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d The world this week

Politics

Donald Trump sacked Rex
Tillerson as secretary of state,
announcing the defenestration
on Twitter. Mr Tillerson had
become increasingly detached
from the White House as the
president let it be known that
he wanted to pursue a more
muscular foreign policy. Con-
cluding that hisunconven-
tional approach was reaping
benefits, Mr Trump had earlier
surprised South Korean en-
voys, and his own national-
security team, by agreeing to
meet Kim Jong Un for talks on
North Korea’s nuclear aims.

The new secretary of state will
be Mike Pompeo, who cur-
rently runs the c1a. Gina
Haspel steps up from deputy
director to the top job at the
c1a.She will be the first wom-
an to hold the positionif her
appointment clears the Senate,
where she will face tough
questioning about her past
supervision of “enhanced"”
interrogations at secret sites,

Republicans on the House
Intelligence Committee re-
leased their report on Russian
meddling in the 2016 election,
concluding that provocateurs
had interfered, but that there
had been no collusion with the
Trump campaign. Robert
Mueller, the special counsel, is
still investigating.

The governor of Florida, Rick
Scott, signed a bill that raises
the state's legal age for all gun
purchases fromi8to21and
introduces a three-day waiting
period when buying a weap-
on. The law would have
stopped the9-year-old who
massacred 17 peopleat a
school near Miami from buy-
ing his semi-automaticrifle.

The Democrats claimed vic-
tory in a special election fora
congressional seatin the sub-
urbs of Pittsburgh. The seat
had been held by the Repub-
licans since 2003 and its voters
chose Mr Trump in the presi-
dential election by a 20-point
margin. The win fired up the
Democrats'hopes of taking the
House in the mid-terms.

Forever Xi

China’s rubber-stamp parlia-
ment, the National People’s
Congress, removed the iwo-
term limit for presidents,
allowing Xi Jinping to remain
in office for life. It also an-
nounced the re-organisation of
more than two dozen min-
istries and departments,

In Hong Kong, by-elections
were held in four of the six
seats where pro-democracy
candidates had been removed
from office for criticising the
governments of China and
Hong Kong during theirswear-
ing-in. The pro-democracy
movement lost two of the
seats, a blow to its standing.

Rodrigo Duterte, the president
of the Philippines, threatened
to withdraw his country from
the International Criminal
Court because itis investigat-
ing human-rights abuses in his
bloody campaign against drug
pushers and users.

A scandal over the sale of state
land ata huge discounttoa
school with links to the wife of
Japan’s prime minister was
revived, after the finance min-
istry admitted it had doctored
documentsrelating to the sale
before submitting them to
parliament,

The mother of diplomatic rows
Britain said it would expel 23
Russian diplomatsin response
to a nerve-agent attackon a
former Russian spy and his
daughter in Salisbury. Theresa
May, the prime minister, said
Moscow had reacted to the
attack with “sarcasm,
contempt and defiance”. Rus-
sia said it would retaliate.

Lucy Allan, the mp for Telford,
renewed her call foran in-
dependentinquiryintothe

alleged sexual abuse of up to
1,000 "white working-class
girls"in the English town by
suspected gangs of men of
South Asian origin. As with a
similar case in Rotherham, the
authorities have come under
intense criticism for not
investigating the claims be-
cause of the racial sensitivities,

Angela Merkel was sworn in as
Germany’s chancellor fora
fourth term. The Social Demo-
crats, coalition partnersto her
Christian Democrats, have
been given the jobs of finance
minister and foreign minister,
filled by Olaf Scholz and Heiko
Maas respectively.

The prime minister of Slova-
kia, Robert Fico, offered to
stand down, following the
murder of a young journalist
who had been investigating
official corruption. Huge
crowds had demonstrated
against Mr Fico in the capital,
Bratislava, and other cities.

