for Wall Street to dabble in.

But in the early 1980s, trading took off. Fink set his sights on toppling Lewis Ranieri, a bond
trader who had worked his way up from the postroom to lead Salomon Brothers to pre-
eminence in the mortgage market. Henry Fernandez, ceo of msci, a provider of investment
indices, watched in awe from the sidelines as Fink single-handedly sought to dethrone Salomon.
“Larry was in his early 30s,” he says. “Imagine a guy of that age joining a genteel firm and
building its mortgage business from scratch. The partners were bankers, not traders. You can
imagine the force of personality he needed.”

set one's sights on & [X
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As the competition between him and Ranieri brewed, Fink loaded up on mortgages that led to
cratering losses when interest rates unexpectedly fell. He went from being the wunderkind who
had brought in $1bn in the space of a few years to the pariah blamed for losing $100m in a
quarter — a staggering loss at First Boston. Suddenly he was treated like a “leper”, he recalls.
When we talk, it’s clear he still ruminates on his failure.

The experience gave him a life-long obsession with risk. Stung by the trading debacle, Fink and
seven partners co-founded an asset-management company a year and a half later in 1988. Its
main business was investing money from pension funds and other long-term asset holders in
bonds. From the inception, Fink put risk management at its core, bringing in mathematical
experts and computer whizzkids to calculate the repayment probabilities of individual loans in a
bond portfolio and assess how their value would be affected by changes in interest rates.
Eventually, the software would be so successful that BlackRock would license it to 130,000
financial-services firms.

[WhizKids] EWSFEIZIE, BLWSIEMNORLE-BOLEEERER. #E

Initially, the firm was called Blackstone Financial Management since Blackstone, a private-
equity firm, took a half-stake in the project. The two firms were united for seven years until
Stephen Schwarzman, Blackstone’s co-founder, rebelled after finding out that Fink and the
other founders were diluting everyone’s stakes by issuing stock options to new joiners. After a
row with Fink, he agreed to sell his shares. The liberated firm was renamed BlackRock.
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BlackRock’s central nervous system may be attuned to risk mitigation, but its culture is far from
bloodless. Co-founders and former colleagues say that, from the start, Fink behaved as though
the firm were a kibbutz or a family — clan-like, energised, argumentative. Hugh Frater, one of
the co-founders, concedes that Fink was a “bit of a yeller” in the early days, but also recalls how
he would ask, “Do you want a bagel?” as a peace offering. He can be solicitous. Ex-colleagues
say he has helped to arrange hospital treatment for their family members, supported their
book projects and provided money for their startups. Barbara Novick, one of two women co-
founders, says Fink was “very supportive and open” about maternity leave before it was
customary. But the informality could also become incestuous. For years, several people say, the
company turned a blind eye to office romances, even those between bosses and their
subordinates. (In 2019 two senior executives were fired for having affairs.) “It is a very
melodramatic firm. It’s like being in an Italian opera,” says one former executive.

peace offering FH %/ LS5 L L TRUZEBS S SIFH D,

To this day, Fink is the undisputed patriarch, setting long-term strategy. His own contribution is
more charismatic than forensic: he charms clients on board, immerses himself in leadership
development and gossips with influential contacts about the state of the markets. He leaves the
dogsbody work of running the firm to others. Colleagues recall withering put-downs if he feels
they are being complacent. “You guys have got to stop dragging your dicks across the floor,”
one remembers him shouting at a group of BlackRock employees, women among them. Yet he
has managed to instil loyalty in his colleagues and cultivate a sense of camaraderie. Many of the
co-founders remained at the firm for years. The old-timers formed a court around King Larry
from which more recent joiners could feel excluded.

Put-downs 3 EDEBRITTICE . RITHEBRESEDILETIN, EFHLIZEE
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Like many heads of family businesses, Fink cares more about the health of the firm than what
he can extract. His stake in BlackRock today is a relatively modest 0.3%; he has frequently
reduced his shareholding as the firm has grown and is considerably outearned by his fellow
plutocrats. According to Forbes, he’s worth S1bn; Schwarzman’s net worth is about $30bn.

Fink may not measure himself by the billions in his bank account, but he has other ways of
valuing his self-worth. One is BlackRock’s continued growth. The other is his personal standing.
Both were hugely bolstered by the global financial crisis of 2007-09. Fink had three traits — his
understanding of mortgages, his stomach for big wagers and his clubbable ease with the titans
of Wall Street and Washington — that swiftly catapulted him and his firm to prominence.

Fink has a passion for fishing in remote places. He takes a trip each year out west or to Alaska or
Mexico. Many members of the party will be clients or colleagues, but he also takes along Kenny
Smith, an instructor who gave Fink his first fly-fishing lesson 25 years ago. They have been
friends since then. They make a strange pairing: a Coloradan from the boondocks and a
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billionaire raised on one coast and made on the other. On the river bank, the deference
towards Fink falls away. One participant says they all “take the piss out of each other”.
Everyone slums it: sleeping in tents, digging latrines and chowing down on gas-station burritos.
Smith notes the patience with which Fink pursues his catch. He is “analysing all the time he’s
out there,” Smith says.

Fink has stalked the acquisitions which have turned BlackRock into a financial leviathan with
similar circumspection. He says he backed away once before buying Merrill Lynch Investment
Management, an asset manager that specialised in global equities, in 2006. The purchase in
2009 of Barclays Global Investors (bgi), the world’s biggest seller of low-fee passive funds, was
Fink’s second attempt at buying the firm.

