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Politics this week 
Nov 26th 2009  
From The Economist print edition 

 
 
Barack Obama delighted environmentalists by deciding that he would, after all, attend the UN summit on 
climate change in Copenhagen next month (he had already scheduled a trip to Oslo to pick up the Nobel 
peace prize). Mr Obama will offer provisional cuts to the United States’ emissions of an initial 17% from 
2005 levels by 2020. Congress, which is stalled on a similar proposal, would need to agree. China is 
sending Wen Jiabao, the prime minister, to Copenhagen, where he is expected to pledge to reduce China’s 
“carbon intensity”. See article 

A Republican attempt to stop the Democrats’ health-care bill from proceeding to the Senate floor was 
defeated. The Democratic leadership just managed to scrape together the 60 senators needed to allow the 
measure to be debated, though a handful of conservative Democrats insisted they would vote against the 
bill after the debate if it still contained plans for a government-run insurance scheme. See article 

 
On the case 

On the eve of the anniversary of attacks in Mumbai in which more than 170 people died, seven people 
were charged in a court in Rawalpindi, Pakistan, for their alleged involvement, including the alleged 
mastermind of the attack, Zaki-ur-Rehman Lakhvi. All pleaded not guilty. India has been pressing 
Pakistan to take action. See article 

At least 57 people were murdered in a massacre in Maguindanao on the island of 
Mindanao in the southern Philippines. Those killed were on their way to file 
nomination papers for an election next May. See article 

The government of Sri Lanka announced that Tamils interned in camps in the 
north of the country since the end of the civil war in May would be free to leave 
from December 1st. Some 130,000 people remain in the camps. See article 

In the worst coalmining accident in China in nearly two years, more than 100 
people were killed in an explosion at a pit in Hegang in the northern province of 
Heilongjiang. 

The body of Teoh Beng Hock, an opposition activist in Malaysia, was exhumed for an autopsy after a 
pathologist said there was an 80% chance he had been murdered. Mr Teoh was said to have killed himself 
by jumping from the offices of the Anti-Corruption Commission, where he was being questioned. 

Indonesia’s president, Susilo Bambang Yudhoyono, made a televised speech in an attempt to defuse a 
row about the prosecution of two senior members of the country’s anti-corruption commission. He said it 
would be better if charges were dropped.  

There was some good news on AIDS. A UN report said the rate of new HIV infections is down by 17% 
compared with 2001, and the death rate from the disease has dropped by 10% over the past five years. 
The ubiquity of antiviral drugs is one important reason for the improvement. See article 

 
Rebuffed 

Binyamin Netanyahu, Israel’s prime minister, said he would suspend building Jewish settlements on the 
West Bank for ten months in a bid to restart peace negotiations with the Palestinians. But his offer 
excluded East Jerusalem, “natural growth” in existing settlements and buildings already under 
construction. Not good enough, said the Palestinians. 

Not for the first time, it was reported that an agreement was near that would see the release of an Israeli 
soldier, Gilad Shalit, captured by the Palestinian Islamists of Hamas three years ago, in exchange for 
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several hundred Palestinian prisoners.  

A former vice-president of Iran, Muhammad-Ali Abtahi, the most senior reformist to have been arrested 
after the disputed presidential election in June, was sentenced to six years in prison but then released on 
bail.  

King Abdullah of Jordan dissolved his country’s parliament halfway through its four- year term, calling for 
an early election. There has been tension between the government and the Islamist opposition. 

Ill-feeling between Egypt and Algeria rose in the aftermath of the Algerian football team’s victory in a 
qualification match for next year’s World Cup. Dozens of people were hurt in riots in Egypt, Algeria and 
Sudan, where the play-off was held. See article 

 
Shades of grey 

Most reactions to the choices for the European Union’s top jobs were negative, 
as few had ever heard of Herman Van Rompuy, the Belgian prime minister who 
is to be first permanent president of the European Council, or Catherine Ashton, 
a British commissioner who is to be EU foreign-policy supremo. Some said their 
invisibility was the whole point. See article 

Thousands of public-sector workers in Turkey walked out, demanding the right 
to strike, which is forbidden. 

A breakthrough treaty was signed that aims to close fishing ports to ships 
involved in illegal fishing, bringing monitoring and enforcement to the 
dockside. The first 11 signatories to the deal, approved by the UN Food and Agriculture Organisation’s 
governing conference, include Brazil, the European Union, Iceland, Indonesia, Norway and the United 
States.  

 
New alliances 

President Mahmoud Ahmadinejad of Iran visited South America. In Brazil he 
was hugged by President Luiz Inácio Lula da Silva, who called on Western 
nations to drop their threats of punishment over Iran’s nuclear programme but 
urged Iran to negotiate a “just and balanced” solution that met the West’s 
concerns. In both Brazil and Venezuela, where he met Hugo Chávez, there were 
protests against his visit. See article 

Canada’s government rejected allegations by one of its diplomats that detainees 
handed over to Afghan authorities by Canadian forces in 2006-07 were probably 
all tortured, and that the government may have tried to cover this up. See article 

Argentina’s Congress passed a law approving the forced extraction of DNA from people suspected of 
having been stolen as babies from female prisoners of the 1976-83 military dictatorship, and given to 
army and police families.  

Police in Peru claimed, to some scepticism, to have arrested members of a gang that murdered dozens of 
people to drain their body fat and sell it for use in cosmetics.  

 
 

AP
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Business this week 
Nov 26th 2009  
From The Economist print edition 

 
 
The government of Dubai requested a six-month “standstill” from creditors on paying back debt 
accumulated by Dubai World, causing a prompt downgrade to government-related debt from credit-
rating agencies. The state-owned conglomerate is behind some of the Gulf emirate’s most ambitious 
ventures of recent years, including the Palm Jumeirah residential resort. Once feted by businessmen the 
world over, Dubai’s government and state-backed companies are reckoned to have racked up as much as 
$80 billion in debt. See article 

It emerged that Facebook has introduced a dual-class share structure—similar to the way Google 
organises its shareholders’ voting rights—which tightens the grip on the privately held company of Mark 
Zuckerberg, its co-founder and chief executive. The news was taken as (yet another) indication that the 
social-networking site is preparing for an initial public offering. See article 

 
Black Saturday 

A glitch prevented shoppers from searching eBay’s website on the Saturday before Thanksgiving, which 
was blamed on a surge in listings from users and retailers.  

Europe’s competition regulator dropped a four-year investigation into claims that Qualcomm, a 
chipmaker based in San Diego, used unfair practices when distributing patent licences by giving 
favourable treatment to companies that bought its chipsets. In 2005 six of Qualcomm’s rivals and 
customers lodged the complaints, which have since been withdrawn as each reached a favourable 
settlement with the company.  

American International Group settled its dispute with Hank Greenberg, the insurance company’s 
former boss. Mr Greenberg left AIG amid an accounting scandal in 2005 and a falling-out over money and 
management. As part of the settlement, AIG will drop a $1 billion claim against Mr Greenberg, pay his 
legal fees and return personal items. 

Mervyn King, the governor of the Bank of England, revealed how close Royal Bank of Scotland and 
HBOS came to collapse in October 2008. After Lehman Brothers declared bankruptcy, both banks had 
trouble raising funds in the markets and turned to the central bank, which lent them £62 billion ($103 
billion) in emergency aid. Mr King revealed the details of the rescue now because both companies are 
considered to be stable. In 2007 news that Northern Rock received loans from the state led to a run on 
the bank.  

The European Central Bank said it would tighten its rating standards for the asset-backed securities 
that euro-area banks use as collateral when seeking liquidity from the central bank. The move forms part 
of the ECB’s plan gradually to withdraw the emergency measures it introduced during the financial crisis.  

Sales of both new and previously owned homes in America rose sharply in October, with sales of 
existing homes reaching a level last seen in February 2007. Much of the increase was caused by 
homebuyers rushing to take advantage of a tax credit that was due to expire by November 30th, but 
which Congress has extended to April.  

 
As safe as houses 

Data from America’s Federal Deposit Insurance Corporation highlighted the 
difficulties that persist in the banking sector. The number of “problem” 
lenders that the FDIC lists grew to 552 in the third quarter, the highest 
number in 16 years. And confirming the reluctance of banks to loosen their 
lending policies, total loan balances held by financial institutions fell by 3%, 
the fastest pace since 1984.  

  



Hakan Samuelsson shocked corporate Germany by resigning with 
immediate effect as chief executive of MAN, a truckmaker. Mr Samuelsson 
was viewed as an able manager, though he had clashed in the past with 
Ferdinand Piëch, the chairman of both MAN and Volkswagen, which holds a 
30% stake in MAN. The companies were rivals in an epic battle in 2006 for 
control of Scania, a Swedish rival. See article 

Koenigsegg, a tiny maker of high-performance cars based in Sweden, 
pulled out of an agreement to buy Saab from General Motors. The deal 
was announced in June, but Koenigsegg’s acquisition of Saab depended on 
a financing arrangement with the Swedish government which it was unable 
to secure. Meanwhile GM said it would keep its four factories in Germany 
open as it restructures its European operations.  

 
Red eyes all round 

Three airlines were fined $175,000 for holding travellers in the cabin overnight on a flight that was 
diverted to Rochester, Minnesota, in August because of bad weather. It is the first such penalty imposed 
for stranding passengers by the government. See article 
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KAL's cartoon 
Nov 26th 2009  
From The Economist print edition 

 
 

 
 
 

  

Illustration by KAL
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Barack Obama's foreign policy  
 
The quiet American 
Nov 26th 2009  
From The Economist print edition 

 
 
Is Barack Obama’s diplomacy subtle and strategic, or weak and naive? The world is about to 
find out 
 

 
AT LAST Barack Obama seems to be starting to make up his mind. After months of agonising, he is 
apparently close to announcing that he will after all send a decent number of American reinforcements to 
Afghanistan (see article). Meanwhile, having barely mentioned climate change since his inauguration, he 
has now told the world that he is going to the international summit in Copenhagen—and with a provisional 
promise that the world’s greatest polluter will cut emissions. 

Bold stuff. But both Afghanistan and Copenhagen can also be cited as evidence of a weakness that runs 
through his foreign policy. It looks to many as if he has dithered, not deliberated. On Afghanistan, far 
from being clever, his faint-hearted attempt to talk round Congress, manage his squabbling officials and 
twist the arm of Hamid Karzai, the vote-rigging Afghan president, has arguably accomplished little except 
hand the initiative to the enemy: his generals have an uphill struggle. On climate change, the rush to 
Copenhagen, with no bill in sight in Congress, has an air of desperation. 

This goes to the heart of the debate about Mr Obama’s diplomacy. Which will he be, clever or weak? Does 
this president have a strategy, backed if necessary by force, to reorder the world? Or is he merely a 
presidential version of Alden Pyle, Graham Greene’s idealistic, clever Quiet American who wants to change 
the world, but underestimates how bad the world is—and ends up causing harm? 

 
Short-sighters v long-gamers 

The doubters argue that, however decent and articulate, Mr Obama is gaining a reputation as someone 
who can be pushed around. This month, after the president pandered to China by refusing to meet the 
Dalai Lama, China pushed for more by banning questions at his Beijing press conference with Hu Jintao, 
its president. When Mr Obama demanded that Israel stop all work on its settlements in the occupied 
territories, Binyamin Netanyahu, its prime minister, defied him and still, staggeringly, won praise from 
Hillary Clinton. 

Each time, the doubters say, Mr Obama’s delicate overtures are met with ambiguity or contempt. Since he 
engaged Iran, it has continued to temporise and dissimulate over its nuclear programme. When Mr Obama 
abandoned a missile-defence system in Europe, he appeared to extract a pledge from Russia’s president, 
Dmitry Medvedev, that his country would support sanctions if Iran is recalcitrant—only for Vladimir Putin, 
the prime minister, repeatedly to say he sees no need. Although America has pledged $7.5 billion in aid to 
Pakistan over five years, the army seems reluctant to take on the Taliban who drift from northern Pakistan 
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into Afghanistan—indeed, the conditions riding on the grant were spun by the Pakistani security services 
into an American “insult” (see article). Yes, Mr Karzai eventually buckled in Kabul, but his readiness to 
thumb his nose at the world superpower was humiliating. 

The “clever” camp retort that diplomacy is not about instant gratification. Mr Obama has pulled off the 
urgent tasks of starting to withdraw troops from Iraq and resetting America’s dysfunctional relations with 
Russia. He has boosted the G20 as a new global forum. This week Israel announced a partial settlement 
freeze. With health-care reform under his belt, he will soon be able to turn to world affairs with his status 
enhanced. Besides, you could hardly accuse Mr Obama of timidity. In three speeches in Prague, Cairo and 
Accra, he set out a new foreign policy that rejects the Manichean view of his predecessor. He means to 
negotiate deep cuts in nuclear weapons, make peace between Arabs and Jews, engage Iran, heal the 
climate and establish America as the strongest and most upright pole of a multipolar world. Yes, this work 
lies ahead, but how much can you ask in a year of war and recession? 

It is a fair point, but as the months drag on, the “weak” case has been gaining the upper hand. Mr Obama 
has yet to show he has the staying power to take on a dangerous, stubborn and occasionally bad world. 
Even allowing for Israel’s shift this week, the president has hardly lived up to his promise to work for 
Middle East peace “with all the patience and dedication that the task requires”. With one big exception, he 
has not yet shown that he can back his oratory with a stick—and that was a tariff on Chinese tyres, a 
weak sop to America’s unions. 

Calm and conciliatory pragmatism is welcome after George Bush’s impetuous moral certitude, but it also 
carries risks. Critics on the American right are wrong to carp at Mr Obama’s bowing to kings and 
emperors. Simple courtesy will help restore America’s image, not diminish it. The trouble is that the 
president often seems kinder to America’s rivals than to its friends. His guest this week, Manmohan Singh, 
India’s prime minister, may well have moaned about Mr Obama’s kid-glove handling of China. Allies in 
eastern Europe, their soldiers dying in Afghanistan, resent being called mere “partners”, Mr Obama’s term 
for pretty much anyone (see article). The hapless Gordon Brown has got precious little thanks. 

And how exactly will Mr Obama’s quiet multilateral vision, in which each nation does its bit for the good of 
all, work in practice? He is right that American power is circumscribed. But the European Union is not fit to 
help him police the world (see article). China, India and Russia are not willing. 

 
“God save us always from the innocent and the good” 

That leaves Mr Obama with a burden to shoulder on his own. In the coming weeks he could prove the 
doubters wrong. He could lead the way towards a brave deal on the climate. He could press Iran to 
negotiate over its nuclear programme before his own end-of-year deadline—or secure Russian backing for 
sanctions. He could agree to cut nuclear arms with Russia. He could bully the Palestinians and Mr 
Netanyahu to agree to talk. And he could get Mr Karzai and Pakistan to show that they mean to make 
Afghanistan governable. Even part of that list would set up Mr Obama as a foreign-policy president. But if 
there is no progress, then Mr Obama will be cast as starry-eyed and weak. He himself recognised the 
danger of that in one of those golden speeches: “Rules must be binding. Violations must be punished. 
Words must mean something.” 
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Europe's motley leaders  
 
Behold, two mediocre mice 
Nov 26th 2009  
From The Economist print edition 

 
 
The European Union’s choices for its new top jobs reveal a pitiful lack of global ambition 
 

 
THE Roman poet Horace might have been summing up today’s European Union when he wrote that “the 
mountains will be in labour, and will give birth to a ridiculous mouse.” By choosing two virtual unknowns, 
with paltry political experience, as the first permanent president of the European Council and as the new 
EU foreign-policy supremo, Europe’s leaders have made their union look ridiculous. 

Both Belgium’s Herman Van Rompuy and Britain’s Catherine Ashton are decent in their way. Mr Van 
Rompuy has been a surprisingly effective Belgian prime minister, holding his fissiparous country together 
well enough for some to fret over his departure from domestic politics. Lady Ashton piloted the Lisbon 
treaty through the British House of Lords and has handled the European Commission’s trade portfolio 
without falling out with her colleagues (unlike some predecessors), even if she has no foreign-policy 
background and has never been elected to anything. Both are suited to the endless rounds of consensus-
building that the EU loves and lives by.  

That alone is enough for some Europhiles to welcome these appointments. Yet they miss two points. The 
first is that the Van Rompuy-Ashton team was manifestly nobody’s dream ticket. Mr Van Rompuy emerged 
only because weightier and better-known candidates, including Britain’s Tony Blair, fell foul of the 
objections of one leader or another. Lady Ashton was the third or even fourth choice of Gordon Brown 
when Britain was offered the post. Picking people for their inoffensiveness, inexperience (both have been 
in their jobs for only a year), party affiliation, nationality or sex—everything, in fact, except their 
abilities—is unlikely to lead to the best candidates. 

The second mistake is to overlook the aims of the Lisbon treaty. Laboriously pushed through after six 
years (and three rejections by referendum), it seeks to give the EU a political role in the world to match 
its economic weight. The permanent council president replaces the present confusing system that appoints 
a new president from among EU members every six months. The new high representative for foreign 
policy will have a portfolio (and budget) in the European Commission as well as a large “diplomatic” 
service. The idea is that the EU should become both more powerful and more accessible for America, 
China, India and elsewhere. 

But it is hard to see the political leaders of America, China and India, or even their foreign ministers, ever 
taking Mr Van Rompuy and Lady Ashton entirely seriously. Instead they will talk, as now, to their 
counterparts in big countries like Germany, France and Britain. That will largely vitiate any notion of the 
EU at last speaking with one voice, or of answering the famously mythical Kissinger question about whom 
to call when an outsider wants to talk to Europe. 
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Now every inoffensive Belgian can dream of something 

It is just as hard to believe that Germany’s Angela Merkel and France’s Nicolas Sarkozy wanted such an 
outcome when they first resurrected the Lisbon treaty from the bones of the EU constitution. They 
accepted it now mainly to preserve their own grip on the EU. Many Eurosceptics argue similarly, because 
they prefer nation-states to Brussels. Yet in truth a weak council president and foreign-policy boss will 
boost the more federalist actors on the EU stage: the European Commission and its president, José 
Manuel Barroso, and especially the European Parliament. Indeed, the biggest winners in this, as from the 
Lisbon treaty itself, are the European Parliament and its pan-European parties—despite their feeble 
democratic mandate (see article). It is enough to make you wonder, yet again, if the treaty was worth 
ratifying at all. 
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Deflation in Japan  
 
The curse of defeatism 
Nov 26th 2009  
From The Economist print edition 

 
 
Anybody who thinks deflation is no longer a threat should look at Japan and its flailing 
authorities 

JUDGING by the shrill comments from Wall Street, Japan’s biggest problem 
is its huge public-sector debt, which has grown to nearly twice the size of 
the country’s GDP. But it isn’t (see article). Far more pressing is deflation. 

On November 20th the new government of Yukio Hatoyama acknowledged 
what has been obvious for months: that prices are falling again after a 
three-year hiatus. This is worrying not just for Japan; countries such as 
America and Britain have more similarities with Japan than is commonly 
acknowledged (see article). Sadly neither the Hatoyama administration nor 
the central bank has shown any intention of tackling the latest incarnation of the deflationary curse. 

That is a grave miscalculation. Prices in Japan may not yet be in a downward spiral, but deflation is 
entrenched: even the Bank of Japan (BoJ) acknowledges that prices may fall for at least another two 
years. The more they do so, the bigger the burden of Japan’s debt becomes, and the more households 
and firms are likely to retrench. As it is, high real interest rates act as a powerful brake on Japan’s 
incipient recovery. 

Japan may have muddled through such scares before, most recently after a five-year splurge of liquidity 
unleashed by the BoJ between 2001-06. There may be some complacency that because deflation did not 
spiral downwards then, it will not do so this time. But a few years ago the world economy was strong and 
Japan could export its way back to health. This time around, global conditions are weaker and the yen is 
one of the world’s strongest currencies. It is a credit to Japan’s exporters that they are doing well despite 
such conditions. Largely thanks to them, Japan’s economy jumped forward in the third quarter, though 
there are already signs that the pace of recovery may be slowing. But to nail deflation once and for all, 
bolder steps by monetary and fiscal authorities are needed.  

The BoJ can start by being more assertive. It is almost as if it is so exasperated by the flaky achievements 
of its previous anti-deflationary efforts that it would rather sit back and wait for a recovery. But that is a 
defeatist attitude. If nothing else, it should publicly revive discussion of alternative plans to reflate the 
economy. That could include increasing government-bond purchases, or setting itself a monetary target 
not just based on a positive inflation rate, but on robust growth of nominal GDP. If the recovery falters, 
the BoJ could go further, exploring the use of negative interest rates on bank balances, which would 
encourage banks to lend money rather than hoarding it at the central bank. Such extraordinary measures 
would almost inevitably lead to a weaker yen, which would irritate Japan’s trading partners. But Japan 
cannot get out of the deflationary mess if the yen keeps strengthening. 

Mr Hatoyama’s administration, meanwhile, should stop pestering the BoJ about deflation and face up to its 
own responsibilities. In the short run that includes keeping fiscal-easing measures in place, at least until 
there is less deflationary slack in the economy. (So far the government has prevaricated about the need 
for continued fiscal stimulus.) In the longer term, it should strive to raise Japan’s trend rate of growth, 
which many reckon has fallen to about 1% a year from 1.5-2% previously, as the population shrinks. 

That means boosting productivity through labour-market reform, immigration policies and free trade, none 
of which the ruling Democratic Party of Japan has been keen on so far. Its goal of prompting growth in the 
underachieving domestic side of Japan’s economy is a fine one, and certainly there is room for huge 
productivity improvements in some areas, particularly agriculture. But that should not come at the cost of 
harming exporters, which the DPJ has myopically threatened to constrain through union-friendly wage 
controls. 

 

  



Big bang-bang 

In short, Japan needs a double-barrelled big bang to jolt its economy back to life. If that threatens to 
spook investors, the authorities should have up their sleeve a credible long-term plan to restore order to 
public finances—but one which should be put in place only when growth is on a firmer footing and 
deflation has been truly licked. If the consequence of all this additional stimulus is a weaker yen, so be it. 
It will be a small price to pay if the eventual result is more openness and buoyancy in one of the world’s 
largest economies.  
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The future of entertainment  
 
Middle-class struggle 
Nov 26th 2009  
From The Economist print edition 

 
 
More than ever, media is diverging into blockbusters and niches—with everything else 
struggling 
 

 
JOE SWANBERG makes films about the romantic lives of young urbanites. He shoots quickly with a digital 
camera and asks actors to wear their own clothes. His films, which tend to cost between $30,000 and 
$50,000 to make, are almost never shown in cinemas. Instead they are available on pay-television as 
video-on-demand, as downloads from iTunes (Apple’s digital store) or as DVDs. By keeping his costs down 
and distributing digitally, Mr Swanberg is making a living.  

Technology was expected to help young artists like Mr Swanberg. In 2006 Chris Anderson, the author of 
“The Long Tail”, predicted that the internet would vastly increase the supply of niche media products and 
bring audiences to them. That has certainly happened. But so has the opposite. In film, music, television 
and books, blockbusters are tightening their grip on audiences and advertisers (see article). The growth of 
obscure products has come at the expense of things that are merely quite popular. The loser in a world of 
almost limitless entertainment choice is not the hit, but the near-miss.  

There are several reasons for this. Some are as old as Charles Dickens (or perhaps even Homer). People 
still want to have something to talk about with their friends. Thus “American Idol” and “The X-Factor” do 
pretty much as well as TV hits did ten years ago, “New Moon” has just set a new record at the box office 
and bestselling books sell better than ever. Research shows that people enjoy hits more than they do 
obscure stuff, often because they are the only thing that many people try in that genre: lucky Dan Brown 
and Katie Price.  

But some things are new. All that technology that has made niche content so much more accessible has 
also proved handy for pushing blockbusters. Missed “Twilight”, the predecessor of “New Moon”? There will 
be other chances to catch it, in a wide variety of formats. Technology helps hits zip around the world, 
too—even in the art market (see our special report). 

Blockbusters are doing well not in spite of the fact that people have more choice in entertainment, but 
because of it. Imagine walking into a music shop containing 4m songs (the number available on We7, a 
free music-streaming service in Britain) or more than 10m (the choice on iTunes), all of them arranged 
alphabetically in plain boxes. The choice would be overwhelming. It is far easier to grab the thing 
everybody is talking about or that you heard on the radio that morning. 

 
The paradox of choice

  



Is this increasing polarisation into blockbusters and niches good or bad? It certainly makes life harder for 
media companies. In a world of growing entertainment options it is more important than ever to make a 
splash. Miss the top of the chart, even by a little, and your product ends up fighting for attention along 
with thousands—perhaps millions—of other offerings. That prospect makes for jitters and, sometimes, 
conservatism. Broadcast television programmes must succeed quickly or they will be cancelled. It is 
becoming even harder to talk studio bosses into approving some kinds of film. Want to make a 
complicated political drama, based on an original screenplay, with expensive actors in exotic locations? 
Good luck with that.  

Yet the challenge for the moguls is a boon to consumers. In the past firms made a lot of money supplying 
content that was not too objectionable to people who did not have much of a choice. In a world of hugely 
expanded options they cannot get away with this. These days there is rarely nothing good on television. 
So media companies must raise their game. 

