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Passage 1

Intellectual property: blockchain of command #0118 /= . = &l X

B

The technology underlying bitcoin may be in for a patent war.

FCHE T RS2 BEAR T RE 2B A & Al

From the print edition. The Economist

For fans of bitcoin, a digital currency, the
year got off to a volatile start. On January 5th one
bitcoin changed hands for nearly $1,150—almost
as much as the record set three years ago. It has
since dropped by 33%. Elsewhere in the land of
monetary bits, things move more slowly but trouble
is brewing: a potential patent war looms over the
blockchain, a distributed ledger that authenticates
and records every bitcoin transaction.

Heated fights over intellectual property are
nothing new in promising technology markets. But
given that the blockchain is expected to shake up
everything from the way precious diamonds are
safeguarded to the way shares are traded, the legal
fights could be especially fierce.

On the face of it, the blockchain does not lend
itself easily to staking out intellectual-property
claims. Bitcoin’s creator, known only by his
pseudonym, Satoshi Nakamoto, published a paper

about his invention, coded the first implementation
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and then disappeared—meaning that the core of the
technology is now part of the public domain and only
important additions and variations could be patented.
And the blockchain’ s components are widely known.
In America court decisions as well as a new law on
the granting of patents make it difficult to claim
ownership for such financial innovations.

This' hasn’t stopped firms from trying to get
patent protection on meaningful improvements to the
blockchain, including security and encryption
techniques, says Colette Reiner Mayer of Morrison &
Foerster, a law firm. Applications are now becoming
public, because the U.S. Patent and Trademark Office
must release them 18 months after they are filed. A
search of Espacenet, a global database, yields 36
hits ; hundreds more are said to be in the pipeline.

Financial firms are among the most assiduous
filers: MasterCard, for instance, is seeking four
payment-related patents; Goldman Sachs has put in
for one outlining a distributed ledger that can
process foreign-exchange transactions. Startups,
including Coinbase, Chain and 21 Inc, have been
busy, too. And then there is Craig Wright, an
Australian who claims to be Mr Nakamoto but has
failed to provide conclusive proof. He has filed, via
an Antigua-registered entity called EITC Holdings,
for 73 patents in Britain.

Only a very few patents have been issued so far.
And known applicants all say that they intend to use
patents only “ defensively”, meaning to protect
themselves against lawsuits. Still, legal battles look
likely: incumbent banks may go after newcomers,
and“ non-practising entities” (also known as “patent
trolls” ) may attempt to shake down other firms. It
could slow the pace of innovation, warns Brian
Behlendorf of Hyperledger, an umbrella group for

several blockchain-related projects.
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To limit such fights, several startups are
opening up their IP. Chain, Digital Asset Holdings
and Hyperledger have made their software open-
source, so that the underlying recipe is freely
available, which also makes it more attractive to
users and developers. Some programs even come
with a licence that makes it impossible to enforce
patents against those who use the organisation’s
code. Blockstream, another startup, has signed a
“patent pledge” , vowing not to sue others—as long
as they don’t use their own patents offensively.

There are also discussions over forming a
like the

Network, created in 2005 to protect member firms

patent pool, much Open Invention
against suits for using Linux, the popular open-
source operating system. The OIN acquires patents
and then licenses them freely to members, which
agree not to assert their own patents.

Whether this strategy of mutual disarmament is
sufficient to avoid another patent war will be clear
only when and if blockchains have become a multi-
billion dollar business. Last month DTCC, a provider
of clearing and settlement services, announced that
it will base the next generation of its trade-
information system on a blockchain, and SWIFT, a
payments network, said it the

was exploring

technology. That might prompt more applications.
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Should our bankers be our Facebook friends?
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From the print edition: The Economist

Donald Trump’s health-insurance premiums
could soon go up, and not just because of his love
of burritos. Data-crunchers have found a link
between the negativity of someone’ s tweets and his
risk of dying of heart disease. The education levels
of your Facebook friends or the activity on your
phone can help reveal how likely you are to repay a
loan. Money-managers are rummaging ever more
curiously through customers’ digital lives.