Colombians voted in legisla-
tive elections and presidential
primaries. They rejected the
candidates from the political
party created by formerrebels
from the Farc, though the
party is guaranteed ten seatsin
congress. Rodrigo Londono,
the FARC's leader, withdrew
from the presidential race
because of bad health. Ivdn
Duque, the right’s candidate,
and Gustavo Peiro, the left's
man, are the front-runners in
the presidential election.

Federal police in Mexico
arrested a man they say was
involved in the disappearance
of 43 students from the town
of Iguala in 2014. Erick Uriel
Sandovalis accused of helping
burn the students' bodiesat a
rubbish dump. Independent
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experts have cast doubt on
prosecutars’ version of events,

Lawmakers in Peru put
forward a motion to begin
impeachment proceedings
against Pedro Pablo Kuezynski,
the president, who is defend-
ing himself'in congress against
accusations thathelied about
donations from Odebrecht, a
Brazilian construction firm.

Close shave

Aroadside bomb in Gaza
targeted the convoy of the
Palestinian prime minister,
Rami Hamdallah. The Palestin-
ian Authority called the explo-
sion an assassination attempt
and held Hamas, the Islamist
group that controls Gaza,
responsible forthe breakdown
insecurity, but did not accuse it
of carrying out the attack.

Israel's government settled a
dispute overa bill that would
extend an exemption from
military service for ultra-
Orthodox yeshiva students.
The row threatened to bring
down the government. How-
ever, there is speculation that
Binyamin Netanyahu, the
prime minister, wants an early
election as he faces multiple
corruption investigations.

Haider al-Abadi, the Iraqgi
prime minister, issued a decree
liftingaban oninternational
flightsto and from the Kurdis-
tan region. Kurdish authorities
agreed to place the airports
under federal control, accord-
ingto the decree.

Julius Maada Bio, a former
leader of amilitary coup, won
the firstround of Sierra
Leone’s presidential election.
He will face Samura Kamara,
the ruling party’s candidate, in
the run-off.

Happiness, happiness
Burundi came last in the annu-
al World Happiness Report
by the un, which ranks coun-
tries on factors such as life
expectancy, freedom and
corruption. Burundi edged out
the Central African Republic,
which came bottom last year.
Norway, the happiest country
in 2017, was nudged out of the
top spot by Finland.
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Business

In an extraordinary interven-
tion, Donald Trump blocked
Broadcom’s hostile bid for
Qualcomm on national-
security grounds. Based in
Singapore but with halfits
staff in America, Broadcom
had been pursuingits rival
chipmaker for months. To
defend itself, Qualcomm had
turned to the Committee on
Foreign Investmentin the
United States, which recom-
mended that Broadcom
should be stopped. The presi-
dent’s orderis based on a fear
thatallowing Qualcomm to
fall into foreign hands would
boost China's role in global
chipmaking.

The end of a forgotten era
Blackstone, one of America's
private-equity titans, revealed
that China’s sovereign-wealth
fund had sold its holdingin the
firm. The stake had been pur-
chased in 2007, the first time
the Chinese fund had invested
commercially in America,
elicitinghopes at the time of
closer business ties between
the two countries.

The securitiesregulatorin
China slapped a 5.5bn yuan
($871m) fine on the country’s
largest private owner of cargo
railcars for manipulating the
share price of three companies
ithad invested in. It was the
largest penalty handed down
by the regulator to date, equiv-
alentto 70% of the finesit
dished outin total last year.

Larry Kudlow was given the
job of Mr Trump'’s economic
adviser, following Gary
Cohn’sresignation in the wake
of the president’simposition
of steel tariffs. Mr Kudlow is a
conservative broadcaster who
may be more in tune with Mr
Trump's economic agenda
than Mr Cohn was. He worked
in Ronald Reagan’s budget
office and describes himself as
a“supply-sider”,

The identity of the likely suc-
cessor to Lloyd Blankfein as
chief executive officer of
Goldman Sachs became
clearer when Harvey Schwartz

abruptly stepped down as
co-president, leaving the path
clearto the top job for David
Solomon, the other co-presi-
dent. Mr Blankfein has led'the
banksince 2006.