Even then, the deal almost fell apart at the last minute, because of Fink’s concerns about the
provenance of some of the finance for the transaction. At the time, he recalls, one of his
grandchildren had just been born. The situation was so tense that, rather than staying with his
family, he returned to the office and hammered the phones all night trying to raise alternative
sources of cash. Robert Fairbairn, a vice-chairman of BlackRock, remembers how winningly
blunt Fink was about his predicament as he called in favours. “I'm in a bind,” he confessed to
his potential rescuers. “We’ve got this incredible deal. If we don’t get there, you know, we're
not going to make it happen...I'm going to work tirelessly to get it back.” With support from
sovereign-wealth funds, including those in Singapore and China, he reeled in the deal the next
morning.

The merger transformed BlackRock into the world’s biggest asset manager; the money it
managed more than doubled to $2.7trn. For the first time, Fink brought two conflicting
investment strategies under one roof: active management, led by specialists charging fat fees
for their supposed clairvoyance in picking stocks; and low-fee passive investing, in which funds
buy the entire index on the assumption that the market always wins in the end. Today
BlackRock manages $6.2trn in index funds and other passive-investment vehicles — 65% of its
portfolio. Fink’s bet on bgi helped slash the investment costs for millions whose retirement
savings are invested via BlackRock. It also reflected a shrewd insight he developed early in his
career: that as the capital markets became cheaper and easier to access, people would
increasingly save by buying stocks and bonds, rather than by stuffing money into bank deposits.
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The bgi transaction coincided with Fink’s growing stature as a financial Mr Fix-it. During the
financial crisis, he provided vital assistance to America’s Treasury and the Federal Reserve Bank
of New York by selling or rescuing distressed financial firms such as Bear Stearns and aig.
BlackRock’s risk-management algorithm allowed him to analyse their exposure as few others
could.

His rescue work spread to Europe, where the banking systems in many countries were
struggling with their own mortgage-related meltdowns. As markets sank, Fink frequently acted
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as a conduit of information between officials and Wall Street’s masters of the universe —
eventually he picked up lots of business for BlackRock selling off troubled assets on behalf of
the government.

Some who know him say that his bolstered stature fed a psychological need to be the centre of
attention. A former employee there at the time says Fink used to talk in private about his
childhood dream of becoming a rock star, though he confessed to them that he was not good-
looking enough. (Talk Talk, a beguiling British act from the 1980s and 1990s that mysteriously
fled from fame, is his favourite band.)

The acquisition of bgi gave Fink a platform from which to pontificate. If you owned the index,
you owned slivers of every company within it. Fink swiftly exercised his clout. In 2012 he began
a tradition of writing “Dear ceo” letters to the bosses of the firms in which BlackRock invested.
This allowed him to indulge a streak of sanctimony that, at times, could make him sound like
the Bono of the bond markets.

“GRI"EIXSTUETBLVE"2EM%T 5 Bonavox Mo BREB-2v o R—L, R/
(X, 1980 F, 2 DT 7—AXARFINL [R—A] TTE21—, HEROABETNZE
HOIEAILXIFEAEBRDIFEMNITTINS,

The man who had once shunned the annual glad-handing of the financial elite at Davos as “a
waste of time”, started to become a regular. Rumour has it that during President Barack
Obama’s second term he was approached to become America’s treasury secretary, a post that
some of his friends say he covets dearly — though Fink demurs when asked about it.

Instead he became a financial diplomat. BlackRock’s increasing size gave him access to the
world’s financial capitals. He hit the skies in one of the firm’s two Gulfstream private jets,
schmoozing international clients, the bosses of big companies, presidents, prime ministers and
central bankers. Besides winning new business, he uses his travels to gauge what is on the mind
of his interlocutors and test out ideas. Those around him say these trips are exhausting, if
exhilarating; despite his age, Fink is always pushing for more meetings. He fancies himself able
to get an audience with almost anyone. “It’s a bit like the Rolling Stones on tour,” says Philipp
Hildebrand, another BlackRock vice-chairman and frequent travel buddy.

His travels also allow Fink to indulge his passion for name-dropping, which he does more to
gossip than brag. You might hear him relate how he has discussed Brexit with a British prime
minister, or struck up a personal friendship with Andrés Manuel Lépez Obrador, Mexico’s
strongly anti-elite leftist president. Fink is not picky about whom he gets close to. He was one of
the first New York financiers to declare he wasn’t cutting ties with Saudi Arabia after the
murder of Jamal Khashoggi, a columnist for the Washington Post. “The last thing he will do is
stop talking to people, even when it’s uncomfortable,” says Fairbairn. David Rubenstein, co-
chairman of the Carlyle Group, a private-equity firm, says Fink’s stature in global financial
circles is greater than that of many government ministers. “He’s effectively become global
secretary of the Treasury without the official title,” he quips.
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Fink’s farm is in a wealthy part of New York state that is so horsey the local coffee shop has free
carrots as well as dog treats on the counter. In 2003 he bought the house and outbuildings,
which were built in the 18th century, from the actor and film-maker Stanley Tucci. They were in
a dilapidated state and he has since restored them. He also expanded his domain by buying
land from a neighbour who lost a fortune after investing with Bernie Madoff.
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It is a world away from life in the fast lane of global capitalism. Over two decades, Fink and his
landscapers have turned the property into a wildlife sanctuary. They’ve ripped out invasive
species, such as Japanese barberry, and seeded vast meadows with indigenous flowers —
milkweeds, echinacea and Indian paintbrush — creating a haven for birds and insects. So
devoted is Fink to rewilding that he once harangued a colleague who became a beekeeper
because honey bees are “non-native”. (She eventually convinced him to keep her bees on his

property.)