Creative types who are accustomed to lavishing money on moderately appealing projects will have to do 
more with less. Or they must learn how to move between big-budget blockbusters and niche, small-
budget fare, observing the different genre and budget constraints that apply in these worlds. A few 
forward-looking folk, such as Steven Soderbergh, a film-maker, are already doing this. Some will find 
shelter. Premium television channels such as HBO, which are built on passion more than popularity, offer 
some protection from chill market winds. So do state broadcasters like the BBC.  

Thinking people naturally deplore the rise of lowest-common-denominator blockbusters, and wish that 
more money were available to produce the kind of music, films and television programmes they like. The 
problem is that everybody has different ideas about exactly what they want to see. Some may thrill to a 
documentary about Leica cameras; others may want to spend an hour being told how to cook a better 
bouillabaisse. But not many want to do either of these things, which explains why such programmes are 
niche products. There are only a few things that can be guaranteed to delight large numbers of people. 
They are known as blockbusters.  
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Climate change  
 
A heated debate 
Nov 26th 2009  
From The Economist print edition 

 
 
Why political orthodoxy must not silence scientific argument 
 

 
“WHAT is truth?” That was Pontius Pilate’s answer to Jesus’s assertion that “Everyone that is of the truth 
heareth my voice.” It sounds suspiciously like the modern argument over climate change.  

A majority of the world’s climate scientists have convinced themselves, and also a lot of laymen, some of 
whom have political power, that the Earth’s climate is changing; that the change, from humanity’s point of 
view, is for the worse; and that the cause is human activity, in the form of excessive emissions of 
greenhouse gases such as carbon dioxide. A minority, though, are sceptical. Some think that recent, well-
grounded data suggesting the Earth’s average temperature is rising are explained by natural variations in 
solar radiation, and that this trend may be coming to an end. Others argue that longer-term evidence that 
modern temperatures are higher than they have been for hundreds or thousands of years is actually too 
flaky to be meaningful. 

Such disagreements are commonplace in science. They are eventually settled by the collection of more 
data and the invention of more refined (or entirely new) theories. Arguments may persist for decades; 
academics may—and often do—sling insults at each other; but it does not matter a great deal because the 
stakes are normally rather low. 

The stakes in the global-warming debate, however, could scarcely be higher. Scientific evidence that 
climate change is under way, is man-made, and is likely to continue happening forms the foundation for 
an edifice of policy which is intended to transform the world’s carbon-intensive economy into one which no 
longer spews greenhouse gases into the atmosphere. A lot of money, and many reputations—both 
academic and political—are involved. 

Sceptics claim that this burden of responsibility is crushing the spirit of scientific inquiry. Scientists, they 
maintain, are under pressure to bolster the majority view. The recent publication of embarrassing e-mails 
from the University of East Anglia, an important centre of climate science (see article), revealing doubts 
about data and a determination not to air such concerns publicly, has strengthened these suspicions. 

There is no doubt that politics and science make uncomfortable bedfellows. Politicians sell certainty. 
Science lives off doubt. The creation of the Intergovernmental Panel on Climate Change to establish a 
consensus on the science was an excellent idea for policymakers, who needed a strong scientific 
foundation for their deliberations, but it sits uncomfortably with a discipline that advances by disproving 
accepted theories and overturning orthodoxies. 

 

  

Illustration by Claudio Munoz



The danger of dissent 

Some would argue that, in matters of great public import, scientific dissent should be silenced. It can, it is 
true, do harm. When AIDS first reared its ugly head, no one knew what caused it. Gradually, the virus 
responsible was isolated, identified and then attacked successfully with drugs designed specifically to 
inhibit its reproduction. A few scientists, though, refused to accept the evidence, and some politicians used 
their arguments to justify inaction. Since one of those politicians was Thabo Mbeki, then president of 
South Africa, hundreds of thousands who might have been saved by an anti-AIDS policy grounded in 
scientific reality died as a result of his policies. 

Yet the damage in that case was done by the politicians. A leader who is determined to pursue a wrong-
headed course will always find some scientist to support him. A world in which that were not true would 
be one in which a dangerously narrow consensus had taken hold. 

This newspaper believes that global warming is a serious threat, and that the world needs to take steps to 
try to avert it. That is the job of the politicians. But we do not believe that climate change is a certainty. 
There are no certainties in science. Prevailing theories must be constantly tested against evidence, and 
refined, and more evidence collected, and the theories tested again. That is the job of the scientists. When 
they stop questioning orthodoxy, mankind will have given up the search for truth. The sceptics should not 
be silenced. 
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On Iraq, Afghanistan, the Conservatives and Europe, gift certificates, 
Israel, drugs, economics, conjunctions 
Nov 26th 2009  
From The Economist print edition 

 
 
 
General Raymond Odierno  

SIR – You published a story on Iraq and its neighbours (“A regional cockpit”, November 21st). This story 
is based on a factual error, compounded by false assumptions and a mischaracterisation of circumstances 
that I must set straight. Neither I, nor the United States ambassador to Iraq, Chris Hill, have ever met 
with General Qassem Suleimani of the Iranian Quds Force. Although the author acknowledged that 
“General Odierno and Mr Hill…deny the event”, he still wrote a misleading story based on rumour.  

Despite our repeated efforts to provide the author accurate information that no such meeting with the 
Iranian official ever occurred, your organisation chose to publish the article containing factual errors. This 
is a difficult and complex environment where information must be scrutinised to prevent manipulation of 
the media by groups or individuals with their own agendas. In fact, I believe the author is potentially 
being manipulated by others and such false reporting may have the potential to negatively impact long-
term security and stability and significantly increase the risk to progress.  

I appreciate The Economist’s focus on the intricacies of Middle East diplomacy affecting Iraq’s stability and 
regional integration. As a well-respected source of news and analysis, I believe you owe your readers a 
commitment to responsible journalism. 

General Raymond Odierno 
Commanding general 
Multi-National Force 
Baghdad  

Editor's note: see our response in the Middle East and Africa section 

 
Serving in Afghanistan  

SIR – Your report on the killings at Fort Hood ended with an erroneous statement that “thousands of 
soldiers are in Afghanistan and Iraq against their will” (“After the rampage”, November 14th). America’s 
armed forces are composed of volunteers. Soldiers join knowing there is a strong likelihood they will be 
deployed to Afghanistan and Iraq. Many have been deployed several times.  

Your statement indicates that you cannot grasp why someone would pursue a profession where conditions 
are often hostile and austere. Soldiers serve for many reasons, including the opportunity to perform a job 
that they enjoy and the desire to defend our nation from another September 11th-type incident. If you 
ask enough soldiers, you may well find one or two who would tell you they do not want to be here. Their 
reason would most likely be something other than a fundamental objection to serving in Afghanistan or 
Iraq.  

To suggest that of the roughly 200,000 military personnel currently serving in Afghanistan and Iraq, 
thousands are doing so against their will is no more true than to propose that the pages of your superb 
newspaper are filled with groundless statements like this one.  

Colonel Michael Mann 
Kandahar, Afghanistan  

 
Looking beyond Europe  

  



SIR – Bagehot was wrong about the Conservative Party, the Lisbon treaty and the future shape of Europe 
(November 7th). I can forgive, or pass by with a sigh, Bagehot’s assumption that the treaty will be good 
for Europe, but I feel less kind about some of his misinterpretations. He asserted that regaining control of 
social policy will be difficult, yet every forward thinker knows that social policy needs to be closer to the 
people it affects. He also maintained that we have procured opt-outs of a sort for the Charter of 
Fundamental Rights. That is what Tony Blair said and it is not true. Moreover, Bagehot claimed that 
further Lisbon-type treaties are unlikely “for at least a decade”. Really? The Lisbon texts leave a string of 
unanswered questions, are already seven years old and are hopelessly dated in a completely transformed 
international landscape. Using the treaty’s self-expanding powers will not meet new needs. 

Bagehot’s basic error is to assume that the Tory debate is about the narrow issue of Britain’s bilateral 
relations with Brussels. It is not. We are working towards an overdue change in the European Union’s 
direction and a big shift in Britain’s international stance, reflecting the fact that most of the substantial 
international issues, such as controlling carbon emissions, are going to be decided beyond Europe’s 
borders. What kind of Europe will best fit with this new globalised network? There will be many things we 
will want to do with our EU neighbours, but many more we will need to do with others.  

The struggle, therefore, is not between David Cameron and his party. It is between the coming realities of 
a network world—with Asia in the ascendant—and the inward-looking, bloc-iste, over-intervening 
mentality of the European integrationist Bourbons. 

David Howell 
House of Lords 
London 

* SIR – Mr Cameron is to be applauded for abandoning his previous “cast-iron guarantee” to hold a 
referendum on the Lisbon treaty. He has however jumped from the frying pan into the fire with his 
espousal of a “sovereignty law”, to be implemented within the next Parliament if the Conservatives are 
elected. Although the original treaties were silent on the issue, the supremacy of EU law over domestic 
law has been a pillar of the European Court of Justice’s jurisprudence since at least Costa v ENEL in 1964. 
The practice now is that national constitutional courts accept the ECJ’s rulings. 

In Britain, which has a doctrine of the sovereignty of Parliament, the issue was definitively decided by the 
House of Lords in the Factortame cases at the beginning of the 1990s. A sovereignty law would not in 
itself provoke a crisis, but it is highly likely to, once a case of sufficient import reaches Britain’s new 
Supreme Court. 

The court would either have to uphold the new law, thereby provoking a row with the ECJ and Europe, or 
would uphold the traditional ECJ line, thereby provoking a row with Parliament. The one good thing is that 
this might happen some time in the future; there were more than 15 years between Britain’s accession in 
1973 and the first Factortame case. 

Mr Cameron may currently hold the moral high ground on the referendum point, but as soon as the 
sovereignty law is tested in the courts, this will evaporate. His calculation seems to be that if and when 
that happens, he will have long since retired. 

Robert Satchwell 
Haarby, Denmark  

 
Present spending  

SIR – You stated that department store gift certificates “are profitable because retailers receive money for 
them up front, and around 10% of them are never redeemed” (“The gift that gives back”, November 7th). 
Although this is true, the retailer’s windfall is not so pure. Roughly half of America’s states require 
merchants to turn over the value of expired gift certificates to the state treasury, as “abandoned 
property”. The merchant not only loses the money, but incurs large costs tracking down the owners and 
complying with the varying reporting requirements of many states.  

The number of jurisdictions asserting claims to abandoned gift cards has risen in recent years. With states 
struggling with funding issues, they compete with each other for unused gift certificates. In general, the 
state in which the owner resides has the primary claim, but the state of the merchant’s incorporation and 
the state in which the purchase took place also have potential claims. Tracking the balance of millions of 



dormant cards is an accounting nightmare. 

Avi Lev 
Attorney at law 
Davis, Malm & D’Agostine 
Boston 

 
Israel’s future? 

* SIR – You are in denial regarding Israel, Palestine and America (“Don’t give up”, November 14th). The 
colonisation of the West Bank with Israeli settlements has put paid to a viable two-state solution. There is 
also the little matter of an equitable distribution of water resources. The only options are an apartheid 
Greater Israel or, as in the case of present-day South Africa, a common state with common citizenship for 
all Israelis and Palestinians. A passive West ensures the former outcome. The latter outcome requires a 
proactive Western political class, one able to bite its lips while facilitating Mahmoud Ahmadinejad’s dream 
of wiping Israel off the map. 

You also refused to recognise that it is in the interests of the West to achieve a nuclear-free Middle East as 
called for by the UN General Assembly. Iran needs to be told that if it forgoes its rights as a signatory of 
the existing international non-proliferation treaty in a fully verifiable form, the Security Council will ensure 
that Israel becomes a signatory and surrenders its nuclear weapons. There is a precedent, of sorts, in that 
post-apartheid South Africa gave up its few, admittedly crude, atomic devices. 

Yugo Kovach 
Winterborne Houghton, Dorset  

 
The damage done  

SIR – Simply decriminalising drugs will not work (“Virtually legal”, November 14th). Drug-pushers do not 
give free joints to juveniles because they think the world would be a happier place if everyone was 
stoned; they do it to ensure their future market. Prostitutes do not take drugs to make prostitution 
bearable; they prostitute themselves to pay for their drugs. 

Decriminalisation would still leave an industry making huge profits and waging turf-wars. We should make 
drug-dealing a profitless enterprise by undercutting the dealers. Give addicts as many drugs as they want, 
free of charge, but to be consumed on state-controlled premises. The drug trade would dry up overnight. 
Dealers deal for profit and, if their pitiful customers desert them in favour of state-produced, quality 
drugs, those profits will disappear. 

Lawrie O’Connor 
Ossett, West Yorkshire 

 
A new economic theory 

* SIR – So those who argue against an economic stimulus have raised “the doctrine of Ricardian 
equivalence” (Buttonwood, November 7th). Governments around the world are borrowing from the future 
and debasing their money as they attempt to thwart the business cycle. Given that this strategy requires 
a rather myopic population of taxpayers and investors, perhaps the more appropriate description for the 
trade-off between fiscal and monetary tools would be “Retardian equivalence.” 

David Zetland 
Berkeley, California  

 
But, but, but… 

SIR – And I thought that The Economist followed its own “Style Guide”. But Lexington set a new record for 
the number of sentences starting with conjunctions (November 7th). But only 12. And I suppose some 
people appreciate such puerile prose. But not I.



Marc Riese 
Berne, Switzerland 

 
 

* Letter appears online only 
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Pakistan's crises  
 
Front line against the Taliban 
Nov 26th 2009 | ADEZAI AND ISLAMABAD  
From The Economist print edition 

 
 
Fighting this hydra-headed enemy is only the most obvious of the many deep problems 
afflicting Pakistan 
 

 
ABDUL MALIK’S anti-aircraft gun, stationed on the flat roof of his house in Pakistan’s North-West Frontier 
Province (NWFP), still points towards the Taliban. Just 20km (12 miles) south of Peshawar, NWFP’s 
teeming capital, the militants have launched many attacks on Mr Malik’s village of Adezai in recent 
months—including a suicide blast on November 8th that killed him and 12 others. 

Mr Malik, who was the village mayor, had raised a militia against them. In the absence of effective police, 
this force, of 150 well-armed locals, patrols daily at the dead man’s expense. “We are on the front-line,” 
said a thickset nephew of Mr Malik, Israr Khan, with a Kalashnikov sub-machinegun on his shoulder. “We 
are a wall and if this wall falls, the Taliban will take just two days to reach Peshawar.” That is plausible. 
Adjoining Adezai is Darra Adam Khel, a Taliban-held, arms-making town, and beyond that Orakzai, a 
semi-autonomous tribal agency, where the leaders of the Pakistani Taliban are now said to be. 

Yet the Pakistani Taliban, a conglomeration of tribally based jihadist groups that control much of the lofty 
frontier region, has also suffered in recent weeks. In what may be the biggest victory of a seven-year-
long, and mostly dismal, army campaign, 30,000 troops have advanced into most of the militants’ main 
stronghold, in neighbouring South Waziristan, from whence their leaders fled. It seems to be an 
impressive effort. For the second time this year—after the Pakistani Taliban’s inaugural thumping in May, 
in NWFP’s Malakand region—the army’s well-drilled infantrymen and attack helicopters, fighting in rugged 
and never-pacified terrain, have sent the militants packing. 

Their prizes include Kotkai, the home town of the Taliban’s overall commander, Hakimullah Mehsud. The 
army also claims to have dismantled much terrorism infrastructure, including suicide-bomber training-
camps that have supplied personnel for over 200 suicide-blasts in Pakistan in the past two years. A recent 
surge in terrorism, in retaliation for the offensive, underlines what a blessing this would be. 

The killing has included suicide-blasts and commando-style attacks across NWFP and Punjab—in 
Peshawar, Lahore, Islamabad, the national capital, and in the nearby garrison city of Rawalpindi. Last 
month, on the eve of the army’s attack in South Waziristan, ten Taliban and Punjabi jihadists, led by a 
former army medical orderly, raided the army’s headquarters in Rawalpindi—the secular sanctum of a 
country ruled by generals for half its history. A score were killed, including nine militants and, for a 
valuable scalp, a passing army brigadier. Another brigadier was murdered outside his house in Islamabad; 
a third narrowly escaped the same fate. Worse, the terrorists have launched attacks on bazaars and 

  

Getty Images



queuing civilians, aiming to kill as many as possible—over 100 perished in a blast in Peshawar in October. 

More than 270 have been killed by bomb blasts in the city of 3m since early last month. The provincial 
headquarters of the army’s powerful Inter-Services Intelligence agency (ISI) was another target. This 
carnage is despite recent progress in policing Peshawar—after dark days early this year, when the city’s 
wealthy inhabitants fled as Taliban kidnappers moved in. In the past three months Peshawar’s police claim 
to have defused 17 car bombs and apprehended 24 would-be suicide-bombers. Over the same period the 
number of police checkposts has been doubled. “Our efficiency is 200%,” says Niaz Ali Shah, an optimistic 
special adviser to NWFP’s chief minister. Yet the provincial government, he concedes, is pitifully under-
resourced. To beef up police, it has been forced to cut spending on schools and hospitals. And it can do 
little to protect the inhabitants of outlying places such as Adezai, except urge them to save themselves. 
“In our culture there is a gun in every household,” Mr Shah explains, not reassuringly. 

In similar fashion, the army’s recent progress has underlined the scale of its task. For the loss of 70 
soldiers, it claims to have killed 600 militants, mostly local Pushtuns—of South Waziristan’s radicalised 
Mehsud tribe—and Uzbek jihadists, who had found shelter among them. That is a heavy toll. But it is 
much less than the 10,000-15,000 militants the army had estimated to be in the Mehsud fief. After stiff 
resistance at first, the jihadists seem to have fled in reasonable order. None of their leaders, including 
Hakimullah Mehsud, or Qari Hussain, an expert indoctrinator of suicide-bombers, has been captured or 
killed. As the army battles on, it is unclear where the militants are, how damaged they are and to what 
extent it will pursue them. If indeed they are in Orakzai, a pursuit may already have started—with a wave 
of aerial bombing reported there this week. But if, as some speculate, the Taliban have fled to North 
Waziristan, a neighbouring Taliban haven, it may be reluctant to follow. The militias there are at peace 
with the army, though at war with America and its NATO allies in Afghanistan. 

 
Zardari’s boast 

Uncertainty over the army’s progress, as well as the remoteness of South Waziristan and, above all, the 
ferocity of the terrorism, may have dimmed Pakistanis’ support for the anti-Taliban campaign. This 
support is a recent phenomenon, largely inspired by the Taliban’s encroachment across Malakand. It is 
also the proudest boast of President Asif Zardari, whose government, a coalition led by his Pakistan 
People’s Party (PPP), came to power last year after almost a decade of army rule. Mr Zardari rules 
Pakistan, in effect, through his leadership of the PPP, which he inherited from his wife Benazir Bhutto—a 
former prime minister murdered in 2007—and through the powers his predecessor, Pervez Musharraf, 
gathered to his office. He has often attributed Pakistanis’ fledgling enthusiasm for battling militancy to the 
legitimacy his civilian government has given to the struggle. The army, to give the unpopular Mr Zardari 
his due, seems to agree with this. 

In power, Pakistan’s generals felt too exposed to public criticism to pursue the campaign vigorously. Many 
officers and men also felt sympathy for the Taliban, even as over 1,500 were killed by them. In fact, some 
still do: on a battlefield in Malakand, an army colonel described to your correspondent the flush of Muslim 
martyrdom he had seen on the dead faces of soldiers and militants alike. (A white mist, hovering over 
their stiffening bodies, was another sign.)  

General Ashfaq Kayani, the army chief and instigator of its recent 
offensive, seems seriously committed to crushing the Pakistani 
Taliban. At the same time, alas, he has shown no interest in 
pursuing those other Taliban who use Pakistan as a rear-base for 
the insurgency in Afghanistan—and who allegedly include that 
country’s deposed rulers, even Mullah Omar himself. 

It has been thus since 2001, when America’s invasion of 
Afghanistan sent thousands of Afghan Taliban, and their al-Qaeda 
guests, flooding into Pakistan. In return for American support, and 
the legitimacy it conferred on Mr Musharraf abroad, Pakistan 
grabbed scores of al-Qaeda members. But it ignored (or, if you 
believe Afghan officials, including President Hamid Karzai, re-
armed) the Taliban, its former ally, through whom it had sought to 
hold Afghanistan against Indian influence. (The Indians had 
supported the Taliban’s Tajik enemies.) Indisputably, however, 
these fugitive Taliban used Pakistan from 2003 as a base for an 
insurgency so successful that it now affects 40% of Afghanistan’s 
districts. The Pakistanis could no longer turn it off if they tried.  



Barack Obama’s administration recognises this—unlike many 
Afghans and Westerners in Kabul, who have grown used to 
deflecting blame onto Pakistan for their own failures. Yet Mr 
Obama has also increased American pressure on Pakistan to fight 
the Taliban of all kinds. As an inducement—and a measure of 
heightened American concern for Pakistan—he has also helped 
bring a big increase in aid to the country, including $7.5 billion of 
non-military aid over five years, approved by Congress last month. 
Meanwhile, an almost unbroken stream of senior American visitors 
to Islamabad, recently including Hillary Clinton, the secretary of 
state, and Richard Holbrooke, America’s regional envoy, exhort the 
Pakistanis to “do more” against the militants. 

Fat chance of that—at least as far as the Afghan lot are concerned. 
Underpinning the army’s reluctance to go after the Afghan Taliban, 
whose leaders are said to reside in Pakistan’s city of Quetta, has 
been its belief that America and NATO will fail in Afghanistan. 
Recent events there and in Washington make it more certain of 
this than ever. Early this year, after Mr Obama had approved the 
dispatch of 21,000 extra American troops to Afghanistan, a senior 
ISI officer said he had revised upwards his estimate of how long 
NATO would be there to around 15 years. After so much mayhem, including heavy NATO casualties and 
Mr Karzai’s fraudulent re-election in August, this figure has no doubt been re-revised. Pakistani security 
officials in Islamabad, well-versed in Mr Obama’s dithering over troop levels and the wavering of his 
European allies, think the alliance could quit Afghanistan in a year or two. The army must feel vindicated. 

In a sense, it must also be pleased. For both Pakistan and India, Afghanistan remains partly a zero-sum 
game. The failure of Mr Karzai’s Western- and Indian-backed regime, Pakistan’s generals consider, would 
therefore be one in the eye for their oldest and still-mortal rival. That calculation has been hardened by a 
deterioration in relations between the two countries since an assault by Pakistani terrorists on Mumbai a 
year ago this week. India responded by freezing a promising peace process, and says it will not restore 
this until Pakistan brings the attack’s masterminds to justice. Pakistan’s answer—on November 25th it 
charged seven alleged planners of the Mumbai attack with terrorism offences—looks inadequate. 

 
Demands on America 

But prolonged violence in Afghanistan would also have worrying consequences for Pakistan: for example, 
more Islamist blowback from its radicalised frontier. Or, worse, an American retreat from the region could 
mean an end to lavish American aid—an experience Pakistan endured in the 1990s, after the conclusion of 
the anti-Soviet jihad in Afghanistan. Partly to prevent this, perhaps, Pakistan is urging America to accept 
what it sincerely believes: that NATO’s strategy in Afghanistan, even if reinforced by the 40,000 extra 
troops requested of Mr Obama, will fail. Instead, Pakistani generals and diplomats argue with increasing 
confidence, America must seek a high-level political settlement with its Taliban enemies. And Pakistan 
wants a hand in this, thereby reasserting its influence over Afghanistan’s affairs, to India’s cost. According 
to a senior Pakistani official in Islamabad, some steps have already been taken. “We’ve already been 
talking to the Taliban,” he said. “If the US helps the process, some arrangements can be worked out for 
political reconciliation.” 

America also wants to reconcile with the Taliban, but at a lower level. Unlike some of its European allies, it 
considers their top-level leaders beyond the pale. On November 23rd Mrs Clinton said she welcomed 
reports that Mr Karzai’s government was planning its own peace process with the militants, but she 
warned: “Obviously we are going to ask questions about how it proceeds... We have urged caution.” And 
no one in NATO seems to want the Pakistanis to play a lead role in any such negotiations. On the 
contrary, influential American pundits advocate inviting India to play a bigger role in Afghanistan. 

Totting up these slights, and America’s unremitting refrain of “do more”, the army feels insulted. It 
considers the entrapped superpower in no position to issue lectures on dealing with the Taliban—or 
anything else. Last month its top brass decried the conditions Congress had written, in a hectoring tone, 
into its new aid bill: a demand, for example, for civilian control over senior army appointments. This 
encouraged the media and opposition parties to launch a raucous campaign against the bill. In a quieter 
tone, on November 23rd General Kayani reiterated his demand that America “give Pakistan and its 
interests a consideration and consult us when they design a new Afghan policy.” 



 
Such bullishness is popular. Indeed, Pakistan’s free media is preaching an anti-Americanism just as 
virulent as that officially espoused in neighbouring Iran. Western journalists, once exempt from this 
onslaught, are no longer safe. The Wall Street Journal’s Pakistan correspondent, Matthew Rosenberg, was 
last month reported by an English-language rag to have been spying for America and Israel.  