The Securities and Exchange
Commission fined Elizabeth
Holmes, the founder of
Theranos, a blood-testing
startup that was once a darling
of Silicon Valley, $§500,000t0
settle claims of fraud. The-
ranos fell foul of regulators in
2015 amid revelations that it
had misled investors. Ms
Holmes agreed to settle the
charges without admitting
wrongdoing.

Martin Shkreli was sentenced
to seven yearsin prison, after
being found guilty last August
of securities fraud related to
hedge funds he once ran. Mr
Shkreli is notorious for
increasing the price of some
medicines by up to 5.000% ata
drugs company he founded,
earning him the sobriquet of
America’s “most hated man”.

Dropbox priced its
forthcoming 1O at between
$16 and $18 a share. That values
the file-sharing service atup to
$79bn, much less than the
$10bn it was thought to be
worth atits lastround of
fundraising in 2014.

Followinga similar decision
by Facebook, Google said it
would ban advertisements for
crypto-currencies such as
bitcoin across all its platforms,
including YouTube and its
display-ad network.

Tesla beware

Volkswagen laid out plans for
the “massive expansion” of its
range of electric cars. The
German company will openi6
production sites within five
yearsin Europe, China and
America to make electric
vehicles, with a goal of selling
3m a year by 2025. Italsoan-
nounced partnerships with
manufacturersto supply car
batteries to Europe and China.
Meanwhile, GEM, a battery-
recycling firm in Shenzhen,
signed a contract with Glen-
core to provide it with 50,000
tonnes of cobalt, a key ele-
mentin car batteries. That is
half the total amountof cobalt
produced worldwide last vear.

Unilever chose Rotterdam as
the site forthe headquarters of
anew unified company.ltisa
symbolic blow to the British
government, which had hoped
the Anglo-Dutch consumer-
goods group would keep its
headquartersin London. The
company denied that the
decision was connected to
Brexit.

In a complex transaction that
reshapes Germany's power
industry, E.ON and RWE
agreed to swap assets in a deal
thatleaves E.0N as an operator
of energy networks with a
large retail presence and RWE
as a producer of renewable
energy. Utilities have been
forced to reconfigure their
businessesin response to the
government'’s Energiewende
policy, which directs them to
pivot towards renewables.
Shop till someone else drops
Ll . fa s 4 .-".‘ L ==

Under pressure from Amazon
in the mushrooming market
for online food shopping,
Walmart announced thatit
will extend its grocery-deliv-
ery service to more than 100
American cities. Instead of
usingits own drivers Walmart
will employ transport startups,
including Uber.

For other economic data and
news see Indicators section

1 FIRED SECRETARN of
STATE TILLERSON
BECAUSE HE
DIDN'T SEE THINGS
THE WAY IDO..
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The battle for digital supremacy

How to engage and how notto

44 ESIGNED by Apple in
California. Assembled
in China". For the past decade
the words embossed on the
back of iPhones have served as
shorthand for the technological
bargain between the world’s
: two biggest economies: Ameri-
casupplies the brains and China the brawn.
Not any more. China's world-class tech giants, Alibaba and
Tencent, have market values of around $500bn, rivalling Face-
book’s. China has the largest online-payments market. Its
equipmentis being exported across the world. It has the fastest
supercomputer. It is building the world's most lavish quan-
tum-computing research centre. Its forthcoming satellite-nav-
igation system will compete with America’s Gps by 2020.

America is rattled. An investigation is under way that is ex-
pected to conclude that China’s theft of intellectual property
has cost American companies around $itrn; stinging tariffs
may follow. Earlier this year Congress introduced a bill to stop
the government doing business with two Chinese telecoms
firms, Huawei and zTE. Eric Schmidt, the former chairman of
Alphabet, Google’s parent, has warned that China will over-
take Americain artificial intelligence (A1) by 2025.

This week President Donald Trump abruptly blocked a
$142bn hostile takeover of Qualcomm, an American chipmak-
et, by Broadcom, a Singapore-domiciled rival, citing national-
security fears over Chinese leadership in 5G, a new wireless
technology. As so often, Mr Trump has identified a genuine
challenge, but is bungling the response. China's technological
rise requires a strategic answer, not a knee-jerk one.