From the mid-2010s onwards, Fink started to display some of the same zeal about
environmental matters writ large. Climate change presented a clear business opportunity for
BlackRock. Its clients, especially those in Europe, were starting to take it seriously. BlackRock
held assets on behalf of pension funds, which wanted stable returns that would accumulate
over decades. Fink’s background selling mortgage bonds disposed him more than other
financiers to worry about the state of the planet in 30 years’ time. He saw that the push to
decarbonise the world’s energy infrastructure would require huge new investments that his
firm could help finance.

Many of Fink’s clients — especially younger ones — welcomed him taking a stand. Moreover, like
the global financial crisis, climate change was a problem that politicians were failing to solve.
Fink felt it posed a risk that chief executives had a responsibility to tackle.

Climate change wasn’t just a sound financial concern: it gave Fink an unparalleled opportunity
to grandstand from what one former colleague calls the “bully pulpit” that BlackRock offers.
None of his peers had such a cause to trumpet. His annual letters to ceos of firms in BlackRock’s
portfolios — which because of their size meant almost all of the big ones — attracted widespread
media attention. The dominant theme was sustainability: how companies improve their
chances of long-term success by considering their environmental and social impact. The tone
increasingly became that of an advocate as well as of a fiduciary of BlackRock clients” money.
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Months after the Paris agreement in 2015, in which governments committed themselves to
limiting global warming to less than two degrees above pre-industrial times by 2100, Fink used
his annual letter to invoke esg for the first time, saying BlackRock expected companies to
incorporate environmental and social considerations into their discussions with boards.
(However the preponderance of index funds in BlackRock’s portfolio reduces its leverage over
the companies it invests in, since the firm is required to own them come what may.)

lcome whatmay] ICDWTHHARTHELEz, AN H-TH., AINEETTH]

Though Fink continues to deny to this day that he was on a crusade, saying that he was simply
looking after his clients’ long-term interests, he sounded more evangelical with each passing
year. He began to argue that business must address the most pressing economic and social
issues amid “wrenching political dysfunction”. His letter in 2020 was pivotal. In it he wrote that
climate change had become “a defining factor in companies’ long-term prospects”. He
announced BlackRock’s aggressive new esg strategies, such as divesting the shares of large coal
producers from its active funds, as well as offering funds that screened out fossil-fuel producers
altogether.

Although Trump, who took office in 2017, had pulled America out of the Paris agreement, it
was a time of widespread euphoria about esg investing. From 2018 to 2022, BlackRock’s
sustainable assets grew from less than $4bn, or about 4.4% of similar assets, to almost $60bn,
or about a fifth of the market. esg products account for only a fraction of BlackRock’s assets
under management, but in America it is the leader in the field by some distance.

Fink, who has a salesman’s knack for seeing which way the wind is blowing — quite literally, he
has a collection of antique weather vanes at his farm — was quick to spot the potential for
growth. During the pandemic, BlackRock’s assets under management soared to $10trn, partly
because the value of many of the low-carbon firms in its portfolios, especially the tech giants,
were booming. “Larry has an incredible nose for the trends that are coming down in the
industry,” says Robert Kapito, BlackRock’s president and Fink’s partner for 40 years. Tariq
Fancy, former chief investment officer for sustainability at BlackRock, who, after quitting, wrote
a lengthy critique of esg, says Fink was quick to seize on the chance to turn BlackRock into a
sustainability champion, though with the bottom line in mind. The view of the firm was,
according to Fancy, “If we could save the world and it doesn’t cost us a cent, we’ll do it. But if it
comes at a cost, that’s another thing.” (Many of BlackRock’s pension-fund clients are holding
money on behalf of left-leaning public-sector workers who want green investments.)

Regardless of the actual extent of Fink’s fervour for sustainable investment, there was growing
concern within parts of the firm that he risked overstepping the mark. “Once you opine on
these political issues, you expose yourself to the same campaigns as a politician would,” says
one former colleague who took part in the discussions. Another saw “a lot of people tell Larry
we don’t need to be vocal about this. But Larry was absolutely at the forefront of it.” Not
everyone has toed the party line. According to one senior Republican official in a red state, “If
you talk to his employees, they go: ‘Oh don’t worry about what Larry says. That’s not what
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we’re doing.”” He adds, “I cannot tell you how many conversations we’ve had where
[employees] said: ‘We’d get rid of him too, but, you know, we can’t.”” Some ceos also began to
express concerns that Fink had grown too big for his boots. “I think the world of Larry Fink, but
I’m not sure | want him to be my emperor,” said Charlie Munger, Warren Buffett’s business
partner.

Fink says he doesn’t recall any colleagues telling him that his letters were too political. But that
suggests another potential problem: those who have worked at BlackRock describe him as a
difficult person to contradict. He still dominates the firm and has a fearsome temper. More
than one person described him to me as a narcissist. His reputation may explain why a firm
renowned for its risk-management machinery managed to overlook the political backlash
against esg. “These are very sensitive political topics, and we ran into stronger and more
opposing views than we had talked about,” admits Mark McCombe, another vice-chairman. The
pushback emerged chiefly from a group of politicians with whom the firm had almost
completely lost touch as Fink swanned around the globe: Republicans in America’s heartland.