In Peshawar’s stricken bazaars, many blamed the recent blasts on foreign spies—American, Russian, 
Indian or Israeli. Others said the army was behind them. Still more reckoned the central government was 
blowing people up in their city. In Peshawar’s high-court building, where stray cats are still finding morsels 
of human flesh scattered by a suicide blast that killed 19 last week, a court clerk said: “People think the 
Taliban is not capable of this. They think it’s the government’s handiwork, just so it can get foreign 
dollars. People’s anger is at the government.” 

 
The coming horde 

Such is Pakistanis’ faith in their elected rulers. Indeed, a survey of young adults for the British Council, 
released on November 21st, suggests Pakistanis are increasingly giving up on their flailing state. Only 
15% said the country was heading the right way. A mere third thought democracy the best way to 
manage it—the same proportion as advocated sharia law. Half the respondents were not registered to 
vote. Asked to appraise the country’s institutions, 60% said they trusted the army, and half religious 
authorities. Only 10% claimed to have much confidence in the government, national or local, or in the 
courts or police. 

You can see their point. Only a fifth of respondents had a full-time job. A quarter of them were illiterate—
as many of their children will be, with 40% of Pakistani children out of school. And with half its 170m 
people under 20, Pakistan has a lot of children, and many more coming. Its population, already straining 
the available fertile land and water, is predicted to increase by 85m within two decades. 

The country’s leaders seem unconcerned by this coming horde, jobless and angry. The army is 
preoccupied with its game of soldiers with India, distractions in the north-west excepted. And the 
politicians, back in power after a long exile, are predictably at each other’s throats, especially Mr Zardari’s.

After falling out with one of his main coalition allies, the Muttahida Qaumi Movement (MQM), a gangsterish 
ruler of vast Karachi in the south, Mr Zardari has been unable to muster a parliamentary majority to 
rubber-stamp a 2007 amnesty, known as the National Reconciliaton Ordinance (NRO), which was granted 
to thousands of politicians and civil servants by Mr Musharraf as part of an attempted power-sharing 
agreement with Ms Bhutto. On November 28th, therefore, by order of the Supreme Court, the amnesty 
will lapse, leaving some of Mr Zardari’s closest allies vulnerable to renewed corruption charges. The 
president, relieved of many corruption cases under the NRO, may also be vulnerable. His office gives him 
immunity from prosecution. Yet if the anti-Zardari judges were to rule that he was ineligible to hold it, this 
might not apply. 

Mr Zardari, who is closely linked to the gross corruption of his dead wife’s former governments, was 
always heading for trouble. He is one of the country’s most discredited politicians; that he should have 
spearheaded the restoration of Pakistani democracy is an irony lost on none of the millions who question 
its value. And he has since further blackened his name and united his opponents—including the judges 
and the main opposition leader, Nawaz Sharif, a popular two-time prime minister—through a series of 
hapless plots. Many Pakistanis are now predicting his demise, by some means or other—due process being 
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always an open question in Pakistan, where there is much constitutional scar tissue left by on-off army 
rule. 

In the short term, that might not be too destabilising. Many Pakistanis would be pleased. And the PPP-led 
government—officially headed by the prime minister, Yusuf Raza Gilani—could theoretically survive. But it 
would be bad for Pakistan, on two counts. First, because Mr Zardari, despite his bad press, has some 
admirable ambitions: above all, to make peace with India and cut the army down to size. That this has 
aroused the army’s ire, a factor in his travails, is to his credit. Also in his favour, he has pushed hard for a 
peaceful end to Pakistan’s second and smaller insurgency, in the western province of Baluchistan. On 
November 24th the government offered peacemaking proposals to separatists there, including an end to 
military operations and a payment of $1.4 billion to the province in increased gas royalties. 

The second reason has nothing to do with Mr Zardari personally. It is that Pakistani governments need to 
get into the habit of completing their terms—something no fully civilian government has yet managed. 
And Mr Zardari’s removal, by scheming judges, generals or political opponents, would make this less 
likely. Partly because of this, Mr Sharif, a former army favourite who now stands firmly against its 
meddling in politics, seems willing to put up with Mr Zardari. Yet he also demands that Mr Zardari divest 
his office of its dictatorial powers and scrap a ban on third-term prime ministers, another Musharraf 
imposition. Mr Zardari says he will do these things shortly. He has broken many promises; he would be 
wise to keep this one. 
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The making of the president's foreign policy  
 
The decider 
Nov 26th 2009 | WASHINGTON, DC  
From The Economist print edition 

 
 
The long delay over Afghanistan suggests that Barack Obama seems determined to conduct 
foreign policy in person 
 

 
IT IS the hardest call he has so far had to make, and he has taken his time doing it. On November 24th, 
after the ninth in a protracted series of situation-room conferences on the Afghan war, Barack Obama said 
he had settled on his strategy, but that the world would have to wait a few more days to hear the details. 
He told reporters that they already had “a sufficient preview to last until after Thanksgiving”. The leaks 
say the president will send more troops, though perhaps only 30,000 or so rather than the 40,000 or 
more requested by his commander in the field, General Stanley McChrystal. After eight years of an under-
resourced war, Mr Obama said, “it is my intention to finish the job.” 

If the president found deciding hard enough, explaining will not be much easier. True, his generals and 
NATO allies will be relieved to know where they stand after months of uncertainty. Republicans who said 
Mr Obama would quit a vital fight may be reassured. But it will take all Mr Obama’s salesmanship to talk 
his own party round. Democratic memories are haunted by Lyndon Johnson, whose ambition to build a 
Great Society was thwarted by escalation in Vietnam. No matter how Mr Obama tries to sell it, his Afghan 
decision will be bitterly controversial. 

As—already—is the manner of his decision-making. Candidate Obama contrasted the necessary war in 
Afghanistan with the unnecessary one in Iraq. Only a few months ago he was still making spine-stiffening 
speeches. Then came the wobble, and the leak of General McChrystal’s plea for reinforcement. John 
McCain, still a respected Republican voice on foreign affairs, called Mr Obama’s autumn of cogitation too 
“leisurely”. Others have connected the dots—a rebuff in Palestine, Iran’s refusal to grasp Mr Obama’s 
outstretched hand—to argue that the foreign-policy machine is broken. “Amateur hour at the White 
House” was the title of a scathing article by Leslie Gelb, president emeritus of the Council on Foreign 
Relations, which said that Mr Obama gained nothing from his recent tour of Asia. 

But the case for the prosecution is far from watertight. The case for the defence is that if Mr Obama’s 
vacillation discombobulated NATO allies it also gave him leverage over Afghanistan’s underperforming 
president, Hamid Karzai, who got a free pass from George Bush but will now be under stricter supervision. 
As for all those long meetings interrogating his team, different presidents have managed foreign policy in 
different ways. Mr Obama plainly intends to set foreign policy in person rather than delegate it to his 
national security adviser, Jim Jones, or to Hillary Clinton, his secretary of state. 
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Since a president who runs foreign policy himself pushes his team into the shade, an oft-voiced criticism 
of Mrs Clinton is that she has failed to lead on any big issue, preferring instead to travel, speechify and 
spend time on an internal reorganisation of the State Department. A swirl of rumour, congealing into 
conventional wisdom, is that Mr Jones, the six-foot-four former commander of NATO, is a weak national 
security adviser. Some say that Rahm Emanuel, the White House chief of staff, and David Axelrod, a close 
friend and adviser, have a bigger say. 

And yet by historical standards relations between Mr Obama’s foreign-policy principals have looked 
harmonious enough given the risks he ran when he appointed a former presidential rival as secretary of 
state and kept on Robert Gates, Mr Bush’s man, as secretary of defence. In the event Mrs Clinton has 
proved loyal and seen eye-to-eye with Mr Gates on Afghanistan. Mr Gates and Mr Jones have provided an 
inexperienced president with useful cover in dealing with the armed services. Both men chided General 
McChrystal when he looked in danger of taking his quarrel with Mr Obama public. This White House is not 
Plato’s Republic, as the eviction after an unseemly whispering campaign of Greg Craig, Mr Obama’s top 
lawyer and point man on Guantánamo, shows. But there has been nothing like the struggle between 
Donald Rumsfeld at Defence and Colin Powell at State during Mr Bush’s first term. Vice-President Joe 
Biden has disagreed with his boss, but politely. 

Most problems have occurred lower down. The administration’s Europe team has had mixed reviews (see 
article). Leaked memos from Karl Eikenberry, America’s ambassador in Kabul, exposed a rift with General 
McChrystal. Richard Holbrooke, the envoy in charge of “Af-Pak” policy lost his temper with Mr Karzai and 
made himself unwelcome in Kabul, leaving a gap that has had to be plugged by Mrs Clinton and Senator 
John Kerry. Another Clinton-era retread, George Mitchell, has failed to repeat in the Middle East the magic 
he performed for Mr Clinton in Northern Ireland. 

The price a president pays for failing to delegate is that he cannot do everything. Mr Obama’s biggest flop 
to date was the stillbirth of his plan to make Israel freeze all settlement on the West Bank and the Saudis 
offer better relations with the Jewish state. He put a lot of work into a big speech in Cairo but a visit to the 
Saudi king was underprepared and he never visited Israel at all. Elliott Abrams, deputy national security 
adviser for the region under Mr Bush, claims that governments in the region no longer know who is in 
charge—the president, Mrs Clinton, Mr Mitchell, Mr Jones or Dennis Ross, a Middle East veteran recently 
brought into the NSC. 

Still, Mr Obama has at last made his big decision on Afghanistan. He has avoided first-year fiascos such as 
JFK’s Bay of Pigs or Mr Clinton’s Black Hawk Down debacle in Somalia. As for his management style, good 
organisation is no guarantee of success in foreign policy. “The Obama administration has an overflowing 
and messy inbox containing many foreign-policy problems that may be intractable,” says Jim Lindsay of 
the Council on Foreign Relations. “No process will save you from intractable problems.” Ronald Reagan 
presided over a notoriously dysfunctional foreign-policy team and worked his way through six national-
security advisers. Yet history records that he won the cold war.  
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Health-care reform  
 
The beginning of the end 
Nov 26th 2009 | NEW YORK  
From The Economist print edition 

 
 
The Senate starts to debate health reform, at long last 
 

 
“HISTORY is knocking on the door. Let’s open it. Let’s begin the debate.” So declared Max Baucus as the 
Senate weighed whether to take up a controversial proposal to reform America’s bloated health system. 
He can be excused for gushing a bit, as the head of the Senate’s Finance Committee deserves most of the 
credit for getting health reform as far as it has come this year. Soon after he uttered those words on 
November 21st, the chamber’s Democratic leadership managed to cajole enough of his wavering 
colleagues to secure 60 votes, the minimum needed to proceed with debate.  

The full Senate will take up the matter after this week’s Thanksgiving recess, with the leadership keen to 
pass it before Christmas. This will not be easy, however. Many members of both parties have made it 
clear that they do not like parts of the bill as crafted by Mr Baucus and embellished by Harry Reid (the 
Democrats’ leader in the Senate), and intend to offer difficult amendments. If the bill actually passes, it 
must still be reconciled with a version recently passed by the House before a unified bill can be sent to the 
president to be signed into law. 

How do the two versions of reform compare? In many ways they are similar. They both promise to extend 
health insurance coverage to many but not all of the 47m or so currently uninsured. They propose a 
comparable mix of individual requirements to buy insurance, targeted subsidies for the poor, penalties and 
aggressive regulations to achieve that goal. The non-partisan Congressional Budget Office (CBO), 
estimates that the apparent cost over the next decade of both bills comes in below the $900 billion limit 
set down by Barack Obama.  

The Senate bill is better in several ways. Its proposal for a government-run insurance plan (or “public 
option”), a notion disliked by many market-minded folk, is weaker: the Senate version would allow states 
to opt out of such a plan. Another improvement is that the Senate’s plan raises money not by soaking the 
rich through income taxes, as the House bill envisions, but through excise taxes on the most expensive 
health policies.  

This approach has two advantages. First, it helps tackle one of the greatest distortions in America’s health 
system: the subsidies given for employer-provided health insurance, which encourage over-insurance. The 
second benefit, according to analysis done by the Joint Committee on Taxation, another non-partisan 
outfit, is that it will lift salaries for many Americans and raise tax revenues. If a tax motivates firms to 
trim health benefits, they should increase salaries to compensate.  

Another attraction of the Senate plan is that it embraces a proposal put forward by the White House for a 
(theoretically) non-partisan commission to deal with cost control. Under the plan, the Independent 
Medicare Advisory Board would be given a mandate to propose spending cuts and other reforms if health 
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spending exceeds an agreed growth target. These proposals would be presented to the president, who 
must then immediately submit them to Congress for approval.  

Some applaud this as a clever way to get round congressional venality (much as a similar commission 
managed to close military bases in the past), but sceptics are unconvinced. Tom Miller of the American 
Enterprise Institute, a conservative think-tank, scoffs that the promised cuts will remain a “mirage” 
because politicians and lobbyists will find a way to influence the committee’s decisions. He also thinks it 
wrong to shunt off difficult decisions to undemocratic cabals. 

In short, the Senate bill is better than the House version; but it does not add up to proper health reform. 
This proposal, like the one in the House, would extend coverage to many who now lack it, and that is a 
worthy goal in itself. But it does so without doing much to tackle the deeper problems of uneven quality 
and soaring costs. Although politicians pay lip service to those goals, insufficient effort has been made to 
structure incentives in that direction.  

Meanwhile, all manner of budgeting chicanery is being used to reduce the apparent cost and keep the CBO 
“score” to below $900 billion. For example, the Senate bill assumes that payments to doctors and 
hospitals by Medicare, the government health plan for the elderly, will be magically cut by over a fifth in 
two years’ time—though Congress has always lacked the backbone to make supposedly obligatory cuts of 
this kind in the past.  

So there are snags aplenty, but there is no denying the fact that health reform has come further this year 
than it has in decades. It may still end in an ignominious defeat for Mr Obama, as it did for Bill Clinton’s 
efforts in the mid-1990s, though that could be a blessing in disguise for those genuinely concerned about 
the need to control costs. Jeffrey Flier, the dean of Harvard’s Medical School, put it this way recently: 
“While the legislation would enhance access to insurance, the trade-off would be an accelerated crisis of 
health-care costs and perpetuation of the current dysfunctional system—now with many more 
participants. This will make an eventual solution even more difficult.” 

But there is just a chance that the proposals will fly. In their favour is the fact that many millions more are 
uninsured or underinsured today than during the Hillarycare debacle in 1993-94. This adds to popular 
pressure for change. Over 97% of the bills proposed since 1999 that managed to secure enough votes for 
Senate debate went on to pass eventually—though most of them, unlike the health proposals, did not get 
there by the skin of their teeth.  
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Climate change  
 
It's off to Denmark we go 
Nov 26th 2009 | NEW YORK  
From The Economist print edition 

 
 
The president plans another risky flight to Copenhagen 

IN THE optimistic view, Barack Obama has given a jolt of energy to the Copenhagen climate talks. On 
November 25th the White House announced that he will appear during the first week of negotiations with 
a specific American promise: to cut greenhouse gases by 17% from 2005 levels by 2020, by 30% by 
2025, by 42% by 2030 and by a full 83% by 2050. But cynics can spin the news the other way: Mr 
Obama was going to be in Scandinavia anyway, to pick up a Nobel prize that many feel he did not deserve 
in Oslo. The promised target is no different than that already passed by the House of Representatives, and 
considerably lower than what other rich countries (especially in Europe) have promised. His stay will be 
brief, and comes well before the crunch time near the end. But it will still be a test of whether Mr Obama 
can turn goodwill into good works. 

Mr Obama and other leaders have already conceded that Copenhagen will not produce a full schedule of 
legally binding emissions targets for all the world’s countries, a successor to the Kyoto protocol that 
expires in 2012. But the president has recently met the leaders of the two big countries most able, 
alongside America, to break the rich-poor deadlock that has made many climate-watchers worry about the 
prospect of any deal at all. On a trip to Asia, he and the Chinese president, Hu Jintao, announced joint 
research projects on clean coal, electric cars and other bits of greenery. A similar package was announced 
when Manmohan Singh, the Indian prime minister, visited Washington, DC, this week (and enjoyed an 
elaborate state dinner, Mr Obama’s first).  

This has given negotiators something to talk about besides the long-running conflict over who should cut 
emissions by how much. And though Mr Obama’s visit to Denmark is no guarantee of success, his absence 
from the conference would have guaranteed a wary and grouchy mood from other countries. Five cabinet 
secretaries will also be going to Copenhagen, to make their pitch for co-operation on farming, green jobs, 
research and the like.  

As for the low target of 17% cuts from 2005 levels (against European Union promises of 20% or 30% on 
1990 ones), Michael Levi of the Council on Foreign Relations in New York argues that 2020 is the wrong 
year to focus on. The target of an 83% reduction by 2050 is much more important; even a stronger 2020 
target, successfully met, would only make a difference of a few parts per million of carbon dioxide in the 
atmosphere. (The mainstream view is that CO2 concentrations must stabilise at 450 parts per million or 
below to avoid dangerous climate change.) 

This looks generous: as Lord Stern, a British economist, has noted, a weak 2020 target may make 
ambitious 2050 targets harder to hit. But the mere presence of guaranteed and falling caps on carbon 
would surely have some effect on investment in the sort of technology that might make reductions 
cheaper and cheaper. Businesses have continually begged for a clear and consistent future legal regime, 
rather than Mr Obama’s backup option: direct regulation of carbon emissions by the Environmental 
Protection Agency.  

By committing early to a target of 17%, Mr Obama has avoided another pitfall: promising more than 
Congress looks ready to deliver. The Senate cap-and-trade bill has promised 20% reductions, but it will 
have a hard road to reach 60 of 100 votes (enough to beat a Republican filibuster). And any climate treaty 
has an even higher hurdle to clear: 67 votes to ratify. That will be near-impossible if Mr Obama cannot 
charm out of his new friends, the leaders of China and India, measurable plans to limit, if not cut, their 
own carbon emissions. And if Mr Obama fails to deliver what he has signed up to, the damage to 
America’s reputation, and his presidency, will be incalculable.  
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Republican governors  
 
A gang of reds 
Nov 26th 2009 | CEDAR CREEK, TEXAS  
From The Economist print edition 

 
 
Life is looking rather sunny for the opposition party 

THE governors milled around and chatted onstage. Rick Perry, of 
Texas, muttered to one of his peers, doubtless about the many 
successes his state has notched up. There were more than a dozen of 
them (out of a total of 22) in attendance at the annual meeting of the 
Republican Governors Association, held on November 18th-20th in a 
rustic-themed resort just outside Austin. Only two were women (Jan 
Brewer of Arizona and Linda Lingle of Hawaii), but Haley Barbour of 
Mississippi, the current chairman of the RGA, made sure to propel them 
close to the podium.  

The night before, in Washington, DC, Senate Democrats had presented 
their version of the health-care reform bill. The Republican governors 
happily seized on the subject. Tim Pawlenty, of Minnesota, called for a 
focus on cost containment. Bobby Jindal, of Louisiana, rattled off ten 
policy proposals for a better approach to reform. Mike Rounds, of South 
Dakota, made the bluntest speech. He said that his small state currently spends $265m a year for its share of 
Medicaid, which provides health care for the poor, and that if the House version of the bill passed tomorrow it 
would go up by $33m. “I can’t afford that,” he concluded.  

This was a different and more serious side of the Republicans than one finds at tax-protesting “tea parties”, on 
talk radio, or going rogue on a book tour. Some of the Republicans distanced themselves from the most vicious 
flank of the party. “We need to treat the president respectfully,” said Mr Barbour. People still like Barack 
Obama, he said; it would be better to focus on his policies. 

The governors held an upbeat panel on the outlook for next year’s mid-term elections. There were only two 
gubernatorial contests in the off-year of 2009, in New Jersey and Virginia, and they were won by Republicans 
Chris Christie and Bob McDonnell, respectively. The party is especially enamoured of Mr McDonnell, who 
campaigned on economic issues—“Bob’s for jobs”—and carried independent voters by a big margin. Next year 
there will be gubernatorial elections in 37 states. 

Nineteen of those states are currently held by Democrats, and 18 by Republicans. It is early days, but the 
Republicans are confident of solid gains. Jennifer Duffy of the Cook Political Report, a non-partisan newsletter, 
said that at this point none of the states with Republican governors are tilting toward the Democrats, though 
there are ten that the newsletter classes as toss-ups. But several states that now have a Democratic governor, 
including Oklahoma, Tennessee and Kansas, are designated “leaning” or “likely” Republican. 

The Republicans have more ambitious ideas for a couple of rustbelt swing states. In Pennsylvania, the once-
popular Democratic incumbent, Ed Rendell, is leaving because of term-limits. In Ohio, Ted Strickland, a fairly 
conservative Democrat, has found that his feisty Republican challenger, John Kasich, has caught up with him in 
recent polls, which is probably thanks to worries about the economy. 

The Republicans have some big states to defend, including California, where Arnold Schwarzenegger is 
stepping down because of term-limits and has a 28% approval rating: Cook has that race down as a toss-up. 
And they have some potentially nasty primaries ahead. One of those will be in Texas, although Senator Kay 
Bailey Hutchison, Mr Perry’s opponent, recently announced plans to stay in Washington until the primary in 
March, which suggests a slackening of the effort. But the omens look good. And after 2010’s races are over, 
one of these lucky governors, or perhaps an ex-governor, will probably be picked to take on Mr Obama in 
2012.  
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Camden's crisis  
 
Ungovernable? 
Nov 26th 2009 | CAMDEN, NEW JERSEY  
From The Economist print edition 

 
 
The state may have failed the city it took over 

ROSA RAMIREZ is an active member of Camden Churches Organised for 
People (CCOP), a large and powerful civic group in Camden, New Jersey. 
She complains that rubbish is not collected. She worries about drug dealers 
hanging out on street corners and in the city’s many abandoned buildings. 
But when her daughter, who lives in the suburbs, begs her to leave, Ms 
Ramirez replies, “How can I leave? Camden needs me.” It does. Not 
enough people care about this city of 79,000 people that lies in the shadow 
of Philadelphia.  

Hopes rose seven years ago, when the state took over the post-industrial 
city. The inept municipal government was struggling to provide even the 
most basic service. Poor management and lack of resources meant possibly 
waiting hours for police to respond to calls. Corruption was rampant: three 
former mayors ended up in jail. Camden was given $175m in bonds and 
loans and in return the state was given municipal authority over the city. 
The governor appointed a chief operating officer who could veto decisions 
made by the mayor and the city council. The state also took over the abysmal school district and, in 2005, 
the police department. Much of the money went to big urban development projects. The waterfront, with 
its fantastic views of the Philadelphia skyline, was given particular attention. Hospitals and universities in 
the area received money to expand and more than $1 billion was leveraged in private investments.  

But the city’s districts, many blighted with abandoned buildings, did not get much cash. In the Cramer Hill 
district Brother Jerry Hudson of the St Anthony of Padua church talks about the run-down place next door 
to the parish school. Although the city had boarded it up, vandals routinely broke in. It became a den for 
drugs and prostitution. Though many such buildings have been demolished, Brother Jerry reckons there 
are just as many now as there were in 2002.  

Camden had the highest crime rate in the country in 2008, 
according to CQ Press, with 2,333 violent crimes for every 100,000 
people. The national average is 455. Camden spends $17,000 per 
child on education, yet only two thirds complete school. Two out of 
five people live below the poverty line. The Philadelphia Inquirer 
recently summed up a series on Camden by saying that “residents 
are just as poor today and just as likely to be murdered. They are 
just as unemployed…And the city is twice as reliant on state 
taxpayers as before.” 

Little wonder then, that Chris Christie, the governor-elect of New 
Jersey, has called the state takeover a “failed experiment”. He 
hopes to return control to the city, perhaps even before the 
takeover expires in 2012. But not everyone feels the city is ready. 
One former chief operating officer predicted it would stay under 
state control until 2030. As there is no tax base to support city 
services, Camden would still have to depend on the state for 
funding. But New Jersey is struggling to balance its own books, 
and it is not alone: less state support can be expected all over the country, just when cities most need 
help. The National League of Cities has found that 88% of city finance officers are less able to meet fiscal 
needs this year.  

But there is some good news. Crime is down 13% this year so far. Murders have fallen by 38%, while 
shootings are down 18%. Big construction projects at Rutgers University and Cooper University Hospital 
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are under way. Tom Corcoran, the former head of the Cooper Ferry Development Association, thinks that 
if the city can lower crime and improve schools, it can turn around. He thinks the waterfront is key: the 
city has 15 miles of it, though only 10% is accessible to the public.  

Ms Ramirez is typical. She thinks the state is doing a bad job, but she also worries that the city will fall 
apart without it. “It’s in Christie’s hands,” she says. “If he can figure it out, he would be a hero.” 
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The Federal Reserve under attack  
 
Poked by pitchforks 
Nov 26th 2009 | WASHINGTON, DC  
From The Economist print edition 

 
 
Curbs on the Fed’s independence are advancing through Congress 

POPULISTS and bankers have been at odds since America’s earliest days. Its first two central banks were 
shuttered in the 19th century in part because of their perceived closeness to financiers. In the wake of the 
financial crisis those tensions have bubbled back to the surface. The central bank is again in the cross 
hairs. 