This is all part of an “intensifying data arms-
race in finance”, says Magda Ramada Sarasola
from Willis Towers Watson, a consultancy, which
claims that no industry used more big data last year.
Banks and insurers used to rely only on what
customers and credit agencies told them, but today
websites and mobile-banking apps let them get
much more close and personal. Less conventional
sources are also popular. Social-media profiles,
web-browsing, loyalty cards and phone-location
trackers can all help. In a trial, FICO, America’s
main credit-scorer, found that the words someone
uses in his Facebook status could help predict his
creditworthiness ( tip: avoid “ wasted”). Even
facial expressions and tone of voice are being
studied for risk.

Believers say such trawling will get customers

But

of delviberate

and better
the

vagueness about its intentions. Financiers, unlike

cheaper products. consumer

advocates accuse industry
gamblers, have always used data. But most people,
when they accept the terms of a new app or click
away that annoying cookie message, have no idea
what they give away, to whom and for what
purpose. According to the European Commission’ s
statistics agency, Eurostat, 81% of Europeans feel

they don’ t wholly control their online data; 69%
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worry that firms may use their data for purposes
other than those advertised.

Regulators are taking an interest. In September
Britain’s Financial Conduct Authority said it worried
that big data could price risky clients out of
insurance. In May the European Banking Authority
warned that the integrity of the financial sector
could be at stake if insecure data use eroded trust.
In December European regulators listed concerns
over privacy and ethical issues. They are now
consulting the industry to see if stricter rules are
needed.
of whether
Good

algorithms are faster and cheaper than underwriters.

Data can improve predictions

someone will fall ill or drive into a tree.

Insurers also claim that the better they know
customers, the more they can help change bad
habits. The industry insists more customer data
mean “ tailored ” products: someone about to
bungee jump can be warned that his life policy
doesn’t cover this, and be offered an add-on.
Banks can protect customers against fraud if they
follow their whereabouts. These techniques can also
help people outside the financial system gain access
For

sufficient credit history and the 2bn people around

to finance. the 64m Americans without
the world without a bank account, this would be
good news.

But critics fear too much data-crunching could
actually increase financial exclusion. The riskiest
customers, and those offline, might be priced out.
The more the industry relies on complex—and
proprietary—algorithms, feeding machines that
keep learning, the harder it will be for customers,
and regulators, to untangle why they were rejected.
And algorithms can be wrong. A bilingual speaker’s

search-engine entries could look erratic; a social-
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worker’ s location-tracker could imply a risky
lifestyle. And since it is unclear how judgments are
made, says Frederike Kaltheuner, from Privacy
International , “you could get stuck in a Kafkaesque
situation where you’re put in a certain box and
can’t find out why, and can’t get out.”

Yet privacy is a fluid concept. A survey last
year by EY, a consultancy, found that around half
of digitally savvy customers were happy to share
more data with their bank, if they got something
back. It also depends on context. When Tesco, a
British retailer, uses data from loyalty cards to offer
shoppers discounts on their favourite treats, few are
bothered. But use the same data to help calculate
an insurance premium ( as it does) , and many find
it creepy.

Keeping customers happy is not about what is
legal, but about what they think is off-limits.
People give uninformed consent to all sorts of things
online. But users can feel tricked and spied on if
they learn their data have been sold or used in
unexpected ways. Retailers struggle with this too,
but customers expect their bank to respect their
Torsten Eistert from A.T.

privacy more, says

Kearney, a strategy firm.

Trading data

Regulators have a role to play, particularly in
dealing with questions of discrimination and
exclusion. If using someone’ s browsing history to
exclude them from an offer for a cheap flight is OK,
is it also reasonable to use those data to lock them
out of health insurance ( eg, by assuming that
someone who Googles doughnut shops is a bad
risk) ? Now that Amazon sells loans, Alibaba has a
payments business and Facebook has patented a

credit-rating system, regulators should be at least as
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worried about non-traditional financiers and fintech
startups, which sometimes escape regulation. The
European General Data Protection Regulation,
which comes into force next year, covers privacy
issues fairly comprehensively. It should help clarify
the rules on handling personal data.