According to Fink, the trouble came to a head in the run-up to Russia’s invasion of Ukraine in
2022. The rocketing price of oil and gas started to crimp returns for those who had

bought esg investments in the belief that the fossil-fuel era was coming to an end. That soured
some of the positive sentiment towards sustainability. Higher oil prices also gave an excuse for
opponents of decarbonisation to counter-attack. Texas senator Ted Cruz blasted Fink on
television, accusing him of contributing directly to petrol-price rises by allegedly dissuading
companies from investing in fossil fuels. He called it the “Larry Fink surcharge”. Fink was
horrified at how quickly the attacks became personal, especially as he had never insisted on
divestment.

BlackRock also felt the heat. In August 2022 it became the first American company to be put on
a blacklist by Republican-led Texas, which barred the state’s public institutions from investing
money with asset managers that “boycotted” energy companies. That summer 19 Republican
attorneys-general threatened legal action when they wrote to BlackRock and questioned
whether the company was focusing solely on financial returns, as their state laws require.

In letters to the attorneys-general and in a defence published on its website called “Setting the
record straight”, BlackRock shot back. It insisted that it was actually one of the world’s biggest
investors in fossil-fuel companies and had put $170bn into American public-energy firms.
BlackRock’s participation in esg initiatives, it argued, was entirely consistent with its fiduciary
duty to clients, because companies that consider climate risk would make better long-term
investments.

BlackRock’s rebuttal not only failed to satisfy its Republican detractors but caused further
problems at the other end of the political spectrum. Brad Lander, a Democrat who scrutinises
the New York City budget in his role of comptroller and is a trustee of three public-sector
pension funds, fired a letter off to Fink arguing that BlackRock, in recognising its fossil-fuel
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investments, was effectively abdicating responsibility for reducing carbon emissions to net zero
by 2050.

Fink acknowledges that BlackRock’s political antennae malfunctioned during this saga. It
communicated poorly with state governments before the backlash. “I take that as a
responsibility,” he says. “We’re doing quite a bit of introductions and relationship-building.”
The firm has stepped up lobbying operations in state capitals.

Fink also confesses to having been blindsided by the angry response to his letters. If they had
been more nuanced, he says, he might have had fewer headaches. He insists his words were
taken out of context, though now he talks more carefully about the concept of esg. “We don’t
use the word ‘esg’ anymore,” he says. Instead BlackRock uses words like “sustainability” and
“decarbonisation”. “In my last letter | didn’t mention esg,” he points out. “I did that [on
purpose] because that phrase has been weaponised.” Recently, BlackRock appointed Amin
Nasser, the chief executive of Saudi Aramco, the Saudi state oil company, to its board.

His regrets may be deeper than he is willing to admit. He says one of his employees recently
exclaimed to him: “God, | don’t even know how | would ever want to be a ceo watching what’s
going on with you and all this.” Frater, one of his co-founders, told me, “If | faced these deeply
personal attacks the phrase going through my mind would be ‘I don’t need this shit.””

Fink consoles himself with the knowledge that the brouhaha has not stopped clients from
pouring money into the firm. In the first half of this year it attracted $190bn of net inflows, an
improvement on the same period in 2022. “The numbers speak for themselves,” he says. “It is
working out.” But the experience has caused Fink to rein himself in. The man who aspired to be
the plenipotentiary of American finance has been reminded, for the second time in his career,
that tall poppies risk being scythed down.

These days Fink has worries that are closer to home. Minutes after meeting me, he reveals that
just over a month before, he had suffered a severe illness. On a work trip to Spain in mid-
March, he began to feel stomach pains and was rushed back on BlackRock’s private jet

to nyu Langone, a New York hospital on whose board he sits. While crossing the Atlantic, he
spent the whole time “throwing up”. In New York, his doctors diagnosed a perforated appendix.
It later burst, giving him peritonitis, a type of blood-poisoning. After a painful period in hospital,
he recovered. Not long afterwards, the Wall Street Journal published a front-page article on the
five people the paper considered contenders in the “great race” to succeed him.

closetohome ... &L\ E T AEEILNT
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Fink looked fit when | met him. He was tanned and had a youthful zest that belied his age. He
repeatedly scanned his phone to see if the results of his latest blood tests had come in — not out
of any apparent concern for his health but because he wanted to get the all-clear to fly the
following day to Japan and Australia (the doctors gave permission). Succession was top of his

487



mind during his convalescence, though he says he has no imminent plans to step down. We
discussed it as we sat under the trees eating sandwiches. He told me he was looking forward to
retirement so that he could spend more time at the farm and fishing. “When | leave BlackRock,
I’m leaving BlackRock,” he said, not entirely convincingly. Not long after, he modified his
position slightly, mooting the possibility of staying on for a short while as chairman if the board
and the next generation of leaders ask him to. That may suggest he feels no one is as yet ready
to step into his shoes. An ex-colleague recalls a time when BlackRock’s management team
carried out a survey of their strengths. Fink was the only one who felt he merited top marks on
all counts. Fink disputes this and leaves little doubt he is taking a thoughtful approach to
succession. He told me he has strived to develop a strong bench of potential ceos who will stay
even if they are not picked to lead the firm.

Despite his own buffeting, Fink remains optimistic about BlackRock’s future. “l am more
bullish...than | have been in ten years.” The influx of money is proof that BlackRock is still on the
right “mission”. He adds: “Coming with the mission is the noise. Is that now a permanent
feature of running a big, visible company?”

Fink’s bruising encounter with the esg vigilantes is unlikely to define his legacy. From his early
days at First Boston, he identified the growing power of the financial markets to wrestle savings
away from the banking system. More than most firms of its era, BlackRock has contributed to
that trend by making low-cost savings products available to the masses.

But BlackRock’s size makes it an easy target. Its influence — and those of similar behemoths —
over large swathes of corporate America make it simple to demonise as a throwback to the
gilded age of the late 19th century, when giant monopolies straddled America.