On November 19th the financial services committee of the House of Representatives voted—over the 
objections of its chairman, Barney Frank—to add a provision to a regulatory overhaul that would subject 
the Federal Reserve to examination by Congress’s investigative agency, the Government Accountability 
Office. Congress gave the GAO authority to audit the Fed in the 1970s, but exempted its monetary-policy 
and lending decisions. The new provision, pushed by Ron Paul, a conservative Texas Republican and Alan 
Grayson, a populist Florida Democrat, would eliminate the exemption. This could make the Fed less 
effective as a lender of last resort by making banks reluctant to borrow for fear that an audit would 
disclose their identity, and the Fed might become warier of raising interest rates for fear of one. 

The animus towards the Fed is striking, considering that its unprecedented market interventions almost 
certainly averted a financial meltdown last year and a far more severe recession. But many congressmen 
care less about the disaster avoided than the injustice of bailed-out bankers taking home record bonuses 
as unemployment keeps rising. The Fed is now guilty by association, seen as too close to banks, too quick 
to bail them out and too generous and secretive when it does so. The Fed’s structure supplies fodder for 
this critique. The compromise that led to its creation in 1913 split responsibility for monetary policy 
between politically-appointed governors in Washington, dc, and the presidents of 12 regional banks, 
whose boards are appointed in part by private bankers. 

The Fed and the Treasury now face the delicate task of trying to excise the Paul-Grayson provision from a 
regulatory overhaul they dearly want, in particular because it would create a process for avoiding future 
ad-hoc bail-outs. Their best hope is that the provision dies when the House bill is merged with one from 
the Senate. Chris Dodd, chairman of the Senate Banking Committee, has beaten back demands from 
senators in both parties for a similar provision. Mr Dodd’s own bill, though, is far from Fed-friendly. He 
would strip the Fed of its bank regulatory responsibilities and erode its independence by eliminating 
private bankers’ say in appointing regional Fed bank boards, and making the chairmen of those boards 
political appointees.  

Ben Bernanke, the Fed chairman, has so far been personally spared the vitriol and seems likely to win a 
second four-year term; the Senate will hold a confirmation hearing on December 3rd. Tim Geithner, the 
treasury secretary, has been less fortunate. In his previous job as the New York Fed president he was at 
Mr Bernanke’s side for most of the bail-outs. A handful of congressmen have called (fruitlessly) for him to 
be fired. One of America’s great strengths, so Mr Geithner dryly remarked, is that anyone can criticise his 
decisions with the benefit of hindsight.  
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Neo-Nazis in Montana  
 
A bunch of losers 
Nov 26th 2009 | BOZEMAN, MONTANA  
From The Economist print edition 

 
 
Fighting hate with art 
 

 
A GIANT mousetrap is poised to snap shut. The bait is a book advocating a “racial holy war” of white 
people against the “mud races”. The artist is making a point about how dangerous neo-Nazi literature can 
be, and the mousetrap is part of an anti-racist art exhibition called “Transforming Hate”. It comes with an 
interesting story. 

One day, an anti-racist group called the Montana Human Rights Network (MHRN) got a call from “JR”, a 
member of the Creativity Movement, a mob of white supremacists. JR had suddenly realised that all his 
friends were a “bunch of losers”. He wanted to get away from them, but he didn’t have enough money for 
petrol. So he offered to sell a big stash of the group’s literature to MHRN for a couple of hundred dollars. 
The anti-racists agreed, hoping to take the books out of circulation. But that created a problem. What to 
do with 4,000 copies of such titles as “The White Man’s Bible”? They didn’t feel comfortable burning books. 
So they offered them to some artists. The art that resulted—origami peace cranes made from torn-out 
pages of neo-Nazi drivel, and so forth—is touring the state until next summer. 

The Creativity Movement was founded in the 1970s by Ben Klassen, a man from Florida who made a 
packet by inventing an electric can-opener and spent it on printing copies of his books. He killed himself in 
1993. His successor as “Pontifex Maximus” was jailed for 40 years in 2005 for plotting to kill a judge. The 
movement is now largely dead, says Travis McAdam of MHRN. It has perhaps two dozen members in 
Montana, a handful of whom recently held a rally in Bozeman. Locals held a counter-rally perhaps a 
hundred times larger. 

Some people worry that the election of a black president will provoke a surge in hate crimes in America. 
Several media outlets howled this week that this has already occurred, after an FBI report counted 9,168 
hate crimes in 2008, up a whopping 2% from the previous year. But, as the FBI pointed out, the numbers 
are too fuzzy to make year-on-year comparisons with any validity. Some jurisdictions carefully tally every 
racial threat or vandalised synagogue. Others don’t. Boston, with its dedicated “Community Disorders 
Unit”, sniffed out 161 hate crimes last year. In Mississippi, only one law-enforcement agency out of 60 
bothered to file a report at all. That was in a town called Olive Branch.  
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Lexington  
 
Loathing Joe Lieberman 
Nov 26th 2009  
From The Economist print edition 

 
 
The left hates the heretical senator from Connecticut. But his may be the vote that decides 
health care 
 

 
HE IS described by Crooks and Liars, a progressive blog, as “a sleazebag, a warmongering neocon, a 
sanctimonious back-stabber” and some other things best not imagined before breakfast. “Every time I see 
Joe on television, he makes my skin crawl,” says the Daily Kos, a blog that seeks to drum insufficiently 
left-wing Democrats out of the party.  

Senator Joe Lieberman’s list of crimes is long. In 1998 he upbraided Bill Clinton both for his sexual 
shenanigans and for lying about them. “Something very sad and sordid has happened,” he declared, 
“when I cannot watch the news on television with my ten-year-old daughter any more.” Two years later, 
he was rehabilitated somewhat in the eyes of loyal Democrats when Al Gore chose him for his running-
mate. But Mr Gore lost the presidential election, and before long Mr Lieberman was back in the 
Democratic doghouse. He supported the war in Iraq long after it became unpopular, prompting anti-war 
activists to back a primary challenge against him in 2006. The challenger, a bland and amiable rich man 
called Ned Lamont, appeared in an ad with Markos Moulitsas, the snarling founder of the Daily Kos. Mr 
Lamont won the primary; but Mr Lieberman then ran in the general election as an independent and 
whupped him. Senate Democrats grudgingly welcomed him back into their caucus. They had no choice: 
the chamber was split 51-49. Without Mr Lieberman, they would have had no majority.  

It was hard for Mr Lieberman to enrage the left more than he did that year, but he managed it by 
endorsing John McCain for president. He even spoke at the Republican convention last year, praising his 
friend’s courage and belittling Barack Obama. (“Eloquence is no substitute for a record,” he warned.) Yet 
still he was allowed to remain in the Democratic caucus, and even to keep his chairmanship of the Senate 
committee on homeland security. Nowadays, the party needs Mr Lieberman to make up the 60 votes in 
the Senate that can overcome a Republican filibuster. But his vote, to put it mildly, cannot be taken for 
granted.  

His latest heresy is to stymie the “public option” (a proposed government-run health-insurance scheme). 
For many on the left, this is the Holy Grail of health reform: the first step towards a single-payer system. 
For Mr Lieberman, it is the first step towards fiscal ruin. With the deficit spooking investors, America 
cannot afford to create a new programme with “unlimited liability”, he says. Other Democrats dispute his 
analysis: the cost of an insurance policy under the public option is supposed to be covered largely by the 
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beneficiary, with some subsidies. But if the scheme becomes insolvent, the government is sure to step in 
and rescue it with taxpayers’ cash, predicts Mr Lieberman. Previous government health schemes ended up 
costing far, far more than their creators anticipated. If necessary, says Mr Lieberman, he will join a 
Republican filibuster of any bill that includes the public option. Without his support, such a bill would 
probably be doomed.  

Does he worry about handing Mr Obama a defeat that would undermine his young presidency? Yes, he 
says. But he thinks Congress can pass a better reform package without the public option. He cites some 
advice Bill Clinton gave to Democratic senators recently: don’t try to do everything at once. Health care is 
so complex that, whatever system it sets up now, Congress will have to keep coming back and tinkering 
with it for years. So lawmakers should find something they can agree on, pass it and get back to dealing 
with the economy, says Mr Lieberman.  

On security matters, Mr Lieberman is as hawkish as ever. He fervently hopes that when Mr Obama 
announces his new Afghan strategy, he will give the generals the troops they are asking for. Americans 
may be having doubts about the whole Afghan enterprise, but Mr Lieberman is confident that they can be 
won over with a bit of presidential leadership and some success on the ground. When things were going 
badly in Iraq, he recalls, voters would often yell at him about it. But since the surge prevailed, they have 
moved on to other topics.  

 
Guns or butter 

The left frets that a foreign war will scupper their domestic ambitions. As David Obey, the head of the 
House appropriations committee, eloquently put it this week: “There ain’t going to be no money for 
nothing if we pour it all into Afghanistan.” Mr Lieberman says this fear is “overstated”. His preferred cure 
for the nation’s fiscal sickness is to convene a bipartisan commission to look at all the big spending items, 
especially fast-growing entitlements such as Medicare (health care for the elderly). It would recommend a 
variety of ways to put the nation’s finances in order, doubtless including painful new taxes. Congress 
would then have to pass or reject its proposals, without amending them. It is not an original idea, but it is 
a good one.  

His critics speculate that Mr Lieberman bucks his party so often because he is in the pocket of health-
insurance firms, or because he is bitter about the way he has been treated by his fellow Democrats; yet 
his record over the years seems remarkably consistent. He adjusted his positions slightly when he was Mr 
Gore’s running-mate, as running-mates invariably must. Other than that, his principles don’t seem to vary 
much. His energy is undimmed. Among other things, he is working with John Kerry, a Democrat, and 
Lindsey Graham, a Republican, to thrash out a bill to curb climate change, which he reckons has a 50-50 
chance of passing next year.  

The quarrels inside a big tent can be vicious indeed. But inclusive parties tend to win elections. As the 
Republicans mull a loopy plan to excommunicate candidates who fail to tick enough boxes on a ten-point 
ideological checklist, Democrats should bear that in mind.  
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Iran and Latin America  
 
Ayatollahs in the backyard 
Nov 26th 2009 | QUITO AND SÃO PAULO  
From The Economist print edition 

 
 
President Ahmadinejad’s visit to Brazil this week vindicates Iran’s strategy of cosying up with 
Latin America 
 

 
HOW should you deal with elected leaders who view their domestic opponents as agents of foreign powers 
and occasionally muse about invading their neighbours? Brazil has some experience of this question after 
ten years of the presidency of Hugo Chávez in Venezuela. Its answer has always been simple: hug them 
close. This week that approach was stretched a little further when Iran’s president, Mahmoud 
Ahmadinejad, was received in Brasília on a state visit. 

Brazil’s president, Luiz Inácio Lula da Silva, offered support for Iran’s work on nuclear technology for 
(supposedly) peaceful use. He also talked about Israel’s right to stay just where it is on the map, 
coexisting with a Palestinian state. Outside, protesters waved banners reminding Mr Ahmadinejad that the 
Holocaust had indeed taken place, and a debate on Brazil’s foreign policy began to blaze. “It is one thing 
to have diplomatic relations with dictatorships,” wrote José Serra, the governor of São Paulo state and 
(undeclared) front-runner for next year’s presidential election, in the Folha newspaper. “It is quite another 
to welcome their leaders into your house.” 

Yet that is what some Latin American countries have been doing. Farideh Farhi of the Woodrow Wilson 
Centre, a think-tank in Washington, DC, says Iran has moved into America’s backyard “as a means to 
rattle it, or at least make a point.” The instruments of this policy have ranged from making “anti-
capitalist” cars in Venezuela (see “Wheels of revolution”) to producing news programmes and 
documentaries for Bolivian television, no doubt to give a fair and balanced view of the Great Satan. There 
have also been various moves on trade finance between Iran and Ecuador, Nicaragua, Bolivia and 
Venezuela. 

Fruits of this policy so far have included support from Venezuela and Cuba in a vote at the International 
Atomic Energy Agency on Iran’s nuclear programme in 2006 (Syria was the only other country to offer 
support). More important to Mr Ahmadinejad, his visits to Latin America are boosting him at a time when 
he is unwelcome in many countries, and under pressure at home after his disputed re-election in June. 

To see how Iran’s foreign policy works in smaller, ideologically sympathetic Latin American countries, take 
Ecuador—a country that has such dire problems raising money after defaulting on its debt that it can 
easily be swayed by cash from foreign governments. Ecuador is thinking of joining Nicaragua and 
Venezuela in recognising the independence of the breakaway Georgian territories of Abkhazia and South 
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Ossetia in the hope of getting Russian government loans. 

This month an Iranian delegation was in Quito, Ecuador’s capital, to discuss loans for hydroelectric power 
plants, one of the 25 bilateral agreements signed when Rafael Correa, Ecuador’s president, visited Iran 
last year. Ecuador badly needs the plants: it was forced to start rationing power this month. 

The two governments have already set up financing arrangements to ease trade. The Iranian banks 
involved—the Export Development Bank of Iran and its Caracas-based subsidiary, Banco Internacional de 
Desarrollo, have been blacklisted by the United States for allegedly financing Iran’s nuclear programme. 
There are also fears that Iran could launder money through Ecuador, which uses the American dollar as its 
currency. The country’s Central Bank was told by its own compliance officer that it risked American 
sanctions, including the seizure of money held abroad. 

Before this week, Iran had achieved little success with the region’s larger countries. Mexico is not 
interested in Iran’s advances. Colombia takes a robust approach to countries accused of collaborating with 
terrorists. Argentina has frosty relations with Iran, dating back to the still-unresolved bombings of the 
Israeli embassy and a Jewish community centre in Buenos Aires in the 1990s. That is why the trip to 
Brazil was so significant. “For Iran, a state visit to Brazil is worth ten to Venezuela,” says Peter Hakim of 
the Inter-American Dialogue, another American think-tank. 

For Brazil, the risks are rather greater. President Lula frequently talks about how important democracy is, 
and members of his government invoke their experience of exile or imprisonment at the hands of Brazil’s 
former military government. This sits awkwardly with reports that Iran’s government has sentenced to 
death five opposition activists since the protests that followed its disputed election. 

Brazil risks overstepping the mark in its desire to be seen as an important country. Earlier this month, 
when Israel’s president, Shimon Peres, was in Brasília, President Lula talked about Brazil helping to solve 
the Israeli-Palestinian conflict. His suggestion of a football match between Brazil and a mixed team of 
Israelis and Palestinians is nice enough. However, Brazil has failed to settle far simpler disputes between 
Argentina and Uruguay, Venezuela and Colombia, and Honduras’s political rivals. It has little chance of 
succeeding where more powerful countries have failed for so long in the Middle East. 

Still, a Brazil that is engaged in the world’s problems, albeit tentatively, is surely better than one that is 
not. The United States government stayed silent on the subject of President Ahmadinejad’s visit to Brazil. 
But its annoyance at seeing the Iranian leader embraced so warmly in its backyard may be tempered by 
the thought that at least there is now a line of communication open, via Brasília, to Tehran.  
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Canada in Afghanistan  
 
Something to hide? 
Nov 26th 2009 | OTTAWA  
From The Economist print edition 

 
 
The government is accused of complicity in torture 

“UN-CANADIAN, counterproductive and probably illegal.” That is how 
Richard Colvin, a diplomat who served in Afghanistan, describes the 
Canadian armed forces’ practice in 2006 and early 2007 of handing 
detainees over to Afghan authorities, who are known to use torture, 
without monitoring their welfare. Speaking to a parliamentary committee 
on November 18th Mr Colvin said that all the detainees whom Canadian 
troops had handed over in this period were probably tortured, and implied 
that the government knew this and tried to cover it up.  

Since then the Conservative government has done its best to look as if it 
has something to hide. First it tried to prevent Mr Colvin from testifying 
and then it disparaged him, suggesting he had been duped by the Taliban. 
In May 2007 the procedures for handling prisoners were changed. 
Canadian military officers now check that those handed over (who often 
include innocent Afghans detained in error) are not being mistreated and 
temporarily halt further transfers until any complaints are dealt with 
satisfactorily. Instead of trying to silence or shoot the messenger, the 
government could have stressed that the old, flawed handover procedures 
have been reformed—and blamed them on the previous, Liberal 
administration, under which they were set up.  

Instead, the three opposition parties have accused the government of victimising a serving diplomat to 
conceal damaging information. Mr Colvin’s evidence certainly points to that. He says he began warning 
senior government and military officials in May 2006 about the high probability that, once prisoners had 
been handed over, they would be tortured. The three senior generals at the time say they were not told of 
this risk until April 2007. 

Unlike Britain and the Netherlands, its NATO allies in southern Afghanistan, Canada did not then have a 
provision in its detainee agreement to let it monitor those it transferred. It relied on the Afghan 
Independent Human Rights Commission, which had no access to the prisons in Kandahar, and the 
International Committee of the Red Cross, which did but was not allowed to pass information to anyone 
but the Afghans. His reports, he says, were ignored and he was later told to stop putting sensitive 
information in writing. 

The 2007 change in procedures came after Amnesty International and the British Columbia Civil Liberties 
Association demanded both a judicial review and an investigation by the Military Police Complaints 
Commission, an independent, quasi-judicial agency. That investigation has been stymied by the 
government’s refusal to hand over documents and its warnings to potential government witnesses, 
including Mr Colvin, that they could face jail sentences if they testify.  

The row, and the suspicions of a cover-up, will further erode Canadians’ fading support for the Afghanistan 
war. The continuing parliamentary investigation will also weaken the hand of Stephen Harper, the prime 
minister, who leaves on December 1st for his first official visit to China. His government has lectured the 
Chinese on human rights. That will be harder now Canada is accused by one of its own officials of being 
complicit in torture. 
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Venezuela's anti-capitalist cars  
 
Wheels of revolution 
Nov 26th 2009 | CARACAS  
From The Economist print edition 

 
 
An example of socialist production principles—but not a good one 

SELDOM, since the day Adolf Hitler gave the order to produce the Volkswagen, has a car been given such 
an explicitly ideological mission. But the vehicles that roll, occasionally, off the production line at 
Venirauto’s factory, west of Caracas, will free Venezuelans from the “yoke of capitalism,” declares 
President Hugo Chávez. The factory was opened with great fanfare by the president three years ago. It is 
a joint venture between Iran and Venezuela, which Mr Chávez predicts will turn his country into a car 
exporter. It is also intended to be an example of socialist production principles, although its workers see 
things a little differently. 

In December they downed tools over the company’s refusal to negotiate a collective contract. Their 
wages, even at the grossly overvalued official exchange rate, are worth around $25 a day. They 
complained of poor safety conditions and exploitative work practices. Their supposedly socialist employer 
refuses to recognise trade unions and has ignored the labour ministry’s order to reinstate sacked union 
activists. 

Venirauto’s cars are rehashes of clapped-out 1980s models from the imperialist West. The Turpial, a five-
door hatchback, is based on the Ford Festiva, while the Centauro saloon is a clone of the Peugeot 405, 
though both are fitted with a conversion kit allowing them to run on natural gas. Their capitalist-busting 
claims are based on price: they undercut rival models by around 50%. If you can get one, that is. 

The plant has a production capacity of 25,000 vehicles a year, but is struggling (even by official 
admission) to produce 10,000. There is no dealer network, and no credit facilities are offered—unless Mr 
Chávez personally orders a batch of cars for some favoured group of public employees. 

Perhaps it is just as well that the 30,000 customers the government says are waiting for an anti-capitalist 
car should learn to do without one. When not praising the Turpial and the Centauro, Mr Chávez has been 
known to rail against the whole concept of car ownership. “The urge to get a car,” he told students on one 
occasion, “is poison to the human soul”. With that, he got into his limousine and rode off. 
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The mosque at Ayodhya  
 
A destructive legacy 
Nov 26th 2009 | DELHI  
From The Economist print edition 

 
 
A Hindu mob’s demolition in 1992 of a mosque at Ayodhya still arouses passions 
 

 
AFTER 17 years, several hundred testimonies, and many missed deadlines, an inquiry into one of modern 
India’s darkest episodes, the destruction of a mosque by Hindu fanatics, this week at last published its 
findings. It prompted riotous scenes in parliament and a media whirl. The report, on the demolition in 
December 1992 of the Babri Masjid in Ayodhya, in the northern state of Uttar Pradesh, concluded that 
senior leaders of the opposition Bharatiya Janata Party (BJP), including the party’s present leader, Lal 
Krishna Advani, were complicit in the vandalism.  

The demolition sparked violence across India, in which some 2,000 people died. It has stained Indian 
politics ever since. For Hindu activists, the destruction was merely the first act, and less important than 
the still unwritten sequel, in which a glorious temple would be built to Ram, a Hindu god-king. Invading 
Muslims in the 16th century had allegedly plonked the mosque on Ram’s birthplace. A more recent 
communal disaster, a pogrom in the state of Gujarat in 2002, in which more than 2,000 people, mostly 
Muslims, are believed to have been killed, could also be traced back to Ayodhya. It started with a fire, 
contentiously blamed on Muslim arsonists, on a train carrying Hindu activists back from agitating there.  

That the BJP was involved in the demolition of the Babri Masjid was never in doubt. It followed a noisy and 
divisive campaign by Mr Advani for a Ram temple on the site. After whipping up his followers, he and 
several other senior BJP leaders looked on as the mosque was razed with pickaxes and bare hands.  

This was a watershed in modern Indian history, exacerbating tensions between the Hindu majority and 
Muslim minority. It propelled the BJP, which until Mr Advani’s campaign had been on the fringe of Indian 
politics, into a mainstream party. In 1998 a BJP-led coalition won a general election, thanks in part to the 
party’s continued promotion of an ideology known as Hindutva, literally “Hinduness”, that asserts Hindu 
rights. 

Nearly two decades on, that ideology appears to have lost much of its vote-winning power. In a general 
election this spring, the BJP took a drubbing. It now controls only 116 seats in the 543-member 
parliament. Political scientists ascribed the victory of the Congress party partly to its wresting of votes 
from the BJP’s core supporters: upper-caste and middle-class Indians once drawn to political Hinduism.  

The report by M.S. Liberhan, a judge, debunks the BJP’s long-held claim that the mosque was 
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spontaneously torn down by Hindu zealots. Especially damaging is its description of Atal Behari Vajpayee, 
a former prime minister long admired across party lines for his moderate views and gentle wit, as a 
“pseudo-moderate”. Mr Vajpayee, like Mr Advani, was found to have been aware of the impending 
demolition and to have done little to stop it.  

For the BJP, grappling with an ideological crisis compounded by in-fighting, the report comes at a bad 
time. This has fuelled allegations that prepublication leaks of parts of it were politically motivated. The 
government has denied this.  

Muslim leaders have called on the government to punish those castigated in the report. But neither the 
report itself nor the government statement that followed its publication hint at this. Some reckon the 
government is unlikely to prosecute any politicians over the Babri Masjid incident, lest the Hindu right 
make martyrs of them. 

Impunity has also been enjoyed by the perpetrators of both the Gujarat pogrom and of the massacre of 
more than 3,000 Sikhs in 1984. The government has, however, said it will follow Mr Liberhan’s suggestion 
of drafting a law to punish those who manipulate religion for political ends. Frictions between Hindus and 
religious minorities have often rallied more extreme Hindu groups aligned with the BJP. Last year, after 
the party came to power in Karnataka, in the south, the state suffered a rash of anti-Christian violence. 

In Ayodhya itself the priest of the makeshift Hindu temple built where the mosque once stood rues the 
day it was ever destroyed. Ever since the Babri Masjid’s three majestic domes fell, Ram’s birthplace has 
been exposed to the sun and the rain, complains the softly spoken, saffron-robed Satyendra Das as he 
sits near his temple reading the “Bhagavad Gita”, a Hindu text. “In the mosque Ram was safe”, he adds. 
“Those Hindu activists did all this for political gains. We had no hassles with our Muslim brothers.” 
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Political trials in Bangladesh  
 
The trials of Sheikh Hasina 
Nov 26th 2009 | DHAKA  
From The Economist print edition 

 
 
The country’s history in the dock 

MORE than 30 years after two Bangladeshi colonels flew to London to confess on television to having 
helped kill Sheikh Mujibur Rahman, Bangladesh’s founding president, the Supreme Court on November 
19th rejected an appeal by five army officers convicted of the murder. The verdict was expected, but 
praised as an historic chance for politicians to bury their obsession with Bangladesh’s past and focus on 
the present. More likely, partisan pressure will keep the past alive. 

Officials say executions by a firing squad will be carried out by January. Sheikh Mujib’s daughter, the 
prime minister Sheikh Hasina, has vowed to hunt down six absconding officers also convicted of the 
murder. The trial, which took 13 years, and was blocked from 2001-06 by the then ruling Bangladesh 
Nationalist Party (BNP), is only the first in a long list of highly sensitive court cases. This week the first 
group of 3,500 Bangladesh paramilitary troops went on trial over a mutiny in February, which left 57 army 
officers dead. Dozens will never face trial. At least 48 have died in custody.  

The most contentious of all trials, however, are the proposed prosecutions of those accused of “war 
crimes” in the war of secession from Pakistan in 1971, during which an estimated 3m people were killed. 
No member of the former Pakistani military nor any Bengali collaborator has ever been convicted. War-
crimes trials were among the main election promises of the ruling Awami League, which won a landslide 
last December.  