Supervisors are slow, however. It is up to the
industry to respond to customers’ demands well
before regulators require it. New businesses that
give people more control over data, such as digi.
me, which lets users share data only with those they
want, hold promise. If such tools help users become
their own data-brokers, they may be willing to share
more data with their mortgage lenders or insurers.
But trust will truly be earned only if financial firms,
old and new, get ahead of the game and start
talking to customers about what’ s really going on

behind their screens.
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Passage 3

Corporate ambitions:Amazon’s empire £\l 7 /s : T 5 15b 7% [E

The world’ s most remarkable firm may eventually be threatened by its own success.
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From the print edition. The Economist

Amazon is an extraordinary company. The
former bookseller accounts for more than half of
every new dollar spent online in America. It is the
world’ s leading provider of cloud computing. This
year Amazon will probably spend twice as much on
television as HBO, a cable channel. Its own-brand
physical products include batteries, almonds, suits
and speakers linked to a virtual voice-activated
assistant that can control, among other things, your

lamps and sprinkler.
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Yet Amazon’ s shareholders are working on the
premise that it is just getting started. Since the
beginning of 2015 its share price has jumped by
173% , seven times quicker than in the two previous
years (and 12 times faster than the S&P 500 index).
With a market capitalisation of some $400bn, it is
the fifth-most-valuable firm in the world. Never
before has a company been worth so much for so long
while making so little money: 92% of its value is
due to profits expected after 2020.

That is because investors anticipate both an
extraordinary rise in revenue, from sales of $136bn
last year to half a trillion over the next decade, and
a jump in profits. The hopes invested in it imply
that it will probably become more profitable than
anyother firm in America. Ground for scepticism
does not come much more fertile than this: Amazon
will have to grow faster than almost any big
company in modern history to justify its valuation.
Can it possibly do so?

It is easy to tick off some of the pitfalls. Rivals
will not stand still. Microsoft has cloud-computing
ambitions; Walmart already has revenues nudging

$500bn and

happened to Jeff Bezos, Amazon’s founder and boss,

is beefing up online. If anything
the gapwould be exceptionally hard to fill. But the
striking thing about the company is how much of a

chance it has of achieving such unprecedented goals.

A new sort of basket-case

This is largely due to the firm’s unusual
approach to two dimensions of corporate life. The
first of these is time. In an era when executives
routinely whinge about pressure to produce short-
term results, Amazon is resolutely focused on the
distant horizon.

Mr Bezos emphasises continual

investment to propel its two principal businesses,
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e-commerce and Amazon Web Services (AWS) , its
cloud-computing arm.

In e-commerce, the more shoppers Amazon
lures, the more retailers and manufacturers want to
sell their goods on Amazon. That gives Amazon more
cash for new services—such as two-hour shipping and
streaming video and music—which entice more
shoppers. Similarly, the more customers use AWS,
the more Amazon can invest in new services, which
attract more customers. A third virtuous circle is
starting to whirl around Alexa, the firm’s voice-
activated assistant: as developers build services for
Alexa, it becomes more useful to consumers, giving
developers reason to create yet more services.

So long as shareholders retain their faith in this
model, Amazon’s heady valuation resembles a self-
fulfilling prophecy. The company will be able to
keep spending, and its spending will keep making
Their faith is sustained by
had its

attempt to make a smartphone was a debacle. But

it more powerful.

Amazon’s record. It has failures—its

the business is starting to crank out cash. Last year
$ 16bn, more

than quadruple the level five years ago.

cashflow ( before investment) was

Many of these services support Amazon’ s own
expansion and that of other companies. The obvious

AWS,

example s which  powers Amazon’s
operations as well as those of other firms. But
Amazon also rents warehouse space to other sellers.
It is building a $1.5bn air-freight hub in Kentucky.
It is testing technology in stores to let consumers
skip the cash register altogether, and experimenting
with drone deliveries to the home. Such tools could
presumably serve other customers, too. Some think
that Amazon could become a new kind of utility : one

that provides the infrastructure of commerce, from

computing power to payments to logistics.
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