Yet the Rockefellers and other robber barons of that era were purely exploitative. The leaders
of today’s corporate giants live in a time of climate change. Some of them are trying to do the
world a good turn, however imperfectly and with due concern for the bottom line. This
heightened consciousness might be good for business, if it attracts like-minded customers and
motivates employees. It might be good for the planet if it rouses companies to consider long-
term threats. It may also anger millions of Americans who think differently.

Fink himself is neither hero nor villain: he is a businessman, by all accounts an exceptionally
intuitive one. After spending time with him and talking to many of his associates, what is
striking is how uncalculating and loyal he is in his personal life. As a boss he often shoots his
mouth off, is irascible and covets acclaim. But in person he is not boorish. If anything, he is
refreshingly chatty and down to earth. Our last conversation ended with him telling me of the
need to remain true to oneself, however successful you are: “People thought of me as a turd 30
years ago. | hope they still think of me as a turd today.”

In a polarised political environment, it is dispiritingly easy for those on the extremes to traduce

financiers, especially Jewish ones, as distant controllers of global markets, determining people’s
financial futures without any accountability. Fink waded into political territory, despite
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warnings about the risks involved. In business terms, esg was a success for BlackRock and, had
Fink been a politician to his bones, he might have toughed it out as the face of virtuous
investing. But he did not have a thick enough hide to tolerate the backlash. That is not the
worst human failing.

DP1: Do you think that Fink has done more harm than good for ESG/Sustainability?
DP2: As a businessman, do you think he should have done things differently?
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The world should not let Vladimir Putin abandon the grain deal
Here is how to get him to sign up again
Jul 26th 2023

Russia’s beleaguered president took up his pen this week. In the days before a Russia-Africa
summit in St Petersburg on July 27th, Vladimir Putin published an article on the Kremlin’s
website to justify why he has abandoned the grain deal that ensured safe passage for Ukraine’s
crops and fertiliser. Promising to make up the shortfall, he wrote that the “so-called” deal solely
enriched Western businesses, and that promises to exempt Russian exports from sanctions had
been broken. Pretty much every word was false.

For a start, Russian exports of food and fertiliser, though shunned by Western businesses, are
not under sanctions. What’s more, the arrangement has benefited all food-importing countries.
Under the deal, signed in July 2022 and overseen by Turkey and the un, Ukraine has exported
over 32m tonnes of crops. That helped lower prices, which have risen since Russia quit on July
18th and then set about destroying Ukraine’s grain stocks and ports (see chart).

Mr Putin’s real reason for sinking the deal was to further ruin the prospects for Ukraine’s
economy. Ever since the invasion stalled, Russia’s strategy has been to convince the West that
Ukraine cannot win a long war—and that Russia’s foes had better cut their losses. Yet, after the
mutiny by Wagner mercenaries in June and ructions in Russia’s regular army, it became clear
that time is working against Mr Putin, too. Abandoning the grain agreement is his attempt to
strike back. He must fail.

If Ukraine cannot export grain, its economy will suffer. Food made up roughly two-fifths of its
total exports of $68bn in 2021. Farmers can still send limited amounts of grain by rail and by
ship, via the Danube, though both are expensive. But Mr Putin has taken to attacking these
alternative export routes, and European Union farmers resent falling prices in local markets. If
Ukrainian farmers cannot earn enough, they will not be able to replant their fields, ruining the
next harvest.

The blow to Ukraine’s economy comes on top of its sluggish counter-offensive. Mr Putin’s
message is that he will inflict whatever pain it takes to keep fighting—whether on Ukraine, the
world or his own people. This appeal finds an audience in the global south. Some countries
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sympathise with Russia; more suffer from the war and resent the West for putting off its
supposedly inevitable resolution.

Ukraine’s backers need to expose Mr Putin’s mendacity. Forcing an unequal ceasefire on
Ukraine, even if that were possible, would not bring lasting peace. The lack of Western resolve
it signalled would invite Mr Putin to attack again after he had re-armed. In the meantime, he
would surely continue to seek to harm Ukraine’s economy by disrupting its exports.

Instead, the world should press Russia to revive the grain deal—starting at the Russia-Africa
summit. African leaders have no interest in higher prices and fragile global food markets. They
could berate Mr Putin, and send a grain ship to Ukraine under an African flag. In addition,
Turkey has influence over Mr Putin and the motivation to wield it. As a large importer of
Ukrainian wheat, it can help solve its inflation problems and earn money by selling some
supplies on. Turkey is a conduit for Russian imports. Its grandstanding president, Recep Tayyip
Erdogan, could win prestige as a mediator.

Ukraine’s Western backers have a part to play, too, by signalling that if diplomacy fails they will
use force to break an illegal blockade of international waters. Giving Ukraine long-range
missiles would be a first step; offering insurance for convoys another. A last resort would be to
provide them with a military escort. If Turkey exercises its right to refuse warships access to the
Black Sea through the Bosporus, some nato members could supply air cover instead. By quitting
the grain deal, Mr Putin may think he has demonstrated that he has the advantage. All he has
revealed is that he is running out of options.
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South Korea has given up on talking to the North
The conservative government prefers emphasising its military superiority
Jul 27th 2023 | SEOUL

The autumn of 2018 was a heady time on the Korean peninsula. Meetings earlier that year
between Moon Jae-in, then South Korea’s president, and Kim Jong Un, North Korea’s dictator,
had buoyed hopes for peace between the two Koreas and prosperity in the North. So had a
bromance-laden encounter between Mr Kim and Donald Trump, America’s president, in
Singapore.