It has done little, however, to prepare for them, or to reassure foreign diplomats that the proposal 
amounts to more than a witch-hunt against those who opposed Bangladesh’s independence. A particular 
target is Jamaat-e-Islami, the country’s largest Islamic party, whose entire leadership it intends to 
prosecute for war crimes. Jamaat knows that an internationally credible trial is not imminent. It has just 
re-elected its leader, Motiur Rahman Nizami, for another three-year term. Observers had thought young 
Jamaat leaders keen to cleanse the party of the taint of 1971. 

The League also wants to revert to the 1972 constitution, enshrining the values—secularism, democracy, 
nationalism and socialism—on which Bangladesh’s independence struggle was based. The opposition BNP, 
a party with its roots in the army and allied to Jamaat during its 2001-06 rule, is livid.  

It leader, Khaleda Zia, must fear that she could be the last representative of the political dynasty she 
heads. The BNP’s seat tally in parliament (29, down from 193 in 2001) has made the party almost 
irrelevant. Its hopes now rest on Mrs Zia’s firstborn, Tarique Rahman, long considered her heir apparent. 
This month, on Mr Rahman’s 45th birthday, Mrs Zia prayed for the safe return of her son, who is receiving 
medical treatment abroad. Mr Rahman’s supporters in Dhaka are already preparing to greet his return 
with mass adulation. One popular poster reads: “If Obama can be president at the age of 45, why not 
Tarique?” But he faces numerous charges of corruption, including laundering millions of dollars during his 
mother’s kleptocratic rule. That may well be yet another trial the League would be happy to take on.  
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Sri Lanka's Tamil minority  
 
The power of the ballot 
Nov 26th 2009 | COLOMBO  
From The Economist print edition 

 
 
Suddenly, it matters what Tamils think 
 

 
SHAKING the rain out of his hair, Ravi Chandran boarded a state-run bus for Jaffna in the north and looked 
around. It would leave Colombo soon, at 11.30pm, and he wanted to grab a good seat for what could be a 16-
hour journey. Mr Chandran, a 27-year-old businessman in a rugby jersey and jeans, is among an estimated 
3,500 commuters from Sri Lanka’s Tamil minority to have used the new bus service since the government eased 
travel restrictions earlier this month. Civilians taking public transport to Jaffna no longer need defence-ministry 
authorisation; just three copies of their national identity card will do.  

Since the government’s victory in the long war with Tamil Tiger rebels in May, Tamils have chafed under travel 
and other restrictions. But an election looms, and President Mahinda Rajapaksa is lifting at least some of these. 
This week, he signed a proclamation authorising a presidential election in January. His main challenger is 
expected to be his former army commander, General Sarath Fonseka. So the loyalties of the Sinhalese majority 
will be split, and Tamil votes decisive. 

The government has already started courting them. On November 21st, after months of intense international 
pressure, the government announced that those displaced by the war will be free to move from December 1st, 
and that all of them will be resettled by the end of January. Of nearly 300,000 people interned in camps, almost 
half have already been ferried back to their war-shattered villages.  

Like others clambering on the Jaffna bus this week, Mr Chandran was happy that mobility between the mainly 
Sinhalese south and the mostly Tamil north is increasing. But what should be a simple ten-hour trip home 
remains dogged by delays, checkpoints and intense security.  

During a meeting with newspaper editors this week, Mr Rajapaksa presented his decision to go to the polls early 
as a sacrifice of two years of his term rather than as a shrewd move to capitalise on victory in the war. He said 
he wanted to allow voters in the north and east the chance to select a president. At the latest election in 2005, in 
which Mr Rajapaksa squeaked home by fewer than 200,000 votes, the Tigers ordered a boycott of the poll in 
Tamil areas.  

Still, Tamils are not likely to fall for Mr Rajapaksa’s claim, or for the small, calculated steps the government is 
taking to win their votes. Niranjan Ganeshathasan, a law student, agrees that Tamils will swing the vote in 
January but he would much rather see the repeal of draconian anti-terrorism legislation, an acceptable power-
sharing arrangement, and a truth-and-reconciliation commission to investigate what happened in the last weeks 
of the war. Mr Rajapaksa, he insists, will have to try harder, merely to entice apathetic Tamils to vote at all.  
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Many rivers to cross 
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The politics of public-works projects 

USUALLY, right-wing politicians such as President Lee Myung-bak are unwelcome in South Korea’s south-
western region of Cholla. South Korean presidents have tended to neglect the area, directing investment 
instead to Kyongsang, in the south-east, from where Mr Lee hails. But he chose the banks of Cholla’s 
Yeongsan river to launch the public-works project seen as his defining policy. The government is to spend 
16.9 trillion won ($14.6 billion) cleaning and beautifying South Korea’s four biggest rivers, and to stop 
them flooding.  

The president’s critics scorn the “four rivers” project as the product 
of the overblown ambition of a man who was once boss of South 
Korea’s biggest building firm, Hyundai Construction. They think it 
is a revamped version of an earlier, much-derided scheme for a 
“grand canal” from Seoul to Busan. They say it will do more harm 
than good for the environment, and are trying to block funds for it 
in parliament.  

Instead of venturing into Cholla, Mr Lee could have launched the 
scheme on the banks of another river it covers, the Geum in 
Chungchong. But Chungchong is site of the president’s biggest 
political headache. Mr Lee’s predecessor, Roh Moo-hyun, won the 
presidential election in 2002 by promising to build a new city, 
called Sejong, there. It was to house 49 government agencies 
including 12 ministries. During his campaign in 2007, Mr Lee 
endorsed the idea. But he is having second thoughts. His advisers 
say the Sejong plan is pure folly. As it is, government agencies are 
spread over three different locations. A fourth, 120km (75 miles) 
south of Seoul, seems a recipe for further inefficiency. The 
government now wants to turn Sejong into a research-and-
development centre rather than an administrative capital and is trying to lure business investment.  

Officials in Sejong, however, worry that cancelling plans to shift government agencies there could scupper 
the whole project, worth 22.5 trillion won. Construction companies seem to agree. They have stopped 
work and withheld payments to the government for land they bought in Sejong.  

The president’s nemesis, Park Geun-hye, a former chairman of his ruling Grand National Party (GNP), who 
still hopes to be president, backs the plans for Sejong. She argues that cancellation would shatter the 
GNP’s credibility. She can muster enough GNP votes to ensure that, with opposition help, bills to develop 
Sejong will get through parliament. Even more vexing for Mr Lee, Ms Park is also in a position to decide 
the fate of the four-rivers project.  
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Exhaust fumes and mirrors 
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From The Economist print edition 

 
 
Car sales up, petrol sales flat: stockpiling, fuel-efficiency, or simply lousy data? 

IN JANUARY sales of vehicles in China surpassed those in America. 
Passenger-car sales have grown by around 45% this year. Yet 
sales of petrol have failed to keep pace (see chart). Attempts to 
explain this baffling phenomenon come up with widely differing 
answers, in part because the data present problems at every turn. 
It is not known for sure, for example, how many cars are being 
sold by dealers to their final owners; nor how much petrol is being 
sold at the pump. The car-scrappage rate is also obscure, so the 
growth of China’s total passenger-car stock is hard to calculate. 
When it comes to questions of consumer behaviour, such as 
distances travelled by car owners and how these are affected by 
petrol prices, tolls or other costs, the guesswork multiplies. 

By the end of October sales of passenger cars from factories to 
dealers this year had reached 8.2m. Arthur Kroeber of 
Dragonomics, a consultancy, estimates that this could mean an 
increase in the total number of passenger cars in use of between 
20% and 25%. Petrol sales are hard to quantify. But partial data from the first nine months suggest there 
has been hardly any increase.  

One dramatic explanation has been proposed by Gordon Chang, an author and longtime doomsayer on 
China. Mr Chang wrote in October in Forbes magazine of what he admitted were unconfirmed reports that 
central-government officials had ordered state-owned enterprises to buy cars, which had then simply been 
stored in car parks.  

Stephen Green of Standard Chartered, a bank, offers a more prosaic explanation. People are buying more 
fuel-efficient cars, he suggests, and are using their cars less because of high fuel prices. Much of the 
growth in car sales this year has been encouraged by tax cuts on sales of small cars, which use less fuel. 
And Mr Green says petrol is 20% dearer than it was two years ago, creating a “powerful reason to drive 
less”. Mr Kroeber says that uncertainties remain even after taking account of these factors, and the 
figures were inconsistent even when gas-guzzlers were more common. But he rejects Mr Chang’s theory. 
“It’s just a reflection that China is a big and chaotic place” rife with incomplete data, he says.  
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The bland leading the blind 
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The president intervenes. Or does he? 

SUSILO BAMBANG YUDHOYONO, a son of the soil of eastern Java, is sometimes accused of being a bit too 
“Javanese”—meaning subtle, indirect and conciliatory. Despite cruising to re-election in July, Indonesia’s 
president still goes to great lengths to avoid political confrontation, stays on chummy terms with his 
rivals, and keeps his guard raised when speaking in public. For critics these same traits make the 
president dithering, overcautious and even bland. 

This week, however, some typically Javanese political manoeuvres helped Mr Yudhoyono avert a crisis that 
was threatening to derail his second term, which formally started only in October. High-ranking officials in 
the national police and the attorney-general’s office were alleged to have framed two senior members of 
the country’s anti-corruption commission, the KPK, whom they were investigating for having taken bribes. 
The fracas exposed deep-rooted corruption within Indonesia’s judicial system, and turned the public 
against the police and public prosecutors. Many suspected a plot to muzzle the KPK, which, it seemed, had 
been too effective. Protesters rallied to its support. 

The trouble came to the boil when a fact-finding team appointed by Mr Yudhoyono reported that the police 
investigation into the KPK officials, Chandra Hamzah and Bibit Samad Rianto, seemed based on fabricated 
evidence and there was nothing to warrant taking it to trial. The police and the attorney-general dismissed 
the report, putting Mr Yudhoyono in a bind: to intervene directly would overstep his legal authority and 
undermine his professed commitment to the rule of law; to let things slide risked further popular anger 
and serious damage to the campaign against corruption, which has been one of the most popular features 
of his administration.  

The president deftly extricated himself in characteristic fashion. In a speech televised live on November 
23rd he said that although he did not have the legal authority to stop the investigation against the KPK 
officials, “the other better solution” would be that the police and prosecutors “not take the case to court, 
while continuing to abide by the principle of justice.” 

Bewildered editors and television anchors scrambled to decipher what, if anything, had been decided. 
Anti-corruption activists and student leaders were baffled. The confusion was summarised the next 
morning by a posting by one local member of Facebook: “Who does he think he is? The Riddler? We need 
Batman.” 

But it seems that to resolve the mess did not require a cogent policy after all. Mr Yudhoyono’s obfuscation 
did the job. “The people who understand the symbolic language of Java will understand,” explained a 
government adviser. “He will never make a direct point. He will give a sign.” The attorney-general, 
Hendarman Supandji, took the hint. He told journalists that, following legal procedures, the case must be 
sent to the South Jakarta district prosecutor, who may then abandon it. The national police followed suit 
by reassigning its chief of detectives, who stood accused of leading the plot to frame Mr Bibit and Mr 
Chandra. Both institutions were given scope to be seen to be maintaining their authority, thus saving face. 
As Mr Yudhoyono knows, in Javanese culture such considerations are paramount.  
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In a process designed for villains 

WHEN Fidel Ramos was president, in 1992-98, he used to lament that outsiders often regard elections in 
the Philippines as a kind of carnival. In fact they are not just serious but sometimes lethal, as 
demonstrated by a terrible massacre this week on the southern island of Mindanao (see article). Even so, 
the parade of characters who have applied to register as candidates for president includes one whose 
ambition is to be emperor of the world and another who can crow like a rooster. The Commission on 
Elections will probably reject such people as “nuisance” candidates after the deadline for registration on 
December 1st. That would still leave a wide field of candidates generous-spirited voters might deem 
“serious”.  

Pulse Asia, a pollster, infers from the results of its most recent survey that its respondents prefer 
candidates who have a “clean public record”—ie, who are not considered corrupt. Voters seem to be 
hoping for a transformation in politics after the scandal-plagued administration of President Gloria 
Macapagal Arroyo.  

Four candidates stand out in the opinion polls. The favourite in Pulse Asia’s survey was Benigno “Noynoy” 
Aquino. Mr Aquino is an unremarkable senator, but happens to be the son of Corazon Aquino, a former 
president and nemesis of the dictator, Ferdinand Marcos, revered for her almost saintly political 
demeanour. With her death in August it dawned on voters that her son may have inherited this trait.  

Mr Aquino’s nearest challenger is another senator, Manuel “Manny” Villar. A businessman whose rags-to-
riches career may inspire voters, he is tainted by suspicion among his fellow-senators that he fiddled with 
legislation to benefit his private business. Then there is Joseph “Erap” Estrada. Mr Estrada has already 
been president. He was deposed and sentenced to life in prison for corruption, but later pardoned. Many 
poor Filipinos still think he is the kind of Robin Hood character that he used to play in his previous career 
as a film actor. He will probably end up being disqualified from running.  

There are several other candidates, far behind in the polls. These include Gilbert “Gibo” Teodoro, a lawyer 
and former defence secretary, who is the ruling party’s candidate. His association with the Arroyo 
administration will probably ruin his chances. Party affiliations count for little in Philippine politics, and 
policies (about which candidates have uttered barely a word) even less. A successful candidate needs only 
popularity, allies to fill his cabinet and give him some clout in Congress, and money for his campaign. And 
a popular candidate can always find allies and money. A presidential campaign costs more than 3 billion 
pesos ($64m). Fellow politicians and campaign contributors (usually rich families and companies) back 
potential winners, expecting in return a share of the spoils when their man or woman takes office.  

The process is known as “transactional politics” and usually winnows out the no-hopers. But if the voters 
in next year’s election are really wishing for a president they can trust to clean up government, it will 
inevitably reduce the appeal of the remaining candidates. The more opportunist allies the candidates 
gather and the more campaign funds they raise, the less trustworthy they will seem. When the carnival is 
over, the voters are likely to be left with a president whose priority will not be a hoped-for reform, but 
settling the transactions made during his campaign.  
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Massacre in Mindanao 
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The Philippines is used to political violence. But the massacre of at least 57 
people on the island of Mindanao on November 23rd was still shocking. The 
victims bore gunshot wounds and cuts. Some bodies were mutilated. Many 
were women, and about 18 were journalists. The killings were blamed on 
rivalry between Muslim clans over dominance of local government. A local 
mayor, who pleads his innocence, was detained as a suspect. Central 
governments have coddled warlords all over the country as a buffer 
against communist or Muslim insurgents, and because their unfettered 
control of local government allows them to cow whole constituencies into 
voting for their allies in national government. 
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Suffragette city 
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Little watched, Hong Kong's democratic fever is reaching its crisis 
 

 
THE struggle for democracy in Hong Kong is not like the struggle elsewhere. One venerable warrior takes 
holy communion alongside the territory’s chief executive before spending the rest of the day lambasting 
him. Another, a bluestocking barrister, struggles to pump her fist in time to the campaign music, after 
listening to Mozart at home. A former high official turned freedom fighter, dubbed “Hong Kong’s 
conscience”, famously peeled off from a march to pop into the hairdressers. Democrats and their “pro-
Beijing” adversaries alike send their sons to Ampleforth, Winchester or other snooty British schools. 

Part of the flavour of Hong Kong’s democracy struggle comes from the close intertwining of the elite in a 
small territory of 7m. And, as a columnist, Michael Chugani, puts it, the democratic fight is waged with 
democracy-style freedoms. People take to the streets, mock their rulers in the press, or take them to 
court. When Britain handed Hong Kong to China in 1997, these freedoms were not certain to endure. Yet 
the Communists in Beijing have endured too. Their opposition to radical change has given politics the air 
of a theatrical set-piece. Everybody knows his part. 

That impression was reinforced on November 19th, when the chief executive, Donald Tsang Yam-kuen, 
proposed reforms aimed at widening democracy in 2012, the year of elections for his successor and for a 
new Legislative Council (“Legco”). The democracy camp, with 23 out of 60 seats in a Legco that is still 
rigged against it, condemned them as little different from earlier proposals, which Legco voted down in 
2005. In the chamber, the official explaining the plan waited for the inevitable missile hurled by “Long 
Hair” Leung Kwok-hung, one of Hong Kong’s very few anarcho-Trotskyites. It proved to be a cardboard 
microwave oven, symbolising warmed-up fare. All good fun. 

Though democrats rarely admit it, political theatre, within bounds, has brought incremental 
improvements. In 2003 protests led the government “temporarily” to suspend a deeply unpopular anti-
sedition law imposed at China’s behest. In the 2005 debate about political reform, democrats’ main beef 
was the absence of a timetable for universal suffrage, promised in Hong Kong’s mini-constitution, the 
Basic Law. But in 2007, aware of growing local anger, China ruled that it would apply starting in 2017 for 
electing the chief executive, and from 2020 for Legco.  

Five years seems neither here nor there. So why make a fuss about 2012? One reason is that it is still far 
from clear what China means by “universal suffrage”. Take the “functional constituencies”, a British 
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legacy. These are made up of companies, professional bodies and trade unions, in which 16,000 
organisations and just 211,000 individuals “elect” half of Legco’s members. The latest proposals leave the 
functional constituencies intact. Stephen Lam Sui-lung, secretary for constitutional affairs, argues that the 
chief executive in 2017, elected through universal suffrage, will have the mandate to reform them. 
Democrats naturally want these rotten boroughs abolished in favour of purely geographical seats, but Mr 
Lam says that “the government has not reached such a strong conclusion.” A bastard system may prevail. 
As for the chief executive’s post, high barriers to nomination might yet debar candidates with a democratic 
bent.  

Audrey Eu Yuet-mee, head of the Civic Party, says Hong Kong needs a “road map” for getting to the final 
democratic arrangements. Now frustration is driving some to bolder theatre. Long Hair Leung’s League of 
Social Democrats and the Civic Party, made up mainly of barristers, propose that a legislative councillor in 
each of Hong Kong’s five geographical districts now resign, sparking by-elections in which each will 
campaign on the single issue of universal suffrage. They intend the by-elections to send a resounding 
popular message to Beijing. If that fails, some want democratic legislators to resign en masse.  

The plan is a huge gamble for the pan-democratic camp, putting at risk the 20 seats democrats need to 
wield a veto, without which any old political package might pass. Worse, says Ronny Tong Ka-wah, a 
founder of the Civic Party, the proposal is splitting political parties, the pan-democratic camp, and Hong 
Kong at large. In particular, the Democratic Party, veterans of the democracy movement but against the 
by-election plan, are lambasted by younger radicals as traitors. Rather than hastening political reform, all 
this may encourage China to resist it. “For 20 years Beijing has wanted to divide us,” says Mr Tong. “Now 
we’re destroying the democratic movement without Beijing lifting a finger.” 

 
Rotten boroughs, rotten fruits 

Since legal freedoms have survived, some question whether democracy really matters at all. The answer 
is certainly yes, it does. As it is, Mr Tsang and his unelected team struggle with declining popularity and 
problems of governance. A point never acknowledged by China (unsurprisingly) is that democratic 
legitimacy would help the executive branch. Nor is it true, as China has argued, that Hong Kong is an 
“economic city” whose go-getting residents care not a fig for politics. That ignores Hong Kong’s under-
represented poor. A highly skewed distribution of political rights is mirrored by equally skewed wealth. The 
average living space per person in public housing is 12.5 square metres (135 square feet), half that in 
China, which is eight times poorer. Thousands of men live in “cage homes” like livestock coops.  

The pearl-wearing freedom fighters understand this. So do their conservative opponents. In the early 
1970s industrialists insisted that an end to the seven-day week would spell doom for Hong Kong. Their 
sons today argue against a minimum wage, a social-safety net and an end to the functional 
constituencies. The difference is that their fathers would never have expected the Chinese Communist 
Party to be their staunchest ally.  
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Syria  
 
Has it won? 
Nov 26th 2009 | DAMASCUS  
From The Economist print edition 

 
 
Under its surprisingly durable leader, Syria has stubbornly nudged its way back into the heart 
of regional diplomacy. It can no longer be ignored 
 

 
SIX years ago, President Bashar Assad looked weak, stumbling and isolated. In the words of the 
neoconservatives dominant in Washington after the conquest of Iraq, his regime was “low-hanging fruit”. 
Its fall would complete a circle of Western influence in the area, with Turkey, a NATO member, to the 
north-west and Israel to the south. The decline of Syria seemed to hasten when, after it was widely 
blamed in 2005 for the murder of Lebanon’s five-times prime minister, Rafik Hariri, it ignominiously lost 
its place as master of its small neighbour. Only Iran, among Syria’s friends, stood fast against the West. 
Yet now the position has drastically changed. Mr Assad is increasingly viewed as an essential part of the 
region’s diplomatic jigsaw. He is fast coming back into the game. Even America would like to embrace 
him.  

Nothing illustrates this better than the recent flip-flop of Walid Jumblatt, hereditary head of Lebanon’s 
Druze minority. He has cause to loathe Syria. Its agents were thought to have killed his father in 1977, a 
crime that eased Syria’s penetration of Lebanon as a peacekeeper whose forces lingered long after the 
end of its civil war of 1975-90. Still, Mr Jumblatt reconciled himself to Syria’s then president, Hafez Assad, 
Bashar’s father, for many years doing his bidding. But the Druze chieftain broke openly with Mr Assad’s 
filial successor after the murder of Mr Hariri, an old ally. Championing the movement that ousted Syria 
from Lebanon, Mr Jumblatt drew applause in Washington for calling it “a country hijacked by a family and 
a mafia”.  

Yet Mr Jumblatt has recently changed tack again. Syria, he now says, is the core of the Arab world; 
Lebanon is destined to be on its side. If he had once spoken ill of Bashar Assad, it was only in the heat of 
emotion, Mr Jumblatt told al-Manar, the television station run by Hizbullah, Lebanon’s Shia party-cum-
militia, which is staunchly backed by Syria and Iran. Only last year Hizbullah’s forces clashed with Mr 
Jumblatt’s.  

The Druze boss, one of the Middle East’s more accurate weathervanes, is far from alone in pointing to 
Damascus, Syria’s capital. A flurry of foreign dignitaries has recently courted Mr Assad, including the Saudi 
king, the French and Croatian presidents, the prime ministers of Turkey, Jordan, Iraq and Spain, and a 
stream of ministers and MPs, plus a string of prominent Americans. Mr Jumblatt himself is expected in 
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Damascus soon, as is another Lebanese leader with a personal animus, Saad Hariri, now filling his slain 
father’s shoes as Lebanon’s prime minister.  

This sudden popularity marks a triumphant turnabout for the 44-
year-old Mr Assad. As a hereditary ruler in an ostensibly republican 
system, as a member of Syria’s historically marginal Alawite 
minority, and as a second son with a background in medicine 
rather than war or statecraft, he looked unlikely to succeed when 
he took power nine years ago. 

His tenure has not been easy. The period from 2002 to 2006 was 
especially grim. Not only was Syria vilified in the West for its long-
standing alliance with Iran, its support of violent Islamist groups 
pitted against Israel, and its nasty human-rights record. Mr Assad 
also stood accused of busting sanctions against Saddam Hussein 
and then, after the Iraqi dictator’s fall, of sheltering Baathist 
renegades and sending jihadists to kill Americans. Many Lebanese 
said Syria plotted a rash of bombings in their country between 
2005 and 2008, to perpetuate its influence after the forced 
withdrawal of its troops in 2005. The killing of Mr Hariri, a friend of France’s then president, Jacques 
Chirac, and of an array of Saudi royals, prompted the UN to launch an investigation that many expected to 
finger top Syrian officials.  

Syria also seemed to face looming economic collapse. Decades of central planning under the Baath party’s 
stifling rule had left it with few competitive industries and surging unemployment, even as its meagre oil 
resources rapidly shrank. An influx of more than a million Iraqi refugees, plus the sudden return of 
hundreds of thousands of Syrian labourers from Lebanon, added extra burdens.  

America piled on the pressure, slapping on sanctions in 2003, recalling its ambassador in 2005 and 
staging raids across Iraq’s border until as recently as last year. Israeli fighter aircraft buzzed Mr Assad’s 
beach house in a humiliating display of effortless aerial supremacy. The European Union, for its part, 
suspended talks on an association agreement in 2004, leaving Syria the only Mediterranean country 
without a preferential trade deal.  

Yet Mr Assad’s regime has not only endured but thrived, along with Syria’s economy. Its GDP, its foreign 
trade and the value of loans to its private sector have all nearly doubled in the past four years, as reforms 
have tapped suppressed entrepreneurial vigour. For decades Damascus looked as dour as Bucharest under 
communist rule. Now it pulses with life. New cars throng its streets. Fancy boutique hotels, bars and fully 
booked restaurants pack its rapidly gentrifying older quarters, while middle-class suburbs, replete with 
shopping malls and fast-food outlets, spread into the surrounding hills. 