The motherboard of all wars

To understand what America’s strategy should be, first define
the problem. It is entirely natural for a continent-sized, rapidly
growing economy with a culture of scientific inquiry to enjoy
atechnological renaissance. Already, China has one of the big-
gest clusters of Ar scientists. It has over 8oom internet users,
more than any other country, which means more data on

which to hone its new a1 The technological advances this '

brings will benefit countless people, Americans among them.
For the United States to seek to keep China down merely to
preserve its place in the pecking order by, say, further balkanis-
ing the internet, is a recipe fora poorer, discordant—and possi-
bly warlike—world.

Yet it is one thing for a country to dominate televisions and
toys, another the core information technologies. They are the
basis for the manufacture, networking and destructive power
of advanced weapons systems. More generally, they are often
subject to extreme networkeffects, in which one winner estab-
lishes an unassailable position in each market. This means
that a country may be squeezed out of vital technologies by
foreign rivals pumped up by state support. In the case of Chi-
na, those rivals answer to an oppressive authoritarian regime
that increasingly holds itself up as an alternative to liberal de-
mocracy—particularly in its part of Asia. China insists that it

wants a win-win world. America has no choice butto see Chi-
nese technology as a means 1o an unwelcome end.

The question is how to respond. The mostimportant part of
the answeris toremember the reasons for America’s successin
the 1950s and 1960s. Government programmes, intended to
surpass the Soviet Union in space and weapons systems, gal-
vanised investment in education, research and engineering
across a broad range of technologies. This ultimately gave rise
to Silicon Valley, where it was infused by a spirit of free inquiry,
vigorous competition and a healthy capitalist incentive to
make money. It was supercharged by an immigration system
that welcomed promising minds from every corner of the
planet. Sixty years after the Sputnik moment; America needs
the same combination of public investment and private enter-
prise in pursuit of a national project.

Why use a scalpel when ahammer will do?

The other part of the answer is to update national-security
safeguards for the realities of China’s potential digital threats.
The remit of the Committee on Foreign Investment in the us
(c¥rus), a multi-agency body charged with screening deals
that affect national security, should be expanded so that mi-
nority investments in A1, say, can be scrutinised as well as out-
right acquisitions. Worries about a supplier of critical compo-
nents do not have to result in outright bans. Britain found a
creative way to mitigate some of its China-related security con-
cerns, by using an evaluation centre with the power to digright
down into every detail of the hardware and software of the
systems that Huawei supplies for the telephone network.

Set against these standards, Mr Trump falls short on every
count. The Broadcom decision suggests that valid suspicion of
Chinese technology is blurring into out-and-out protection-
ism. Broadcom is not even Chinese; the justification for block-
ing the deal was that it was likely to invest less in 8D than
Qualcomm, letting China seize a lead in setting standards.

Mr Trump has reportedly already rejected one plan for ta-
riffs on China to compensate for forced technology transfer
but only because the amounts were too small. Were America
to impose duties on Chinese consumer electronics, for exam-
ple, it would harm its own prosperity without doing anything
for national security. An aggressively anti-China tack has the
obvious risk of a trade tit-for-tat that would leave the world’s
two largest economies both worse off and also more insecure.

Mr Trump's approach is defined only by what he can do to
stifle China, not by what he can do to improve America's pros-
pects. His record on that score is abysmal. America’s federal-
government spending on R&D was 0.6% of GDP in 2015, a third
of what it was in 1964. Yet the president’s budget proposal for
2019 includes a 42.3% cut in non-defence discretionary spend-
ing by 2028, which is where funding for scientific research sits.
He has made it harder for skilled immigrants to get visas to en-
ter America. He and some of his party treat scientific evidence
with contempt—specifically the science which warns of the
looming threat of climate change. America is right to worry
about Chinese tech. But for America to turn its back on the
things that made it greatis no answer. ®