Coffee shops in Seoul drew pictures of Mr Kim into their milk foam as South Koreans queued
around the block for Pyongyang-style cold noodles. In September 2018 Mr Moon, standing next
to Mr Kim, addressed a crowd of 150,000 North Koreans in a stadium in the North’s capital,
something no other South Korean president had done before. He promised “to mend the
broken blood ties of our people”.

How times change. The talks which Mr Moon’s enthusiasm helped facilitate broke down a few
months later with nothing to show for them in terms of either peace or prosperity. When covid-
19 struck, Mr Kim sealed North Korea’s border and concentrated on developing weapons. Yoon
Suk-yeol, who succeeded Mr Moon as president in 2022, has little truck with mending blood
ties. Apparently keen to match the North’s bellicose rhetoric, he claims that “only
overwhelming force on our part will bring true peace.”

Mr Yoon has matched his tough talk with shows of military readiness. South Korea and America
conducted their largest-ever live-fire exercises in May and have held several rounds of trilateral
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missile-defence exercises with Japan (Mr Moon had scaled down drills). After publicly musing
about South Korea getting its own nuclear weapons, Mr Yoon persuaded President Joe Biden to
set up a forum to discuss how the Americans would use theirs in the event of war on the
peninsula. A visit from an American nuclear-capable submarine, the first in over 40 years,
accompanied the group’s inaugural meeting. The North Korean regime protested that the sub’s
presence might justify using its own nuclear weapons and expressed its rage with a volley of
(conventional) missiles into the sea.

At home, Mr Yoon’s hard-nosed stance is making itself felt most strongly in the shake-up of an
institution whose job it is to look after all things to do with North Korea: the optimistically
named Ministry of Unification (mou). Set up in 1969 by Park Chung-hee, the South’s strongman
ruler, the ministry facilitates inter-Korean co-operation during times of detente but also gathers
information about North Korea, monitors human-rights abuses and helps refugees from the
North.

Given the contradictory nature of its tasks—being reminded of their crimes tends to make
North Korea’s leaders less co-operative—the ministry’s focus depends on the vagaries of
politics. Mr Moon had its officials establish a de facto embassy in the North (which Mr Kim blew
up a few months later) and devise schemes to connect the two countries by road and rail.
Human-rights monitoring fell by the wayside. An annual report on North Korea’s atrocious
treatment of its citizens that the ministry was legally required to produce was classified for fear
of upsetting Mr Kim.

Mr Yoon has said the ministry will no longer act as “a support department for North Korea” and
appointed Kim Yung-ho, a conservative scholar, to lead it. At his confirmation hearing on July
19th the (South Korean) Mr Kim, who served as a human-rights envoy under two previous
conservative governments, cut a mainstream, if hawkish, figure. Yet he has said in the past that
“the path to unification opens up when the Kim Jong Un regime is overthrown” and that the
dialogue-based approach taken for the past 25 years had been a “scam”. Should the North ever
seek to return to the table, he seems unlikely to recommend taking up any offer of talks.

lcutafigure] - (.Q)EIRE5ZX 5. (LID)RZ 5. (BEINHT)ERERD. BFEIT
73)

Tough talk on North Korea’s regime tends to come with a sharper focus by the mou on the
human rights of ordinary North Koreans. There are some signs that it has begun paying more
attention. In March it published the report Mr Moon’s administration would not. But even as
the ministry has appeared keener to support human-rights groups, little has changed in
practice, says Sokeel Park of Liberty in North Korea, an ngo.

For now, the South’s reticence is matched by the North’s insouciance. Yet Mr Yoon’s attempts
to keep up with the North’s bellicosity make for an uneasy equilibrium. Talking will not
persuade the North to abandon its nuclear weapons. But it may eventually become necessary
to dissuade it from using them.
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DP1 What is your most likely scenario of two nations with the single Korean people amid the
recent tension of nuclear superiority game?

1. In a year or two, will they start talking again detente issues?

2. For the forthcoming several decades, will they unify the two nations?

DP2 What do you think the most critical matters to bother the unification?
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The high-tech race to improve weather forecasting
Private companies—and Al—are transforming the weather business
Jul 26th 2023 | BOLOGNA AND HAMBURG

Matteo dell’acqua has to shout to make himself heard. Engine Room Number Five at the
European Centre for Medium-Range Weather Forecasts’ data centre in Bologna houses a series
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of motors, each turning a three-tonne flywheel. Should the electricity cut out, the flywheels—
and those in four other rooms elsewhere in the building—have enough momentum to keep
the ecmwf’s newest supercomputer running until the back-up diesel generators fire up.

Those generators have fuel for three days. A longer blackout would spell disaster. Weather
shapes military campaigns and crop harvests, sports matches and supply chains. Losing access
to the world’s most reliable weather forecast would drastically reduce the prescience and
preparedness of more than 35 countries, nato, at least one space agency and a great many
research institutions and businesses. The operation must run constantly, says Mr Dell’Acqua,
who is in charge of the whole affair. “It’s really critical.”

Built inside a former tobacco factory, the Bologna data centre is a nerve centre of ecmwf’s
operations. Every day, 800m observations pour in from satellites, ocean buoys, ground weather
stations, balloons and aircraft. Besides preparations for a power cut, there are contingency
plans for floods and fires. Water from two external towers is circulated constantly, keeping the
electronics cool.