The revenue of Damascus’s swankiest hotel, the Four Seasons, is said to have doubled between 2006 and 
2008. Bank Audi Syria, one of several Lebanese banks prospering there, made a profit within six months 
of launching in 2005. It now boasts $1.6 billion in deposits, and recently led Syria’s first-ever private 
syndication to finance a cement plant, a joint venture between France’s Lafarge and local businessmen 
costing $680m. In March Syria relaunched its stock exchange, moribund since the 1960s and still tiny. But 
with new rules allowing foreign ownership of equity, investors are showing keen interest. 

Abdullah Dardari, deputy prime minister for economic affairs since 2005, lists simple reasons for the 
turnaround. By slashing widely evaded taxes and import duties while reducing subsidies, the state has 
boosted revenue and reduced its dependency on oil. A liberalisation of banking, prices and trade has 
released pent-up potential in a country that 50 years ago was the most prosperous in the region. 

It is not just the promise of Syria’s own market of 22m people. Trade with Iraq, a traditional market for 
Syrian goods, has surged. Syria is a natural transit hub for the region’s energy exports. In October it 
signed a series of agreements with Turkey. A decade ago the Turks had threatened to invade; now they 
can drive across the border without visas. Last month the EU also abruptly signalled its eagerness to sign 
a long-delayed association agreement, leaving the Syrians to ponder whether it needs revision in light of 
their stronger bargaining hand.  

Many businessmen credit Mr Dardari with crucial policy changes. Yet they worry that he lacks institutional 
backing. They also fret about the longer term. Flashy new private industries and services outshine the 
rusty socialist economy that still employs a quarter of the workforce, but they have yet to replace it. The 
reforms so far have been the easier ones. Pervasive corruption and creaky infrastructure will impede 



progress. So will a school system that, despite the opening of some 15 private universities, is far from 
supplying the skills needed for a modern economy.  

 
Free the politics too 

Moreover, economic reforms have not been matched by a liberalisation of politics. On taking power, Mr 
Assad lifted hopes for change by such gestures as closing the notorious Tadmor prison, in Syria’s eastern 
desert, where thousands of political prisoners had rotted—hundreds of them dying there—in the 1980s. 
Damascus enjoyed a brief spring of dissent in 2001, but as international pressures mounted, the opening 
was quickly slammed shut. Repression is far less severe than under Mr Assad’s father, who ruled from 
1970 to 2000. But it is equally effective. The secret police remain unaccountable, ruthless and 
omnipresent. Human-rights workers, bloggers, and members of the 1.5m Kurdish minority all risk 
imprisonment under such charges as “spreading false information” and “weakening the national spirit”.  

But although Syrians whisper about palace intrigues and bumps in the night, a striking number reckon 
silence is a reasonable price to pay for stability. Punishment is harsh but at least the rules are clear. 
Syrian society is as complex in sectarian make-up as neighbouring Lebanon and Iraq, and harbours 
similarly volatile groups, including jihadist cells that the government ruthlessly squashes. Yet it has 
experienced minimal unrest in recent years. The most serious incident was a car bomb that killed 17 
people in Damascus last year. The calm, say some, results less from heavy policing than from clever 
intelligence, including the co-opting and manipulation of extremist groups. With the exception of the 
Kurds, Syria’s minorities enjoy a sense of security envied elsewhere in the region.  

If Mr Assad’s hard line at home has earned grudging respect, so has 
his firmness in foreign relations. Rather than flipping on Iran or 
abandoning ties to Hizbullah or the Palestinian Islamist group, 
Hamas, in order to please the West, his regime has upheld 
“resistance” as the best way to apply pressure on Israel, while 
offering to negotiate with it. Frightened by the invasion of Iraq, Syria 
nevertheless yanked the American lion’s tail by letting insurgents slip 
into the fray. Such nerve, along with Syria’s generous 
accommodation of Iraqi refugees, improved Mr Assad’s Arab 
nationalist credentials just when America’s moderate Arab allies 
looked callow and spineless.  

For sure, Syria’s dogged refusal to kowtow has been costly. Its 
hurried exit from Lebanon was humiliating. Its failure so far to 
accommodate itself to the new establishment in Baghdad has been 
expensive too, with Iraq’s rulers accusing it of plotting recent deadly 
bombings. Israel, meanwhile, clobbered Syria’s Hizbullah ally in 2006 
and its Hamas friends in Gaza earlier this year. Israel also bombed a 
suspected nuclear site in the Syrian desert in 2007 and recently 
intercepted a shipload of Iranian arms apparently bound, through 
Syrian ports, for Hizbullah.  

 
The rewards of saying no 

But Mr Assad’s tenacious immobility has proved a winning course overall, reinforcing Syria’s centrality to 
regional issues. As stalemate prevails, from Iraq to Palestine, Mr Assad has slowly regained many of the 
cards he appeared to have lost.  

The case of Lebanon is instructive. Since retreating in the face of a popular uprising against its 
interference, Syria has clawed its way back to a position of less overt but almost as effective dominance. 
Exploiting Lebanon’s fractiousness, Syria pushed its allies to undermine the pro-Western coalition that won 
Lebanon’s general election in 2005. Though pro-Syrian parties failed to end the coalition’s parliamentary 
majority in a more recent election, in June, they have hamstrung its attempts to govern. Only when the 
pro-Western coalition, known as the March 14th alliance, frustrated in politics and outgunned on the 
street, quietly addressed Syria’s concerns did Mr Assad’s Lebanese allies suddenly fall into line. The price 
appears to be that Hizbullah will keep its private army and that March 14th will not press for the UN to 
implicate Syria in its investigation of Mr Hariri’s death. Moreover, with Mr Jumblatt now hinting that he 
may jump ship, March 14th may well sink. 

Alamy

Sweeter times ahead 



Syria’s stubbornness over Israel, while letting militia allies in Lebanon and Gaza harry the Jewish state, 
has paid dividends too. The Israelis’ assault on Gaza and their willingness to put only partial limits on 
expanding Jewish settlements in the West Bank, outlined this week, have made it easier to bring Syria in 
from the cold. And Israel’s continuing failure to squelch Hamas or Hizbullah has left Syria with some useful 
chips. It hosts Hamas’s exiled leadership and still serves as a conduit for Iranian arms and money to 
Hizbullah. This gives Syria bargaining power in its long-standing demand for Israel to return the Golan 
Heights, which Israel occupied in 1967. 

Israel’s prime minister, Binyamin Netanyahu, tried to provoke a reaction from Mr Assad, when visiting 
President Nicolas Sarkozy in France, by calling for negotiations without preconditions. Syria had no 
preconditions, answered Mr Assad on his own Paris visit, but rather rights that everyone recognised. 
Indeed, Mr Netanyahu’s predecessor, Ehud Olmert, seemed to accept that the Heights would one day 
have to be returned to Syria. 

In the capitals of America’s Arab allies, a sense is growing that, in the light of the persistent stalemate 
between the Palestinians and Israel, stubbornly bloody-minded Syria has been canny all along. In the 
past, countries such as Saudi Arabia and Egypt have been waiting for Syria to come truckling back into 
the moderate fold. Now people in Damascus think the moderates may come truckling to them.  
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Iraq, Iran, America and The Economist  
 
Were we wrong? 
Nov 26th 2009  
From The Economist print edition 

 
 
The intricacies of regional diplomacy and a strenuous American denial 

LAST week The Economist ran an article entitled “A regional cockpit” describing how the influence of Iraq’s 
neighbours—Iran, Saudi Arabia, Turkey and, to a lesser extent, Syria—was waxing as that of America 
waned. To illustrate the evolution of a new balance of power, we pointed to an alleged meeting between 
the commander of Iran’s infamous Quds Force, Qassem Suleimani, and the American commander in Iraq, 
General Raymond Odierno, along with the American ambassador, Christopher Hill. 

Our correspondent in Baghdad had been told of this meeting, which was said to have taken place in early 
September, first by a leading Iraqi politician with close ties to the Iranians. This was confirmed by a senior 
American official in a position to know whether such a meeting had taken place. Just before publication, 
General Odierno and Mr Hill officially denied that the meeting had occurred.  

In our story we cited these denials, but in retrospect the way the story finally appeared (after editing) too 
readily gave the impression that such a meeting probably did happen. The previous American 
ambassador, Ryan Crocker, was known to have met less senior Iranian officials in Baghdad; but meeting 
General Suleimani would be much more controversial. 

Since publication, both General Odierno and his superior officer, General David Petraeus, at the United 
States Central Command, have denied that the meeting took place in such strenuous and unequivocal 
terms that we decided to remove our article temporarily from the web edition. As General Odierno’s letter 
to The Economist this week makes clear, this denial covers not just those that we cited, but intermediaries 
as well. General Petraeus is also happy to stake his own credibility on the same account. Noting the 
integrity of both generals, we are happy to accept their denial. 

General Odierno claims that we were manipulated by the Iranians. Sadly for him, that is not true; we 
would not have run the story without the confirmation from the American source (and the corroboration of 
other Westerners present when the information was confirmed). Even so, we should plainly have given 
greater weight to the original denials of General Odierno and Mr Hill.  
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Algeria versus Egypt  
 
Not just a game of football 
Nov 26th 2009  
From The Economist print edition 

 
 
When sporting nationalism turns ugly 

FOOTBALL may be the “beautiful game”—on the pitch. At a match in 
Cairo earlier this month, Egypt’s team, bidding to qualify for the 
finals of the World Cup to be held in South Africa next year, thrilled 
the nation by scoring in the dying seconds against its ancient rival, 
Algeria, grabbing the 2-0 victory it needed to reach a play-off in 
Sudan’s capital, Khartoum, on November 18th. Alas for Egypt, the 
Algerians then beat Egypt 1-0, shutting it out from the world’s most 
popular sporting event. Off the pitch, in several countries, the 
aftermath of Egypt’s defeat was ugly.  

Flaring tempers were inflamed by nationalism, stoked by reckless 
reporting, and fanned by politicians. The upshot was one of the 
nastier football mêlées since a real war broke out after a match 
between Honduras and El Salvador, which started with scuffles 
between fans and ended in a four-day conflict that left 3,000 dead.  

So far, no one is known to have died in the Egypt-Algeria row, 
though unsubstantiated Algerian news reports say that mobs in Cairo 
killed 11 Algerians, and Egyptian newspapers have accused Algerians of attacking Egyptians in Khartoum 
with swords. What is sure is that dozens of people have been hurt in riots in Sudan, Egypt and Algeria. 
Egypt has recalled its ambassador to Algeria, whose authorities, perhaps as a riposte, have slapped a 
surprise tax bill for $600m on an Egyptian-owned cellphone network. Rather than calming the mood, 
leaders in both countries have ridden the patriotic fervour to boost their own waning popularity.  

After the play-off in Sudan, some Algerians pelted the gloom-laden Egyptians with stones. With Cairo’s 
yellow press decrying this as savagery and pitched battles breaking out near Algeria’s embassy, the two 
sons of Egypt’s president, Hosni Mubarak, joined the fracas. The elder, Alaa, spoke on television of 
Algerian terrorism, while Gamal Mubarak, who many think is being groomed to succeed his father, told 
Algeria it would “suffer the consequences of Egypt’s wrath.” 
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Strife in eastern Congo  
 
Not quite as bloody as before 
Nov 26th 2009 | GOMA  
From The Economist print edition 

 
 
Despite continuing bloodshed and fear, things could be worse 

IN CONGO’S wild eastern provinces of North and South Kivu, 
hundreds of civilians have been hacked to death this year by 
Congo’s army, says Human Rights Watch, a New York-based 
lobby. Many more have been raped, beaten or robbed by other 
armed groups. Swathes of eastern Congo remain lawless. The 
United Nations reckons that in a population of 5.5m in Kivu, nearly 
a fifth have fled their homes. Yet—astonishing as it may seem—
conditions could be a lot worse. The overall situation is more stable 
than it was a year ago. 

That is not the impression given by a report written for the UN by 
a panel of experts and leaked this week. It excoriates the UN’s 
peacekeeping mission to Congo, better known by its French 
acronym, MONUC, at 17,000 the international body’s largest 
peacekeeping force in the world. Among other accusations, the 
report says that some of the UN peacekeepers collude with 
Congo’s army in helping various rebel groups they are supposed to 
be suppressing, in return for cash and access to Congo’s vast 
mineral wealth. Foreign aid workers often belittle MONUC as 
“useless”, “cowardly” and “a waste of money”.  

That is an exaggeration. Not all is gloom. In the past year the 
more populous parts of Kivu have become safer, though people in 
remoter districts still suffer. Roads and markets have reopened. 
The economy has picked up. An accommodation between the 
governments of Congo, Rwanda and Uganda has lessened tension 
without removing it altogether. MONUC is making progress, at 
least against one of the most troublesome of the rebel factions. 

In any event, there is no single conflict. A kaleidoscope of armed 
groups in Kivu, with an array of tribes, ideologies and commercial 
interests, competes for influence. The various battlegrounds have 
no clear borders in the trackless jungle. The defeat or surrender of 
one group often has unpredictable effects on others. Power ebbs 
and flows. But the killing is nothing like as relentless or large-scale 
as it was in the years immediately after President Mobutu Sese 
Seko’s fall in 1997. 

MONUC has targeted, among others, the Democratic Forces for the Liberation of Rwanda (FDLR), whose 
core is the Hutu militias chased from Rwanda after they had committed genocide against the country’s 
Tutsi minority in 1994. The governments of Congo and Rwanda, backed by MONUC, agreed to squash, 
curb or harass the FDLR into irrelevance. That is happening—to the clear benefit of Kivu’s people.  

Two operations this year, launched first by Rwandan and Congolese forces and then by MONUC alongside 
the Congolese army, have squeezed the FDLR’s room for manoeuvre. The arrest this month in Germany of 
the FDLR’s political leader, Ignace Murwanashyaka, on terror charges was another blow. A MONUC 
spokesperson says that so far this year the FDLR has lost 40% of its strength. The arrest of leaders in 
Germany may reduce its clout even more. 

Senior MONUC officers note that hundreds of FDLR fighters have turned themselves in. More may do so in 
the wake of Mr Murwanashyaka’s arrest. But a hard core of 2,000-5,000 is likely to stay in the jungle, 

  



waiting for the assault to subside. The leaked UN experts’ report says the FDLR is being resupplied with 
sophisticated weaponry through Burundi. Such reports are hard to substantiate. But it is probably true 
that the group has no shortage of recruits, including disgruntled Hutus in Rwanda, whose government is 
led by a tough Tutsi, Paul Kagame. One of MONUC’s aims is to push the FDLR out of the mining areas, 
where it can raise money, and into the deeper bush, where it can barely survive by “taxing” the locals and 
killing those who do not co-operate. 

MONUC admits that Congo’s army, with which it must co-operate, is little better. But the UN’s leading 
figures in Congo say that without MONUC’s oversight it would behave even worse. So MONUC gives the 
Congo army food rations, fuel and air support. Moreover, say MONUC’s commanders, senior Congolese 
army officers do sometimes punish those of its soldiers who behave badly. Congo’s president, Joseph 
Kabila, has brought in a system of mobile courts martial for soldiers who abuse civilians. Long sentences 
have already been handed down. MONUC suspended its support for one Congolese brigade after 
documented reports of atrocities. But MONUC’s commander, General Babacar Gaye, is loth to suspend 
other brigades, arguing that MONUC can do a better job by serving as a mentor to deter bad behaviour.  

Goma, North Kivu’s lakeside trading town, is relatively calm. All the same, riots still occasionally break out 
and curfews are periodically imposed. Tensions persist within the newly integrated forces of the Congolese 
army, which include a powerful Tutsi militia, called the National Congress for the Defence of the People 
(CNDP), that may retain its old command structure inside Congo’s army. Some CNDP men were implicated 
in a recent bout of looting in North Kivu. The group could break away from the Congolese army altogether 
if its commander, Bosco Ntaganda, is nabbed by the International Criminal Court and sent to The Hague 
to stand trial for recruiting children. But MONUC holds a delicate balance. If Mr Ntaganda stays free, he 
may strengthen his capacity to do harm. But if MONUC were to arrest him, his fellow CNDP fighters might 
run amok. 

Another source of tension is the loathing many locals in Kivu harbour towards the Tutsis, thousands more 
of whom have recently come from Rwanda in search of land and opportunity. Rwandan Tutsis take 
Congolese charcoal, timber and minerals for sale in Rwanda. They are widely viewed as rapacious. 

In short, the situation is as fraught as ever. Fear and hatred abound. The mineral wealth of the region, 
along with continuing lawlessness, means that groups still compete, often bloodily, for power. But on the 
whole an uneasy equilibrium prevails, which is better news than usual.  
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Kidnapping in Nigeria  
 
Go for the locals 
Nov 26th 2009 | LAGOS  
From The Economist print edition 

 
 
A new scourge is afflicting the rich 

IT COULD not have happened to a more colourful character. Nkem Owoh, a Nollywood film star is famous for a 
song about financial fraud entitled “I Go Chop Your Dollar”. While driving along a highway in eastern Nigeria 
earlier this month, he was kidnapped. His abductors originally demanded 15m naira ($99,000). He was freed a 
week later for an unknown ransom, though the local press say the gang was beaten down to a mere 1.4m 
naira plus the actor’s fancy car.  

The abduction sounds like a far-fetched script from one of Nigeria’s popular outlandish films. But kidnapping is 
a serious business. Nabbing prominent Nigerians is becoming increasingly common, as gangs shift their focus 
from foreign oil workers to their own rich compatriots. 

An American security firm ranks Nigeria in the world’s top eight kidnapping hotspots, alongside such violent 
places as Afghanistan, Iraq and Somalia. According to the State Department, more than 50 foreigners were 
kidnapped between January 2008 and July this year, most of them in the Delta region, home to Nigeria’s oil 
industry. Attacks on foreigners were even more frequent in 2007. Insurgents sought ransoms to draw 
attention to political grievances and to make cash. 

But, as foreign oil giants such as Royal Dutch Shell and ExxonMobil have tightened security and shifted 
professional staff out of the Delta, attackers have started looking for softer targets. Nigeria’s authorities are 
most worried by the spread of kidnapping beyond the Delta.  

The father of Chukwuma Soludo, a former central-bank chief, was seized at the end of October in Anambra 
state, where his son hopes to become governor. Simeon Soludo, in his late 70s, was freed some days later. His 
family denies that it paid the kidnappers a ransom. A senior official in the predominantly Muslim north was also 
recently abducted. Yakubu Lame, Nigeria’s minister of police affairs, said in July that 512 kidnappings had 
been reported in the first half of this year, against 353 for the whole of 2008. 

 
Not so bad if you’re white 

At the same time, the rate of abducting foreigners is going down. Staff who remain in the Delta, rather than in 
smart new offices in Lagos, the commercial capital, travel in convoys and stew in guarded compounds after 
dark. A recent fragile peace deal in the oil-producing states, following an amnesty for rebels this summer, has 
also reduced the abduction rate. Of the 35 Britons known to have been snatched in the Delta since 2006, only 
four were taken this year, says the British government.  

Western embassies and security firms in Nigeria agree that the shift towards local victims takes the heat off 
them a bit. Locals are not only easier targets but also give criminals the chance to demand ransoms from 
emotional families rather than from an oil company’s hard-headed anti-kidnapping team or insurance firm. 

Nigeria’s government has responded to the surge with an anti-kidnapping bill, which, if passed, would mean 
life sentences for abductors and their accomplices. This year, to the dismay of Amnesty International, six of 
the country’s 36 states have adopted the death penalty for the crime. More are considering it.  

However, it is by no means certain that tougher penalties will stem the tide. Despite the huge oil and gas 
reserves of Africa’s second-biggest economy, many Nigerians have no work, are on a daily hunt for cash, and 
are pumped up by the idea of instant wealth acquired by snatching a film star from his car.  
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Namibia's election  
 
Anyone else worth considering? 
Nov 26th 2009 | JOHANNESBURG  
From The Economist print edition 

 
 
Democracy is safe—but with a weak opposition 

NAMIBIA is the fifth country in southern Africa to hold multiparty elections 
this year. As with earlier polls in Botswana, Malawi, Mozambique and South 
Africa, the ruling party is pretty sure to be swept back into power with a 
big majority in a fair and peaceful ballot: a plus for democracy in Africa. 
But opposition has been notably weak. In three cases (Malawi is the 
exception), the same party has held uninterrupted power since 
independence; in South Africa, one party has ruled since the first fully 
democratic election took place in 1994. 

In Namibia, formerly South West Africa, presidential and parliamentary 
elections to be held on November 27th-28th are the fifth since the end of a 
22-year guerrilla war led by the South West Africa People’s Organisation 
(SWAPO) against apartheid South Africa. Two decades on, the world’s 
second-most sparsely populated country, with just 2.2m people spread 
over a territory more than three times the size of Britain, much of it desert 
and scrub, is a stable and peaceful multiparty democracy. In the latest 
index of African governance measured by the Mo Ibrahim Foundation, 
Namibia is ranked sixth out of 53 countries. But most Namibians are still 
very poor.  

Though Namibia is rich in minerals, such as copper, gold, lead, silver, uranium and zinc, most of its people 
are subsistence farmers living on less than $2 a day. Crime and unemployment are rising sharply. The 
new elite is rich and, some say, increasingly corrupt. Namibia also suffers from one of the world’s highest 
HIV/AIDS rates, with a fifth of its people thought to be infected.  

Yet the vast majority of Namibians still loyally support their liberation party. In the latest elections, in 
2004, SWAPO and its leader, Hifikepunye Pohamba, who succeeded the country’s founding president, Sam 
Nujoma, both scooped up more than 75% of the vote in an 84% turnout. They may get a little less this 
time but neither the party nor the 74-year-old president, a former guerrilla, has much to fear. 

All eyes will nevertheless be on a newcomer, the Rally for Democracy and Progress, formed two years ago 
by a group of SWAPO dissidents led by Hidipo Hamutenya, a former foreign minister, in protest against 
the party’s alleged “autocratic leadership”. With a degree in political science from Canada’s McGill 
University, Mr Hamutenya had been regarded as one of SWAPO’s cleverest stalwarts. If he performs well, 
albeit in defeat, he may yet emerge as a serious opposition leader and—perhaps one day—as a genuine 
presidential contender.  
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Russian modernisation  
 
Dmitry Medvedev's building project 
Nov 26th 2009 | MOSCOW  
From The Economist print edition 

 
 
The Russian president talks up modernisation, but to little purpose 
 

 
“STABILITY” was once the buzzword in Russia; now it is “modernisation”. In reality, there is little of either. 
Russia’s future is less predictable and modernisation more elusive than either was a decade ago. Yet the 
shift in language creates expectations of change. And in recent months, President Dmitry Medvedev has 
been talking and writing of little else. 

In doing so, he is stirring ghosts of perestroika in the late 1980s. In April 1985 Mikhail Gorbachev, as the 
new general secretary of the Communist Party, talked of negative trends in the economy and the need to 
speed up scientific and technological progress, while preserving stability and political continuity. At times 
Mr Medvedev’s speeches sound uncannily like postmodern renditions of Mr Gorbachev’s. His diagnosis is 
relentless: a primitive, commodity-based economy that cannot create prosperity; the lack of reforms; and 
all-pervasive corruption. And his vision of the future is charged with excitement: a Russia bursting with 
nanotechnology and nuclear-powered spaceships. Yet ultimately his recipe for change is implausible. 

His “plain-spoken analysis of past mistakes is more convincing than his formula for putting them right,” 
The Economist wrote of Mr Gorbachev in 1986. Much the same could now be said of Mr Medvedev. Unable 
and unwilling to touch the foundations of the political system that created him, Mr Medvedev has been 
reduced to uninspiring talk of simplifying Russia’s 11 time-zones and of creating business incubators at 
universities. 

Indeed, there is perceived to be a growing gap between Mr Medvedev’s words and reality. That reality 
includes the recent sudden death of a corporate lawyer in a Moscow jail. Sergei Magnitsky worked for 
Hermitage Capital, an investment fund run by Bill Browder, once a loyal Putinist who was barred from 
Russia in 2005 after feuding with firms close to the Kremlin. Last year Mr Browder complained that a gang 
of bent policemen had stolen his Russian companies and used them to embezzle $230m of state funds. 

The Russian authorities retaliated with a $17.4m tax case against Hermitage and arrested Mr Magnitsky, 
who had uncovered evidence of fraud and implicated the policemen who arrested him. In jail he developed 
a severe medical condition but was left without treatment, a fact that he meticulously documented in his 
diary. Investigators seem to have denied him help in an effort to extract a confession. On November 16th 
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he died of an abdominal rupture.  

Mr Magnitsky’s death was shocking, but hardly unusual: many people die in pre-trial detention across 
Russia, and even more in prison. Even so, the death of a successful lawyer working for a Western 
company has shaken young Russian professionals. This week Sergei Guriev, head of Russia’s New 
Economic School, had planned to publish an article in Vedomosti, Russia’s leading business paper, about 
“whether modernisation is impossible without political liberalisation.” Instead he wrote about Mr 
Magnitsky. “Without an article about Sergei’s death, talking about all other aspects of Russian 
modernisation is pointless…Who cares if the RTS equity index is rising or falling, or what is happening with 
interest or exchange rates, if life has no value?” 

