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»to seize assets: reiderstvo, or “raiding”.
BVCP's own list of ten successful invest-
ment principles includes “constructive re-
lations” with the powers that be, a nod to
those realities; it kept a famous Russian as-
tronauton its payroll to manage its own re-
lations with the state.

Nor are attacks on large foreign com-
mercial interests novel. Mr Calvey's arrest
recalled the case of Bill Browder, a promi-
nent American financier and one-time
supporter of Vladimir Putin’s who was ex-
pelled from Russia in 2005. (He became a
fierce Kremlin critic after his lawyer, Sergei
Magnitsky, died in a Russian prison.) Yet
while Mr Browder, an activist shareholder,
took on major state-controlled companies,
Mr Calvey tended to stay away from indus-
tries of interest to the state, focusing in-
stead on rising private companies in con-
sumer sectors.

“If they can arrest Calvey, they are not
afraid to arrest anyone,” tweeted Michael
McFaul, a former American ambassador to
Russia. A veteran of Salomon Brothers and
the European Bank for Reconstruction and
Development, he became known as a
straight-shooter with a knack for navigat-
ing in Russia. Arkady Volozh, the billion-
aire founder of Yandex, called him the
“market standard of decency and lawful-
ness”. German Gref, head of state-run Sber-
bank, Russia’s largest lender, declared Mr
Calvey “a decent and honest person”. Kirill
Dmitriev, the well-connected director of
the Russian Direct Investment Fund, a
state-backed  sovereign-wealth  fund,
promised to “provide a personal guaran-
tee” for Mr Calvey.

With Russia and America locked in a
hostile standoff, and Congress preparing
another set of sanctions on Russia, the ar-
rest of a prominent American business-
man threatens to become a political flash-
point—and a potential bargaining chip for
the Kremlin. The judge’s decision, a day
after the arrest, to keep Mr Calvey in pre-
trial detention for two months suggests
that the case will not be resolved quickly or
quietly. For the Western businesses still
operating in Russia, the implications are
chilling. Being a foreigner once provided a
modicum of protection, says Alexis Rod-
zianko, president of the American Cham-
ber of Commerce in Russia. “It makes every
one of us now think, how far away am I
from the cage?”

The Kremlin has said it hopes the case
will not harm investment. Perhaps that is
because thereis so little left (see chart). The
government's economic policy recognises
as much. Its central concept is the idea of
“national projects”, infrastructure and oth-
er plansthatrely largely on capital from the
stale and state-owned enterprises. In his
vearly state-of-the-union speech on Febru-
ary 20th, MrPutin nodded at the challenges
entrepreneurs face. “Honest businesses
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should not have to fear criminal prosecu-
tion,” he declared, a line that some inter-
preted as a veiled reference to Mr Calvey.

The president ordered the Agency for
Strategic Initiatives (AsI), a government
think-tank, to help build a platform for
businesses to report on pressure from law
enforcement. This may have a less con-
structive effect than the president hopes.
For the director of the As1’s “New Business”
department, whose responsibilities in-
clude initiatives to improve the invest-
ment climate, is Mr Avetisyan. ®

Germany'’s fear of China
Making Europe
Great Again

MUNICH
China’s rise inspires some
revolutionary thinking in Germany

IT WAS AN endearingly optimistic line. For
years Germany'’s China policy was guided
by the motto Wandel durch Handel (“Change
through trade”). There has certainly been
plenty of trade (see chart), but the changes
are not of the sort that were intended.

Originally Germany imported cheap
Chinese consumer goods while exporting
its expensive cars, machine tools and giz-
mos. But German companies soon discov-
ered that operating in China often means
giving up technology and navigating rules
that tilt the pitch in favour of domestic ri-
vals. More recently some Mittelstand
manufacturers have started to fear that
China will eat their lunch, as Chinese com-
panies, clambering up the supply chain
and backed by juicy state subsidies, have
embarked on shopping sprees inside Eu-
rope. Germany is particularly exposed to
China’s new industrial policy.

These developments have sparked a
change of attitude. “German business used
to want the government to get out of the
way,” says Alexander Graf Lambsdorff, an
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MP from the liberal Free Democrats. “Now
they find that reciting Hayek is no longer
good enough.” Meanwhile Xi Jinping's
tightening grip on the Communist Party,
and the party’s hold on industry, has
squashed any lingering hopes that China
might be brought into the Western fold.

In January these concerns found dra-
maticexpressionina paper from the Feder-
ation of German Industries (BDI), Ger-
many’s biggest business group. Where its
members once saw a lucrative new market,
they now see a “systemic competitor”. The
paper contains dozens of recommenda-
tions for European leaders, from tax breaks
for research to investment in digital infra-
structure. Its overriding message is that
Germany and Europe must give up hoping
that China will change, and instead pro-
duce policies to respond to its rise.

And so they have. This week Peter Alt-
maier, Germany’s economy minister, and
Bruno Le Maire, his French counterpart,
unveiled a joint five-page industrial-policy
manifesto “fit for the 21st century”. It made
nowbut the subtext was
clear. The pair proposé jointaction to boost
Europe’s capabilities in artificial intelli-
gence, which Mr Altmaier's department
has called the most important innovation
since the steam engine. They have pledged
€1.75bn ($2bn) to fund next-generation bat-
tery-cell production. Most strikingly,
France and Germany want to grant the Eu’s
governments power to overturn competi-
tion decisions made by the European Com-
mission. The current rules, they believe,
make it too hard for European firms to
compete with Chinese state-backed giants.

Such proposals are nothing new in
France, which once declared yogurt-mak-
ing a “strategic” industry. But in Germany
they are revolutionary. Its “ordoliberal”
philosophy—that it is the job of the state to
establish a framework for the private sec-
tor, including tight antitrust laws, and then
let the market do its work—inspired the EU
rules the government now seeks to rewrite.
Little wonder Mr Altmaier’s proposals have
caused a fierce backlash at home. Lars Feld,
an economics professor at the Uniyersity
of Freiburg, speaks for many when he de-
clares himself “strongly opposed to this
kind of mercantilist thinking”.

China also threatens Germany's already
troubled relations with America. The gov-
ernment is split over whether to bow to
American demands to block Huawei, a Chi-
nese technology giant, from building its 56
telecoms network. Spooks, hawks and dip-
lomats say it should, but Huawei may offer
a better service than its rivals at a lower
price. Above all Germany wants to avoid be-
ing caught up in Sino-American tensions.
Findinga telecoms provider closer to home
that is as cheap and capable as Huawei
could help with that. But it is not clear that
Europe hasgotone. ®