Outside, though, cooling is in short supply. For the past two weeks much of Europe has been
gripped by a punishing heatwave. Bologna was one of 23 Italian cities put on “red alert”.
Several countries broke temperature records; fires have burned across Greece and the Canary
Islands. Large swathes of America and Asia were also beset by sweltering heat. July 6th saw the
highest average global air temperature ever recorded on Earth, according to estimates
published by the University of Maine. Elsewhere, the weather brought a different kind of
misery. Torrential rain in South Korea, India and on America’s east coast killed scores. Two days
after The Economist’s visit to Bologna, hailstones the size of tennis balls rained down on the
nearby city of Milan.

Climate scientists reckon the heatwaves were made far more likely by climate change. Weather
forecasts gave countries advance warning, a job that will become even more important as the
planet warms further. Governments are investing in bigger and better forecasting models. They
are being joined by private firms producing smaller-scale, specialised forecasts for businesses—
and by tech firms betting that ai can revolutionise the field.

Modern weather forecasting owes its existence to the advent of digital computers in the 1960s
and 1970s. It has improved steadily ever since (see chart). The World Meteorological
Organisation (wmo), an arm of the United Nations, reckons that a five-day forecast today is
about as accurate as a two-day forecast was a quarter of a century ago.

Cloud computing

Most of that improvement has been down to more powerful computers, says Tim Palmer, a
meteorologist and physicist at the University of Oxford. Weather forecasts work by carving the
world into a grid of three-dimensional boxes. Each is populated with temperature, air pressure,
wind speed and the like, and the system’s evolution simulated by grinding through enormous
numbers of calculations.
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Better computers allow finer models. In the same way that a high-resolution digital photo looks
more realistic than a coarse-grained one, using a smaller grid helps match a model more closely
to the real world. The ecmwf’s highest-resolution global model, for instance, chops the globe
into boxes that are 9km square, down from 16km in 2016, and splits the atmosphere vertically
into more than 100 layers.

Smaller grids also allow models to recreate more of what happens in the real weather. “Deep
convective clouds”, for instance, are formed as hot air floats upwards. They can produce heavy
rain, hail and even tornadoes, but typically cannot be resolved with grids bigger than about
5km. Models have instead represented them using stopgap code that acts as a simplified
substitution.

But smaller grids come at a high price. Halving the horizontal size of a grid means that four
times as many boxes—and four times as many calculations—are needed to cover a given area.
One option is to trade resolution for locality. The sharpest offering from the National Oceanic
and Atmospheric Administration, in America, for instance, uses grid boxes 3km square, but
covers only North America. Computing, meanwhile, continues to improve. The world’s fastest
computer is Frontier, installed at Oak Ridge National Laboratory in Tennessee. Using

it, ecmwf scientists were able to experiment with running a worldwide model with a 1km
resolution.

But no matter how powerful computers become, there is a limit to how far ahead a numerical
forecast can look. The atmosphere is what mathematicians call a “chaotic system” —one that is
exquisitely sensitive to its starting conditions. A tiny initial change in temperature or pressure
can compound over days into drastically different sorts of weather. Since no measurement can
be perfectly accurate, this is a problem that no amount of computing power can solve. In 2019
American and European scientists found that even the most minor alterations to simulations
resulted in highly divergent forecasts for day-to-day weather after about 15 days. “It seems to
be a limit that nature sets,” explains Falko Judt, a meteorologist at the National Centre for
Atmospheric Research, in America. “It has nothing to do with our technological capabilities.”

Private prognostications

The wmo reckons numerical forecasting will approach that theoretical limit sometime around
2050. But that leaves plenty of room for improvement in the meantime. The ecmwf presently
produces accurate forecasts of daily weather—meaning it can predict things like the
temperature and when it will rain, give or take a couple of degrees or hours—around the globe
at least a week ahead of time. It has, on occasion, successfully predicted certain big events, like
hurricanes, up to ten days ahead.

But big global or regional forecasts are not the only game in town. There is also a growing
demand for faster or more specific forecasts than can be provided by public institutions (which,
being mostly funded by taxpayers, tend to produce what will be the most helpful to the most
people). Private companies are filling the gaps.
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In 2016, for instance, ibm, an American computing firm, bought the Weather Company, which
specialised in combining different governmental models, for an estimated $2bn. (Sceptics joked
that ibm had invested in the wrong type of cloud.) Within a year the firm began selling “hyper-
local” forecasts to businesses, designed to predict the weather in a small area between two and
12 hours ahead. By 2020, according to Comscore, an American media-analytics firm, ibm was
the biggest provider of weather forecasts in the world.

The firm’s success stems, in part, from its freedom to pick its own priorities. Predicting the
weather only a few hours ahead drastically reduces the amount of number-crunching required.
That, says Peter Neilley, the Weather Company’s chief meteorologist, allowed the firm to
develop a global model with a 3km resolution that churns out a new forecast once an hour.
(The ecmwf’s high-resolution global model, by contrast, produces a new forecast every six
hours.)

Alongside its own model, the Weather Company still sucks in the output of publicly funded
forecasters around the world. That reveals another private-sector perk. Some national and
international agencies, including both the Met Office in Britain and the ecmwf, can charge
businesses that use their output. But all are obliged to make them available. The pipeline does
not have to flow in the other direction.

In recent years, private offerings have become even more specific. Companies are increasingly
aware of how the weather affects their work. For instance, wind and solar energy producers—
and the electricity grids to which they are connected—rely on knowing what the weather will
do in the next few hours. Other applications are less obvious. Deliveroo, a food-delivery firm,
knows that it must account for the effect of rain on traffic when working out the fastest way to
transport a pad Thai from one side of a city to another.