After meeting human-rights activists, Mr Medvedev ordered an investigation into Mr Magnitsky’s death and 
into conditions in Russian detention centres. Prison doctors or wardens may be punished. But Mr 
Medvedev is unlikely to stop the hostage-taking, corporate raids by state agencies, rent-seeking and 
corruption that have become part of a system. It is a system that began in 2000 under President Vladimir 
Putin, when Vladimir Gusinsky, a media tycoon, was hounded out of the country. It kept a pregnant Yukos 
lawyer and the firm’s fatally ill manager in prison in a vain effort to make them testify against their old 
boss, Mikhail Khodorkovsky, who is now on trial once more. And it is the main obstacle to Russia’s 
modernisation. 

Mr Guriev suggests that the reason Russia has failed to modernise is that its ruling class can pocket rents 
from things as they are. Serious modernisation threatens them because it would require stronger 
institutions that would make this harder. This rent-seeking psychology is transmitted right down the 
bureaucratic chain, with each man taking a slice for himself. 

For all his fine words, Mr Medvedev is not an independent politician. He was picked by Mr Putin (who is 
now prime minister) for his loyalty and obedience. Despite much speculation, there are few signs of any 
falling-out between the two. Each plays his part. Mr Medvedev is the good cop who talks up 
modernisation, meets human-rights groups and negotiates nuclear-arms treaties with America’s Barack 
Obama. Mr Putin, the bad cop, runs Russia and distributes the money, as he made clear in the recent 
conference of his United Russia party.  

Yet Mr Medvedev’s talk of modernisation, even if no more than that, will resonate with many educated 
Russians, who increasingly believe that their country is heading in the wrong direction. As Mr Medvedev 
himself has put it, “a need for change has become particularly obvious in the past few months.” Russia 
was hit harder than any other G20 economy by the financial crisis. After a decade of oil-fired growth, GDP 
will shrink by 8% this year. The oil price is high enough to sustain public spending, but may not meet 
expectations of rising salaries and pensions. Real wages, which had been growing by over 10% a year for 
a decade, are falling. As one Russian businessman sums up, “Putin’s model of restoring Soviet symbols, 
lifestyle and incomes has run out of steam. Nobody has any strategy or even vision of what this country 
should become.” 

Under Mr Putin the political system is held together by the collective interest of those who divide up rents, 
combined with occasional repression. If the oil price stays flat or falls, that formula may keep working only 
if the repression is stepped up. Even that could be problematic: an epidemic of confessions on the internet 
by disgruntled and badly paid Russian policemen, plus a wave of police violence, point to a corrupt and 
uncontrollable force. Even a senior United Russian figure recently called the police unreformable; he went 
on to call for the force’s disbandment. 

The deterioration of democratic institutions in Russia since Mr Putin came to power in 2000 has led the 
country into a dead-end that is reminiscent of the late 1980s. Back then the Soviet Union could not meet 
people’s growing expectations and the economy was running out of resources. Today’s Russia is hardly the 
Soviet Union. It has basic freedoms and a large private sector, even if it is stifled by corruption. It also has 
reserves of $430 billion—not $3 billion as in December 1991. 

Yet unless oil prices rise again, Kremlin leaders may face the same choice as their Soviet predecessors 
did: to preserve themselves (and their country) by more repression or more liberalisation. Mr Gorbachev 
chose liberalisation. Mr Putin, who believes that the collapse of the Soviet Union was the greatest 
geopolitical catastrophe of the 20th century, is unlikely to make the same choice. But it may prove hard 
for him to find enough support for his repressive system. 
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Spain's economic troubles  
 
Unsustainable 
Nov 26th 2009 | MADRID  
From The Economist print edition 

 
 
The government may still be too optimistic over the country’s prospects 

SPAIN is the new sick man of Europe. That was how some commentators 
greeted the news that, although most other European Union countries 
climbed out of recession in the third quarter, Spain’s economy shrank, for 
the sixth quarter in a row. Yet a 0.3% drop in GDP was barely as big as 
Britain’s. And Spain has suffered a smaller one-year fall than the EU 
average, with Germany, Italy and Britain all doing worse. 

In none of these countries, however, has the pain of recession bitten so 
deep. Spain’s 19% unemployment rate is second only to Latvia’s in the EU. 
It reflects a structural hangover in a country that got drunk on bricks and 
mortar before its property bubble burst in 2007. Because of this, Spain 
entered recession in an already weakened state. As others recover slowly 
but predictably, Spain will need more time and extra care. Even optimists 
expect real recovery to come only in 2011. 

Spain’s Socialist prime minister, José Luis Rodríguez Zapatero, admits now 
that the housing boom, which peaked in his first term, was a bad thing. 
Some 900,000 of the new unemployed are largely unskilled construction workers, whose jobs may have 
gone for ever. Yet he is averse to pessimism. Recovery has started, he insisted at a round-table organised 
by The Economist on November 23rd. He also claimed that Spain’s potential growth remained above the 
euro-area average.  

Mr Zapatero’s credibility was dented when he refused to admit the scale of Spain’s problems as it fell into 
recession. Even so, he believes he can steer the country back to growth. This week his government 
planned to unveil a “sustainable economy” law, the main part of a strategy that looks forward to 2020. 
But the law will be long on good intentions and short on tough measures. Renewable energy, modest 
liberalisation and more training are likely to be on the list. Bold labour-market reforms to make it easier to 
fire workers will not be, to avoid upsetting Mr Zapatero’s trade-union friends. He prefers to rely on talks 
between the “social partners” that are unlikely to produce big change. 

Spain’s two-tier labour system is inefficient as well as unfair. Half the workers are on permanent contracts 
that make them extremely hard (and costly) to fire. Most of the rest scrape by in a netherworld of short-
term contracts, bouts of unemployment and the black market. Workers on short-term contracts were the 
first to lose their jobs when recession hit. As Elena Salgado, the finance minister, claims, this gives the 
system a certain flexibility. But it is bad for productivity. Inefficient workers on permanent contracts are 
protected. There is no incentive to train the young and the temporary.  

A further rise in unemployment may come from smaller companies 
squeezed between tough labour laws and a credit drought. Given 
protection for permanent employees and limited wage flexibility, 
many small and medium-sized enterprises risk bankruptcy. And 
unemployment is itself a cause of future woes. It costs the state 
money in lost tax revenues and extra benefit payments. It triggers 
mortgage defaults and depresses consumer spending. 

Ms Salgado is putting the brakes on fiscal expansion next year 
through tax rises and a slowdown in public spending—though 
infrastructure, including what will soon be Europe’s most extensive 
high-speed rail network, will continue to receive money. The state 
rail company, Renfe, has already snatched half the Madrid-to-
Barcelona traffic. Indeed, with its efficient, green technology, 
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Renfe is a symbol of the new sustainable economy that Mr 
Zapatero wants to create. Yet this will still be a long-term project, 
and it may require bigger improvements than any now planned in 
education, as well as more spending on research and 
development. 

Unfortunately, the shocking deterioration in the public finances, 
which have swung from a budget surplus in 2007 to a deficit of 
over 10% of GDP, is forcing retrenchment. Planned rises in taxes 
on income and sales are leading some economists to lower their 
forecasts for next year. The rises are taking purchasing power 
away from consumers, explains Javier Pérez de Azpillaga of 
Goldman Sachs, who sees a return to modest growth in the fourth 
quarter followed by dips back into negative figures during a bumpy 
2010. 

With lower public spending and few radical reforms in prospect, where might new growth come from? A 
short-term saviour is the rest of the EU, which takes two-thirds of Spanish exports. The economy may ride 
on the coat-tails of recovery in France and Germany for a while. But Spain must one day do a lot more to 
put its own house in order. 
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The complex etiquette of du and Sie in Germany 

“AT 2.12 our work was finished. At 2.15 we called each other Horst and 
Guido. This is the beginning of a great friendship.” That is how Guido 
Westerwelle, the Free Democratic leader in Germany’s coalition 
government, broke the news that he and Horst Seehofer of the Christian 
Social Union would henceforth address each other by the familiar du rather 
than the formal Sie. Since Mr Seehofer had called Mr Westerwelle a 
crybaby just weeks earlier, it was a touching reconciliation. But how much 
warmth does the intimate du convey? 

It used to be so simple. Relatives, friends, children and dogs were du; 
everyone else was Sie. The offer of du, usually by an older interlocutor, 
was not made lightly. But this formula has become scrambled during the 
past 40 years. Germany is not America, where everyone is on first-name 
terms except in the doctor’s surgery. The rules are now confusing, so that 
instead of guarding the borders between friendship and acquaintance, Sie 
and du often now smuggle coded messages across them. 

It started with 1968ers who impudently called their professors du. Later 
generations of students reverted to Sie. But with each other, indeed with 
everyone of student age, du predominates. Bouncers at Berlin’s clubs are gesiezt but bartenders are 
geduzt. Shoppers at upmarket KaDeWe are Sie but in shops packed with young Germans even those not 
so youthful may be called du. Annett Louisan, a pop singer, laments the passing of Sie: “This distance 
adds a little more/to something that would be a bore/‘What can I do for Sie?’/stimulates wild fantasy.” 

In less erotically charged settings Sie holds sway. Banks, law firms and ministries remain bastions of Sie, 
though egalitarian companies like Sweden’s IKEA have converted to du. It is easier to sack a Sie than a 
du. Sometimes du can even be dangerous: try it on a policeman and you may end up paying a fine for 
insulting an officer.  

Politics has its own rules. In the Social Democratic Party (SPD) it would be an insult to siezen a 
“comrade”. Communists in East Germany were du to each other, which gives it a sinister ring to some 
Ossis. In conservative circles and across party lines du is not yet automatic. Angela Merkel, the Christian 
Democratic chancellor, never said du to Frank-Walter Steinmeier, her SPD foreign minister, though she 
apparently already does so to his successor, Mr Westerwelle. 

In Mr Seehofer’s case, as the older man, he almost certainly made the first move with Mr Westerwelle. But 
that has not stopped him repeatedly sniping at the new foreign minister. In this case du seems less a 
profession of friendship than a screen for hostility.  
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An international court case creates tremors in the Balkans and beyond 

KOSOVO is a tiny place. But on December 1st, when hearings begin at 
the United Nations’ International Court of Justice on the legality of its 
2008 declaration of independence from Serbia, people from Catalonia 
to Tibet will be paying it close attention. Serbia persuaded the UN 
general assembly just over a year ago to ask the court to intervene. Its 
ruling may have ramifications around the world.  

Unlike the six former republics that became states after Yugoslavia 
collapsed in the 1990s, Kosovo was a province of Serbia. But some 
90% of its 2m-odd people are ethnic Albanians. In Yugoslav times it 
had many of the attributes of a republic, with an assembly and 
government. After NATO’s war in 1999, it became a UN ward.  

Serbia’s lawyers argue that Kosovo’s assembly had no right to declare 
independence and the UN should have nullified its act. The Kosovars 
reply that this is a constitutional question, not an issue of international 
law, so the court has no business opining on it. They also insist that 
Kosovo had a right to self-determination, just as much as the ex-Yugoslav republics.  

In all likelihood, the opinion of the court (which is not binding) will be vague, because there are many differing 
views over self-determination. Most Western countries (but not, eg, Spain) accept that Kosovo’s Albanians had 
that right. Some 63 states have recognised Kosovo’s independence. But Russia says Serbia’s right to territorial 
integrity has been violated. Admittedly, Russia’s position was weakened when it recognised the independence 
of Abkhazia and South Ossetia in August 2008—but the West’s refusal to recognise either Georgian territory 
also seems to conflict with a recognition of Kosovo.  

The irony is that, even if the court were to find against the Kosovars, Serbia would be quite unable to absorb 
2m hostile Albanians. Some senior Serbs concede privately that the real aim of going to court is to be rid of 
Kosovo, not to get it back. They want to manoeuvre the Kosovars into a position where they feel forced to 
return to the negotiating table—at which point Serbia might propose an exchange of Serb-inhabited north 
Kosovo for the Albanian-inhabited Presevo valley in Serbia.  

In the unlikely event that the court finds that the Kosovars did indeed have an unqualified right to declare their 
independence, notes Marc Weller, an international lawyer at Cambridge University who supports their 
argument, the court “would have set a huge precedent.” But for that very reason, the judges are unlikely to 
define exactly what the law is.  

The question before the court asks only if it was legal for Kosovo to declare independence. Even if it was not, it 
may keep its independence. Yet, although Kosovo’s government affects a nonchalant view of the proceedings, 
others are worried. Shyqyri Haxha, boss of PTK, Kosovo’s post and telecoms operator, which wants to privatise 
its profitable mobile arm, says that, unless the court finds clearly for Kosovo, it “will have implications for 
foreign investment”. He fears it might “deter big players from coming.” 

Kosovo is not the only Balkan issue before the court. In another case Croatia is accusing Serbia of genocide 
during the 1990s war. Macedonia has a case against Greece. Montenegro and Croatia may ask the court to 
examine an old border dispute. At least it beats killing each other.  
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Disquiet on the eastern front 
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Can a distracted America remain a bulwark for eastern Europe? 

DAMAGE control is never as good as damage prevention. Despite repeated 
reassurances, the countries of eastern Europe are worried about security. 
Their biggest concern is NATO, where officials are meant to be drafting 
contingency plans to defend Estonia, Latvia and Lithuania. Barack Obama 
pushed this idea at the NATO summit in April. A recent big Russian military 
exercise, which officials say culminated in a dummy nuclear attack on 
Poland, highlights the region’s vulnerability.  

Yet little is happening. NATO officials blame a “lack of consensus”. Western 
European countries, notably Germany and Italy, are against anything that 
is not first discussed with Russia. A likely outcome is a generic plan, to be 
presented privately to the Baltic three in December, that will not deal with 
specific threats.  

Nobody really expects a military conflict. But if NATO even hints that it is 
no longer in the business of guaranteeing the defence of all its members, it 
may encourage Kremlin mischief-making over such issues as minority 
rights or transit to Russia’s Kaliningrad exclave. Eastern Europeans are also 
cross about the European Union’s recent carve-up of top jobs. Germany 
and France showed that they decide the EU’s foreign policy, and that 
easterners do not count, says one minister in the region.  

The Americans admit to botching the announcement in September of a new missile-defence plan—
upgraded, not cancelled, they now insist. Vice-President Joe Biden has visited America’s main central 
European allies, as well as Ukraine and Georgia, to dispel feelings of neglect. A formidable American 
warship toured the Baltic during the Russian exercises. Six senior generals have visited Latvia alone in the 
past 12 months; bilateral military exercises are planned next year. The administration has offered Poland 
exercises with Patriot missile batteries armed with live warheads, whereas previously it had offered only 
dummy drills.  

Few people anywhere mourn the departure of George Bush and the strains he placed on America’s allies. 
But his team of hard-bitten officials who dealt with eastern Europe is still missed. The idealistic Mr Obama 
has brought a different lexicon to foreign policy: realpolitik is in, talk of common values is out. Some find 
this a refreshing change from the hectoring of the Bush administration. But eastern Europeans are 
distressed to hear so much talk of “partners” (bracketing countries as different as China and Poland) and 
so little of “allies”.  

A further worry is the effect on NATO of the war in Afghanistan. The more that NATO’s success there is 
defined as crucial to the alliance’s credibility, the more eastern members fear the consequences if it fails. 
Proportionately, eastern European NATO members have helped most in Afghanistan. The American-backed 
security pledge at the heart of NATO matters most to them too. Western Europeans who privately see 
NATO as an anachronism are unbothered by American disengagement.  

Admittedly, the Obama administration is preoccupied with domestic issues and with other pressing 
matters abroad. Europe as a whole, not just the eastern Europeans, cannot expect constant nannying. But 
even in Washington concern is mounting as well. “Why is the most popular man on the planet, leading the 
world’s strongest country, unable to get relations with America’s closest allies right?” fumes one 
(apolitical) former official.  

Many explanations can be offered. Inexperience is one. European and American observers talk of 
disorganisation in the administration’s National Security Council. One European official speaks of a “black 
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hole” there. Some note a tribal desire among Obamaites to be different from the Bushies: if they favoured 
eastern Europe, the new policy must be chillier. Others blame a habit of preferring a friendly atmosphere 
to tough decisions. “It is not irredeemable. But they have to redeem it,” says Kurt Volker, another former 
official.  

Part of the problem is that the EU and NATO are so frustrating to deal with. The fault lies on both sides—
but some of it reflects bad staff work that has made Mr Obama’s summits with the EU and NATO both 
boring and useless. Even where interests chime, progress is slow. A year after the EU first mooted its 
“eastern partnership” to boost western ties with six ex-Soviet countries (Armenia, Azerbaijan, Belarus, 
Georgia, Moldova and Ukraine), talks on American involvement are only just starting. A stronger Europe 
policy in Washington might make easterners less twitchy about America’s dealings with Russia.  

Such worries have led Poland to push for a stronger bilateral security commitment from America. That is 
ambitious, but also risky. If it fails, it could heighten the sense of abandonment. If it succeeds, it could 
create a two-tier NATO in the east: a few countries with a direct relationship with America, and a 
vulnerable rump without. A senior Pole denies this is a danger, noting that Polish military plans already 
include defence of Lithuania. The stronger Poland is, the more it can protect its neighbours. “They are our 
West Berlin,” he says. Hardly a comforting thought.  
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We are all Belgians now 
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How the European Union's horse-trading over top jobs reflects murky coalition-building 
 

 
EUROPE, it is said, must resist the temptation to become a giant Switzerland: ie, a smug, rich, insular 
place. But judging by the antics of European leaders as they filled two top European Union jobs on 
November 19th, the club faces another danger altogether: becoming a giant Belgium. 

Lots of European countries indulge in shadowy coalition politics, with jobs divvied out among rival parties, 
but Belgium takes the biscuit. All Belgian governments are big coalitions, uniting parties that loathe one 
another, staffed by fixed quotas of ministers from the French- and Dutch-speaking communities (who also 
cannot stand each other). Democracy barely counts, as even parties thumped at the ballot box return to 
office. What is the link between this and the selection of Herman Van Rompuy as the first full-time 
president of the European Council, and of Catherine Ashton as a new foreign-policy chief? It is the 
European weakness for coalition politics, in which a quest for “balance” all too often trumps talent or 
merit. 

There were winners and losers from the process that led to Mr Van Rompuy and Lady Ashton. The losers 
include those hoping for EU representatives to “stop the traffic” in Washington and Beijing. Mr Van 
Rompuy, an ascetic sort, has been prime minister of Belgium for less than a year: his name was pushed 
by France and Germany as a modest conservative from a small country who would chair EU summits 
without overshadowing them. Lady Ashton is capable and gets on with colleagues. But she has never held 
elected office and has no diplomatic experience. After a career in quasi-public agencies, she became a 
Labour minister, going to Brussels only in 2008 to take over the trade portfolio from Peter Mandelson. 
After the summit, Nicolas Sarkozy of France was asked why Lady Ashton was chosen. He gave three 
reasons: because it was felt a woman should hold a big EU job, because a centre-left politician was 
needed to “balance” Mr Van Rompuy and because “our British friends” wanted the post. 

Arguably, the biggest winners were the pan-European parties that unite politicians from Europe’s centre-
right and centre-left. These umbrella parties, matched by parallel groups in the European Parliament, are 
barely known to the voters. They strain credibility as ideological alliances. The centre-left Party of 
European Socialists (PES) unites ex-communists from eastern Europe with Nordic social democrats. Yet 
most Nordic socialists are more comfortable with the free market than some nominally centre-right parties 
from France or Greece, which sit in the centre-right European People’s Party (EPP). 

Britain, as ever, is an outlier. Labour is well to the right of the PES mainstream. The Conservatives were 
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so appalled by EPP federalism that they recently left the group. That pleased Tory Eurosceptics but waved 
goodbye to much influence. It is little wonder that Britain has failed to take pan-European parties 
seriously. Yet in early October, the EPP and PES agreed to divide the two top jobs between them, with the 
centre-right getting the president’s post. That ruled out Tony Blair, a Labour man, but Britain ignored this. 
The British “underestimated the capacity of the EPP and the PES to make their deal stick,” says one 
diplomat. Instead, Gordon Brown pushed Mr Blair for council president all the way to November 19th 
(even if, for two weeks beforehand, that support was largely tactical). Hours before the summit met, he 
finally dropped Mr Blair in exchange for winning the foreign-policy post. 

The deal was done at a small meeting of PES leaders. The guest list reads more like a “Trivial Pursuit” 
question than a roll call of world leaders. It included Borut Pahor (prime minister of Slovenia, if you must 
ask), Poul Nyrup Rasmussen (PES president) and Martin Schulz (the group’s boss in the European 
Parliament), alongside better-known figures such as José Luis Rodríguez Zapatero of Spain. Mr Brown 
floated three names—Lord Mandelson, Geoff Hoon, a former defence secretary, and Lady Ashton. His 
colleagues deemed Lord Mandelson too abrasive (and he may not have been available anyway); Mr Hoon 
was tainted by Iraq; and they wanted a woman. So Lady Ashton it was. 

 
Browned off 

There were complications along the way. In recent weeks, sources reveal, Mr Zapatero tried to persuade 
Mr Brown himself to try for council president: a suggestion that overlooks Mr Brown’s air of frowning 
misery at most EU meetings. Many EU governments wanted Britain’s foreign secretary, David Miliband, to 
have the foreign-policy job; he is clever and they wanted to harness Britain to the EU’s ambitions for a 
security and defence policy. But he preferred to stay in domestic politics. The European Commission’s 
president, José Manuel Barroso, promoted Lady Ashton because, as a serving commissioner, she ought to 
be more loyal than a newcomer. (The foreign-policy boss will answer to both the commission and national 
governments.)  

The new Lisbon treaty has boosted pan-European parties most of all. A dull-sounding change means that 
an absolute majority of the European Parliament must now approve the European Commission’s president 
and his college of commissioners. That means all big parties must agree, giving each a potential veto. 
Some national leaders did not realise they “couldn’t escape” the conditions of the pan-European parties, 
chuckles Mr Schulz. “They understand it better now.” Talk of Britain getting the single-market portfolio 
was also bluff, as the parliament would have vetoed a Briton in charge of financial services. 

This is a new world for national leaders used to majority government, such as Mr Brown. Others, like Mr 
Sarkozy, have cleverly used the threat of parliamentary hostility to kill candidates they dislike. It is a 
world of coalition deals, quotas and procedural ambushes. We are all Belgians now. 
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Christianity is playing a part in Conservative thinking, and may soon do the same for Labour 
 

 
BRITISH secularists deplore their country’s established church and the national broadcaster’s religious 
programming. But there can hardly be a more comfortable home for an atheist. Fewer people profess a 
belief in God than in America and even much of post-modern Europe. Church attendance has dropped 
sharply since the war. So irreverent are Britons in matters spiritual that 390,000 of them gave their 
religion as “Jedi” in the last census, making the science-fiction warrior cult the fourth-largest faith in the 
land.  

Most satisfyingly for the non-believer, politicians live in terror of being seen as righteous. Tony Blair was 
reticent about his Christianity while in office in order to avoid being thought a “nutter”. To the extent that 
Gordon Brown has played up his personal brand as an ascetic son of the manse, it has only amplified his 
aura of unelectable otherness. David Cameron, the Conservative leader who is likely to replace him as 
prime minister next year, recently stressed the doubting nature of his Anglicanism. Out-and-proud 
atheists abound in Westminster.  

Yet it would be a mistake to infer from this that religion has no intellectual purchase on British politics. 
Faith certainly informs some of the Tories’ current thinking. Mr Cameron’s “compassionate 
conservatism”—with its professed zeal for fighting poverty and reviving civil society—is not merely 
evocative of Christian ideals in a nebulous sense. It is, to an often underrated degree, driven by Christian 
individuals and organisations.  

Iain Duncan Smith, Mr Cameron’s predecessor-but-one and a fervent Catholic, is the party’s main 
advocate of fighting worklessness and family breakdown through reform of the welfare system. He is likely 
to feature in a Cameron government. His Centre for Social Justice (CSJ) is now the most influential think-
tank on the right. Many of its senior figures are Christians, including its director, Philippa Stroud, a former 
charity worker and now a Tory parliamentary candidate. On November 26th Mr Cameron spoke at the 
launch of ResPublica, a think-tank run by Philip Blond, a former theologian whose communitarian 
conservatism has also grabbed the Tory leader’s attention.  

Intimacy with true believers carries risks. The liberal voters Mr Cameron lured back to his party by 
flaunting his metropolitanism are the most likely to be put off by any hint of censoriousness. (The Tories 
recently had to deny that their plans to allow almost anyone to set up state schools would give rise to 
creationist teaching.) There is also scope for splits in the party’s higher reaches, where people of little or 
no faith dominate. Questions such as whether to recognise marriage in the tax system are already 
somewhat divisive (Mr Cameron is keener than his liberal shadow chancellor, George Osborne). 
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But whereas America’s religious right is largely defined by divisive lifestyle issues such as gay marriage 
and abortion, the Christians influencing the Tories focus on social problems such as poverty and 
delinquency. Hence their attractiveness to the Conservatives’ largely non-believing strategists and policy 
wonks. Religiously-inspired compassion has a history in the party. Mr Cameron is usually described as an 
heir to the One Nation conservatism of the post-war years. But that was a pragmatic creed; the Tories’ 
pitch to voters then was that they would run the welfare state a bit better than Labour. The likes of Mr 
Duncan Smith and Ms Stroud—moved by a calling to redeem a society they deem broken—have more in 
common with the Tory social reformers of the Victorian age. In any case, the Conservatives’ commitment 
to civil society would be meaningless were the party also suspicious of religion; many charities and 
voluntary groups have some connection to organised faith.  