INYBAA (AL padthai) (. 21 DEEE-IIHTOBETIRESINS. 5
AAX—FILEWHT-HIETH 5,

Meteomatics, a Swiss firm founded in 2012, allows its customers to crunch data from a range of
sources in a way that suits their needs—such as “downscaling” the output of a numerical model
by shaping it around the local topography. Those customers, say Alexander Stauch and Rob
Hutchinson, two of the firm’s senior managers, increasingly want to pipe that data directly into
their own algorithms. Energy traders, for example, predict gas prices based on how much wind
or sunshine is around to generate wind or solar power.

Meteomatics also aims to fill in gaps in observational data for places their clients are interested
in. To that end, it flies its own fleet of sensor-covered drones. In May Tomorrow.io, an
American firm founded in 2015, began launching satellites that are likewise designed to help
plug data holes around the world. Its main product, though, is “weather intelligence” software
that turns forecasts into instructions. The Bill and Melinda Gates Foundation, one of the world’s
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biggest charities, uses the company to send text messages to farmers in sub-Saharan Africa,
advising them on when best to plant their crops.

Private players insist their participation is beneficial for everyone. There are far more weather
stations in rich countries than poor ones (see map). “Outside of America, western Europe,
Japan and Australia, and a couple of other countries, national meteorological services are
lagging decades behind,” says Rei Goffer, one of Tomorrow.io’s founders. Some rich-country
agencies help other countries—the Met Office, for example, works with the governments of
India, South Africa and several South-East Asian countries. Even so, Mr Goffer argues, many
countries simply cannot afford the sort of good-quality forecasting that might help them adapt
to a changing climate. Tomorrow.io’s satellites aim to allow countries access to better weather
infrastructure without having to build it from scratch.

Sunny with a chance of Al

Private companies have also been at the forefront of attempts to find new, less
computationally onerous ways of predicting the weather. Many are focusing on machine
learning, a type of artificial intelligence (ai) that looks for patterns in big piles of data. Salient,
an American startup, uses an ai trained to recognise patterns in historical data to produce
forecasts on a seasonal scale, rather than over days or weeks. Its customers include Zurich
Insurance Group, which hopes to get early warnings of extreme weather its clients might face.

ai can spot patterns that human researchers may have missed. Ray Schmitt, a researcher at the
Woods Hole Oceanographic Institution in Massachusetts, is one of Salient’s founders. He had
theorised about a link between ocean salinity around the east coast of America in spring and
rainfall across the Midwest the following summer. ai analysis of weather data seems to confirm
the connection, though the precise mechanism remains unclear.

Machine learning has already proved its worth with precipitation “nowcasting” —predicting
whether it will rain or snow in a given area over the next few hours. The wmo reckons that,
over the past 50 years, 22% of deaths and 57% of economic losses caused by natural disasters
were the result of “extreme precipitation” events. But predicting them can be tricky for existing
numerical models, partly because, by the time they have finished running, the moment has
often passed. ai pattern recognition requires less computational grunt, allowing it to make
forecasts more quickly.

A 2021 collaboration between DeepMind, a part of Google, and the Met Office in Britain

used ai to forecast precipitation based on observations from rain-detecting radar. The ai system
outperformed existing, numerical forecasting methods nine times out of ten—though it started
to stumble when asked to forecast beyond about 90 minute

Other big firms with ai expertise are getting involved, too. A paper published in Nature on July
5th described Pangu-Weather, an ai system built by Huawei, a Chinese firm, and trained on 39
years of weather data. Huawei claims Pangu-Weather can produce week-ahead predictions
comparable in accuracy to forecasts from outfits like ecmwf, but thousands of times faster. Last
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year Nvidia, an American chipmaker, claimed that FourCastNet, its ai weather program, could
generate, in two seconds, a forecast that can predict hurricanes and heavy rain up to a week in
advance.

Governmental incumbents are coming around. The ecmwf was surprised by the results of
Pangu-Weather, says Florence Rabier, the organisation’s director-general. “We did see a lot of
potential, and they are not exaggerating the claims that it is much cheaper [to run],” she says.
The ecmwf is now working with Huawei, as well as with Google and Nvidia.

That does not mean that ai will replace numerical forecasting, though it could help it become
more efficient. ai relies crucially on high-quality data on which to train models. Since many
parts of the world lack reliable data from weather stations, old-fashioned numerical simulations
must be used retrospectively to fill in the gaps. And just as computational approaches face
fundamental limits to their utility, so too do ai-based ones. History is a less reliable guide to the
future in a world whose weather is being fundamentally altered by climate change.

More public-private collaboration is on the cards. By 2030, the European Commission hopes to
have finished “Destination Earth”, a simulation that can handle both short-term weather
patterns and longer-term changes in the climate. It hopes that users, with the help of ai, will be
able to visualise how animal migration patterns might change as temperatures rise, or what
might happen to fish stocks as the oceans warm. Nvidia, whose chips power most of the world’s
biggest ai models, has said it will participate. The firm has also signed up to an even more
ambitious plan for a network of “Earth Virtualisation Engines” proposed at a meeting this
month in Berlin by a group led by Bjorn Stevens, the director of the Max Planck Institute for
Meteorology in Hamburg.

Dr Stevens sees all this ferment as part of a shift in how information about the weather is
conceived of, produced and used. Turning observations into something helpful like a forecast
used to require a lot of expert knowledge, he says. That made it the domain of a handful of big
institutions. But recent technological advances, especially ai, have made doing that both easier
and cheaper. “That makes [weather] data valuable,” he says. “And that is transforming
everything.”
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