There is another reason why it may be safer than many assume for the Tories to turn to religion for ideas. 
The Labour Party is not without a Christian mission of its own. Its roots in nonconformism seem remote 
now but the huge expansion of foreign aid by the government was driven in part by missionary spirit 
(Douglas Alexander, the development secretary, is, like the prime minister, the son of a Church of 
Scotland minister). The government is keen on faith schools, as are the Tories.  

And there may be more of this to come. If Labour is defeated at the next election, one of the competing 
visions for the party’s future will be the “ethical socialism” of pre-war Labour thinkers such as R. H. 
Tawney. Mr Blair was taken by this communitarian creed until statism won the battle for intellectual 
ownership of New Labour. It may have a sturdier champion in Jon Cruddas, the cerebral left-wing 
backbencher whom many fancy as at least a deputy leader of the party.  

Atheist intellectuals and the cheerfully agnostic or indifferent are numerous in the parliamentary party and 
among Labour’s base (as are Muslims and other non-Christian minorities). But Mr Cruddas’s lamentation 
that Labour has come to sound like the dry and technocratic custodian of an impersonal state—leaving to 
the Tories the stirring language of duty, togetherness and so on—resonates beyond the 44 Labour MPs 
who are members of the Christian Socialist Movement. The realities of power have also disabused some in 
the party of liberal assumptions. One reason this year’s welfare-reform bill passed easily was that Labour 
MPs who had witnessed the failure of a decade of spending to improve some of their constituents’ lives 
came to see irresponsibility and other moral failures as part of the problem.  

This is hardly proof of the return of Christian Socialism, any more than Mr Cameron’s fondness for the 
CSJ’s ideas suggests that the Church of England is once again the “Tory party at prayer”. And even the 
champions of these ideas wear their faith lightly in the political sphere, invoking values rather than 
religious doctrine. But in a country where profound social problems have survived a decade of massive 
state spending, politicians could be forgiven for looking beyond secular technocracy for answers.  
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The joys and perils of flying high 
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High Anglicans are thrilled by a papal offer but may not like the small print 
 

 
FATHER DAVID WALLER may be facing a little local difficulty, but he says morale is soaring among Anglo-
Catholics like himself: traditionalist Christians who favour elaborate rites (more than modern Catholics do) 
but have stayed within the fractious family of Anglicans. As worshippers tried to interpret the brief encounter 
in Rome on November 21st between Rowan Williams, the archbishop of Canterbury, and Pope Benedict XVI 
(which seemed to patch up the worst of the scrap in October, but no more), the noticeboard at his church 
was daubed with anti-Catholic graffiti. Father David returned from Mass (he always uses the Catholic term) 
to find drunken abuse on his answering machine. 

He says such insults (presumably from people trying to stop him accepting the papal offer last month of a 
new institutional home to Anglicans upset by their own church’s increasing liberalism) are much easier to 
bear than the hostility that old-line Anglicans faced at last year’s Anglican synod. That gathering endorsed 
the idea of women bishops and left little room for objectors. Anglo-Catholics, he says, are delighted because 
“the Pope is now offering us what we sought from the Church of England”—a corner where they can be old-
fashioned in worship and theology and still retain some traces of Anglicanism.  

Are high Anglicans rejoicing too soon? Yes, if they think they can easily bring over to Rome their places of 
worship, say people familiar with the arcane laws that govern and protect England’s established church. 
Most functioning churches are the property of a diocese, which has an obligation to maintain them as houses 
of Anglican prayer. That does not exclude sharing them with other Christian denominations, but even then 
their Anglican character has to be upheld. 

A different calculus arises when a church is declared redundant and its consecration is withdrawn. At that 
point, the diocese looks for a buyer who can offer something like the market price and afford to look after 
the building, whose structure is usually fragile and protected by law. If any Anglo-Catholic community, or 
regular Catholic community, could afford to relieve the Church of England of such premises, the Anglicans 
would be only too delighted—but given that the Catholic church also has more churches than it needs, this 
seems unlikely. “When they see the hard details, the Anglo-Catholics may think twice about moving,” 
murmurs one senior lay Anglican. 
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Bigger than you thought 
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How some shareholders lost out, and all must be wiser in future 

TWO years ago when Northern Rock, a mortgage bank, was teetering on 
the brink, the financial authorities considered keeping it afloat with secret 
emergency lending. Mervyn King, the governor of the Bank of England, 
would have liked to do it, he said later, though others say that initially he 
may have underestimated the seriousness of the situation. But there were 
legal objections to a covert operation. Soon a very public run on Northern 
Rock put paid to the lender’s prospects. It had eventually to be taken over 
by the state; its shareholders have so far lost everything. 

The objections at that time came mainly from the Financial Services 
Authority (FSA), which warned that a listed company would have to 
disclose the emergency funding to avoid misleading the markets. But a 
year later, it seems, there were no such qualms about covert central-bank 
support. More than £60 billion ($100 billion) was provided to two banks—
Royal Bank of Scotland (RBS) and HBOS—and the markets were not told 
for over a year. Mr King disclosed the fact on November 24th—curiously, on the day that the group to 
which HBOS now belongs, Lloyds Banking Group, was launching Britain’s biggest-ever rights issue. 

The circumstances in 2008 were scarier, but not dissimilar. After the collapse of Lehman Brothers in 
September, bank shares were falling and liquidity evaporating faster than ever. Giant RBS and high-rolling 
HBOS looked particularly shaky. A saviour for HBOS appeared when Lloyds TSB mooted a takeover. Then 
market turmoil hit, and the Bank of England openly pumped £37 billion into the three banks. Neither 
markets nor shareholders were told that the bank had lent a further £36.6 billion to RBS and £25.4 billion 
to HBOS. 

Former shareholders in Lloyds TSB are not amused to learn of it today. The central bank may well have 
been right to keep the support secret, lest panic swamp the system. It need not have permitted, still less 
encouraged, Lloyds to take over HBOS in those circumstances. Would the owners of a relatively sound 
bank have voted so overwhelmingly to buy a troubled one if they had known just how bad its troubles 
were? Suits may well ensue. 

In these two episodes shareholders feel hard done by, and with some reason. But there is another side of 
the story. As the debate about how banks and big firms are to be governed grows ever more strident, 
many berate shareholders for falling down on the job as the owners of corporate Britain. It is up to 
shareholders to see that companies are well run, unless there is market failure, says Paul Myners, the City 
minister. He gave warning on November 24th that shareholders neglecting their duty would allow 
“ownerless corporations to sleepwalk into another financial crisis”. 

Sir David Walker, a former banker and central banker, thinks much the 
same. In his review of bank governance published on November 26th he 
requires bank chairmen, on behalf of shareholders, and big investors to 
challenge executives much more sharply on strategy, risk management 
and remuneration. His proposal to force banks to disclose bands showing 
the number of people to whom it pays more than £1m will be included in a 
future Financial Services Bill. Sir David argues that engaged shareholders 
with a leisurely horizon can enhance a company’s absolute returns. 

But he also warns of the “potential imperfection in a relatively free-market 
capitalist system”, in which even investors with long-term liabilities look to 
make a turn by trading stocks actively, rather than acting as real owners. 
The point is not new, but neither has it been answered. 
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Knockout 
Nov 26th 2009  
From The Economist print edition 

 
 
A Supreme Court judgment does nothing for consumers 
 

 
SINCE July 2007 complaints from 1.2m bank customers about unfair charges on their unauthorised 
overdrafts have been gathering dust while learned counsel fought an action through the courts. In the red 
corner, the Office of Fair Trading (OFT) asserted the right to assess the fairness of overdraft charges 
according to whether they vastly exceeded the economic cost to the bank. In the blue corner were eight 
lenders (some of which have since merged) arguing that the charges were clearly set out in contracts 
voluntarily entered into by current-account holders. Two lower courts had ruled in favour of the OFT. On 
November 25th the Supreme Court gave its judgment in the matter and—against most expectations—
found for the banks. 

The court’s decision turned on a fine point of law, inspired by Brussels. At issue was the EU Directive on 
Unfair Terms in Consumer Contracts, transposed directly into English law in 1999. The killer clause seized 
on by the banks maintains that the fairness or otherwise of a contract cannot depend on the “adequacy of 
the price” but on whether its terms are stated clearly. The court agreed that the level of prices was not 
the issue; the clarity of the contract was.  

This need not be the end of the matter, said Lord Walker, one of the judges. Bank customers could still 
pursue their specific complaints and Parliament pass more consumer-friendly legislation. Lord Phillips, the 
president of the court, suggested that the OFT had other ways to challenge the “relevant terms” of the 
contracts, and that the issue might be taken to the European Court of Justice. 

But the ruling is nonetheless a blow for the competition watchdog and a boon for the lenders. An OFT 
market study in 2008 showed that banks were making around a third of their retail income from overdraft 
charges, and that their terms were neither clear nor subject to effective customer control. Had the case 
gone against them, the lenders—which include HSBC, Santander, Barclays, Royal Bank of Scotland and 
Lloyds Banking Group—stood to lose some £2.6 billion ($4.3 billion) a year. And claims dating back many 
years might well have been presented.  

Before 2007 consumers brought numerous complaints to county courts and the Financial Ombudsman 
Service (FOS), which were dealt with in ad hoc fashion. While the OFT case was pending, the Financial 
Services Authority, which regulates banks, suspended the requirement that they deal with cases or refer 
them to the FOS within eight weeks. That suspension has now been lifted, but there is little clarity as to 
how complaints will be resolved.  

Taking a deep breath, the OFT says it will have a think and issue another statement in December. In the 
meantime, it is not clear whether the court’s decision will help or hinder competition. Retail banking has 
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become increasingly concentrated in recession, and this decision will reinforce the survivors. That said, 
although British customers are notoriously sluggish about switching banks, those who are truly outraged 
do so. Perhaps this time the worm will turn. 
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A venture fund for innovation  
 
A taxpayer punt 
Nov 26th 2009  
From The Economist print edition 

 
 
The fund may be new but the idea is surprisingly old 

THE unprecedented intervention by the government to support collapsing banks has undermined the hands-
off approach to industrial policy that has prevailed in Britain for the past two decades. In particular, the case 
for active support of infant enterprises, especially by providing readier access to finance, has become 
respectable again. As ministers cast around for new sources of growth to make up for crisis-hit financial 
services, science and technology suggest themselves.  

Leading the charge is Lord Drayson, the science and innovation minister. An energetic biotech entrepreneur 
turned politician, he has been busy setting up a new state-backed venture capital fund to foster innovation. 
The government is putting in £150m and hopes rather ambitiously to attract sufficient additional private 
money to build a fund of £1 billion. 

Britain has a creditable, if patchy, record on innovation compared with other countries. It scores well on basic 
scientific work, less so on patents. A relatively small share of national output is spent on research and 
development (R&D), but the picture brightens when innovation is defined more broadly, says Jonathan 
Haskel, an economist at Imperial College Business School.  

If intangible investments including spending on software, design, brands, organisational acumen and 
workforce skills were counted along with R&D in business output, they would make up 14% of it, according to 
a report on November 26th from the National Endowment for Science, Technology and the Arts (NESTA), a 
government-backed outfit. That share is surpassed only by Finland in a group of eight advanced countries.  

Indeed, on a scoreboard published by the European Commission at the beginning of this year Britain’s rating 
for innovation was comfortably above average. This ranking, which assembles a variety of indicators on how 
the 27 member states of the European Union are performing, placed Britain in fifth place in a group headed 
by Sweden which the report called “innovation leaders”. Britain does better than France, worse than 
Germany.  

There is plenty of room for improvement, as NESTA points out. Along with weaknesses on skills, it highlights 
access to finance as a particular stumbling-block. At first sight this seems strange, since the venture-capital 
industry in Britain is second only to America’s in scale. But business surveys suggest that British 
entrepreneurs find it tougher to get financial backing than their counterparts in other advanced countries: 
Britain scores seventh out of nine on the accessibility of venture capital. 

Lord Drayson says that there is now greater enthusiasm at universities for turning the findings of basic 
research—for example, in the life sciences—into commercial spin-offs. That is held back, however, by a 
“capital blockage” which the fund is intended to clear. There will be no political interference, he insists, in its 
investments, which will be made by a private-sector manager (due to be appointed in December) in specialist 
venture-capital funds backing technology-based businesses.  

Despite the fund’s apparent novelty, Britain has in fact a long tradition of government attempts to help 
budding enterprises. The private-equity firm 3i traces its roots to a corporation founded in 1945 at the behest 
of the Bank of England to provide finance for smaller firms, plugging the “Macmillan gap” in the provision of 
capital identified by an eponymous report in 1931. If nothing else, the new fund will test whether access to 
finance is as important as entrepreneurs claim in holding back innovation in Britain.  
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Britain's woman in Brussels  
 
Gordon's angel 
Nov 26th 2009  
From The Economist print edition 

 
 
A mystery to Britain as well as in Europe 

SOME of those dispatched to bat for Britain in the higher reaches of the 
European Union (EU)—such as Neil Kinnock, a twice-defeated Labour 
leader, and Chris Patten, who had lost his parliamentary seat—were cruelly 
lampooned as rejects of their own electorate. Catherine Ashton has never 
received a vote from anyone outside the Campaign for Nuclear 
Disarmament, where she once served as a treasurer. Yet she is now 
notionally in charge of representing the continent to other world powers.  

The ascent of so obscure a figure to the job of EU trade commissioner in 
2008 puzzled many. Her elevation, announced on November 19th, to the 
post of high representative on foreign affairs—one of the most important 
jobs in Europe—seemed baffling. Admirers testify to her gifts as a 
negotiator, but her career before Brussels consisted of a tour of Whitehall 
departments at under-secretary level and a stint as leader of the House of 
Lords: hardly the stuff of Metternich. The mystery is not only why Europe 
embraced her, but why Gordon Brown wanted it to. 

Mr Brown lobbied for weeks to get Tony Blair the presidency. He failed; but the failure gave him 
negotiating capital. His centre-left European allies were willing for a Briton to take the foreign-affairs job. 
David Miliband, the foreign secretary, was a strong and popular candidate. But, perhaps with one eye on 
the Labour leadership contest that may follow the party’s defeat at the general election, Mr Miliband 
demurred. 

At that point Mr Brown might have tried to use his capital to secure one of the economic posts in the 
European Commission. The City worries about the clamour in parts of Europe—including France, which is 
expected to nab the internal-market brief—for tighter regulation of the financial sector. Britain could have 
mustered a strong candidate for such a job—someone like, say, Adair Turner, chairman of the Financial 
Services Authority, or Shriti Vadera, until recently a business minister—even though continental 
disenchantment with Britain’s “light-touch regulation” might well have ensured failure. 

Instead it ended up with Lady Ashton in a job that, because of her obscurity, will carry much less weight. 
The most plausible explanation is that, having made a fuss for Mr Blair, Mr Brown felt he needed one of 
the two “big” new posts to avoid lacerating headlines at home. Seen in this light, he set his own political 
interests over the national interest. 

Lady Ashton’s appointment has provoked justified worries about the EU’s role in the world (see 
Charlemagne). It also raises serious doubts about Mr Brown’s judgment. 
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Scotland's minority government  
 
Lessons from a hung parliament 
Nov 26th 2009 | EDINBURGH  
From The Economist print edition 

 
 
Fewer laws, more action 
 

 
BRITAIN’S political establishment was all aflutter this week after an opinion poll suggested the 
Conservatives’ lead over Labour had shrunk so much that David Cameron might not win an outright 
majority at the general election due by next June. A subsequent poll has restored the Tories’ majority-
winning lead, but so big is the swing required that the first hung parliament since 1974 is distinctly 
possible. That would mean either a formal coalition or, more likely, a minority government. This, however, 
might not be as unstable as many think: look at Scotland’s. 

Alex Salmond’s Scottish National Party (SNP) won more seats in the 129-strong Scottish Parliament than 
anyone else in the election in May 2007 but fell 18 seats short of a majority. His attempts to build a 
coalition were rebuffed, and he has run a minority government ever since. Yet his administration has been 
remarkably sturdy. That is partly because he has concentrated on popular things that could be done 
without parliamentary approval, such as building motorways, cutting prescription charges and reducing 
class sizes. The real secret, though, lies in the fact that he has managed to create alliances of a different 
sort. 

Denmark was the example Scotland’s civil servants studied. No party has had a majority there since 1909, 
and at least eight parties have sat in parliament since 1973. Governments have had to build separate 
coalitions for each new law proposed. This has worked in Denmark and elsewhere because, as Robert 
Hazell, director of the Constitution Unit at University College London, points out, “the absence of a 
government majority does not imply the existence of an opposition majority, as opposing parties also 
compete with each other.” 

Winning support for government bills is easiest when there are lots of parties and hence many winning 
permutations. Mr Salmond, though he can usually count on the votes of the two Green MSPs, has had only 
three opposition parties to treat with: Labour (with 46 votes), the Tories and the Liberal Democrats (each 
with 16). He has failed to put together support for some big manifesto promises, such as replacing local 
property taxes with a local income tax.  

Still, dealmaking (plus blackmail and discreet bribery) has pushed 
through 17 bills in two and a half years (compared with the 
previous administration’s 53 in four years), including the budgets 
without which the government would have ground to a halt. Earlier 
this year it looked as though Mr Salmond had run into trouble 
when the £33 billion budget for 2009-10 failed to pass. A week 
later, after finding £30m to please the Greens and £16m for 
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Labour as well as adding a political pledge to appease the Lib 
Dems (the Tories were already on board), the budget passed 
comfortably. More important even than these concessions was a 
threat by Mr Salmond to resign if the bill did not pass. The SNP’s 
continuing popularity, as expressed by intentions to vote for MSPs 
(see chart), has made opposition parties reluctant to precipitate an 
electoral contest. 

 
The charm offensive 

Retaining voter approval has been expensive work, however, 
entailing crowd-pleasing measures such as abolishing bridge tolls, 
university graduate taxes and hospital car-park charges. Now 
there is less money to spend. So Mr Salmond is relying heavily on 
his other main tactic, which is seizing every opportunity to divert 
attention to stinginess in Whitehall. News that Scotland was to pay an extra £59m to meet the rising costs 
of staging the 2014 Commonwealth games in Glasgow, for example, was accompanied by loud complaints 
that £150m-worth of lottery grants had been taken from Scottish causes to finance the 2012 Olympics in 
London. 

All this politicking is sustained by a highly efficient PR machine. It keeps Mr Salmond in the public eye, 
turning him out to attend good-news events three or four times a week. Spin-doctors rebut opposition hits 
swiftly, keep the normally truculent Scottish media quiescent with a stream of leaks and ruthlessly pump 
out the SNP message on all occasions.  

It is also helped by another alliance. Local councillors, usually loudly dissenting voices, have been 
encouraged to keep quiet by grants of enough money to freeze council-tax rates. “The local-central 
government deal is the real coalition in Scottish politics,” says James Mitchell, professor of politics at 
Strathclyde University. 

How useful is Scotland’s example? Recessions cry out for strong government; minority administrations 
must find it especially hard to take the sort of unpopular decisions that abound at the moment. Some of 
Mr Salmond’s tactics will be beyond Mr Cameron’s financial reach (though he may find Brussels as handy a 
bogeyman as Mr Salmond finds London). But experience shows, in Scotland and other places, that by 
building a constellation of alliances, minority government can be made to function. It is just hard work.  
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Bagehot  
 
Year zero 
Nov 26th 2009  
From The Economist print edition 

 
 
Why the impending general election will be unlike any other 
 

 
THE chief tools of the literary critic, T.S. Eliot wrote, are analysis and comparison. Political critics these 
days rely heavily on the latter. The canon their comparisons draw on is comprised not of writers but of the 
years of previous general elections, which toll percussively through too much newspaper commentary. The 
idea is to make judgments and predictions via analogy. The trouble with this method is that history is not 
quite as cyclical as it implies; and the current situation is too unusual for it to work.  

The Tories have two favourite comparators for their bid for power. One is 1979, when Margaret Thatcher 
ousted Labour after the Winter of Discontent; the other, which they fixate on in private, is 1997, when 
Tony Blair’s new model Labour Party won its first landslide. Gordon Brown has been said to dwell on 1945, 
when an ungrateful nation rejected Winston Churchill: for Churchill’s war heroism, read Mr Brown’s 
handling of the credit crunch and recession. Labour optimists adduce 1992, when a fag-end prime minister 
scored an unexpected triumph. Pessimists mutter about the 1920s, when the Liberals were annihilated. 

This week’s fashionable reference—after an outlying opinion poll suggested the Tories’ lead over Labour 
had shrunk to six points—is 1974, the last time an election resulted in a hung parliament. Aha, the 
commentariat cries, perhaps, in that scenario, Mr Brown would “do a Ted”; that is, emulate Ted Heath, 
another famous sulk, who tried to cobble together a coalition even though his Tory party had won fewer 
seats than Labour. Others cite 1977-78, when Labour’s loose pact with the Liberals kept it in office. Might 
someone or other pull that off this time? 

The hung-parliament speculation is superficially reinforced by a negative version of this historical thinking. 
If politics adheres to precedent, it follows that an outcome almost without precedent cannot happen. 
Therefore the Tories are unlikely to manage the huge swing and massive gains that, because of their weak 
starting point and the inbuilt biases of the electoral system, they need to win an overall majority. 

Most politicians, instinctively and oedipally, judge themselves against their illustrious forebears in this 
way. For journalists, date-dropping is an easy way to show off. For everyone else, the notion that the 
ominous future will conform to a known model is comforting: seeing current politicians as reincarnations 
of their predecessors, subliminally kitted out with their recognisable cigars, handbags and underpants, 
makes them more placeable. Of course, a proper sense of history is essential for rulers, and disdain for it 
a danger (Mr Blair is proof of that). All the same, this is a mistaken way to think about politics. 

  

Illustration by Steve O'Brien



 
What rhymes with “quantitative easing”? 

History never really repeats itself. Rather, as Mark Twain put it, it sometimes rhymes. The fit is almost 
always partial rather than exact—and the echoes and patterns are often visible only at a distance. In the 
case of the forthcoming general election, British politics may have been too convulsed for previous 
contests to be of much use in predicting the outcome.  

Consider some of the key characteristics of today’s political face-off. A superannuated government; a 
derided prime minister; a plausible, but not quite loved, leader of the opposition; a recession; an 
increasingly grim war: each of these conditions has obtained before, but not in quite the same way or 
combination. Several were present in 1997—but also in 1992. (Only in retrospect, incidentally, did 1992 
enter the roll of great political comebacks; before the election, many thought it looked set to result in, er, 
a hung parliament.) David Cameron is more credible than Neil Kinnock, but less magnetic than Mr Blair. 
As for the recession: until Mrs Thatcher, unemployment and standing in the polls seemed more or less to 
correlate. She broke that link; since her, the politics of recession and recovery have been erratic. 

Then there are the circumstances for which it is hard to find any recent equivalent at all. First, the 
rumbling repercussions of the expenses scandal. To an unprecedented degree, the big rift in British 
politics is now not between the parties, but between the voters and politicians as a class. Other perceived 
generic political failures, such as over the Lisbon treaty and the Iraq war, have helped to foment this 
mood. That makes a revival of the elation that marked Labour’s 1997 landslide inconceivable. (So, 
perhaps, does the memory of 1997 itself: a country may need to forget the disappointment that followed 
its last bout of euphoria before it succumbs to it again. It may be a decade or two before many people can 
believe in another New Jerusalem.) 

Next, the financial crisis. Yes, Britain has endured shocks and humiliating public finances before. But there 
is something peculiar about this episode: it is the first meltdown in the era of broad consensus in 
economic policy. The parties were all implicated in the mistakes that led to the bust, and their remedies 
now are similar, unlike, say, 1979. The impact on voters is nuanced and uncertain. Meanwhile, some pre-
existing political trends—the rise of small parties and the decline of tribal party allegiances—have 
accelerated. Put together, all that makes the general election of 2010 inconveniently unanalogous to any 
other.  

So, politicians and pundits: you are on your own. These queasy times—when voters are at once angry and 
apathetic, timid but yearning for change, sick of the incumbent but sceptical of the alternative—demand 
fewer comparisons and more analysis. Here, in brief, is Bagehot’s: the single most important, fixed aspect 
of public opinion is Mr Brown’s record-breaking unpopularity. Because of that, one common assumption 
about campaigns, that the gap between the big parties will narrow as the election draws near, will 
probably prove wrong. The Tories are still going to win the election and a majority, albeit a smallish one.  
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The Commonwealth  
 
Wider still and weaker? 
Nov 26th 2009 | PORT OF SPAIN, TRINIDAD  
From The Economist print edition 

 
 
An ever-expanding club of (mostly) ex-British colonies needs to develop sharper edges or else 
shut up shop 
 

 
BRITAIN’S empire, in the sense of overseas territories under United Kingdom sovereignty, has shrunk and 
shrunk: it now consists of just 14 islands, rocks and barely inhabited strips of land, the biggest of them in 
Antarctica. Meanwhile, the body that emerged from the empire 60 years ago, the Commonwealth, risks 
the opposite: growing so large, loose and floppy that it merges with the rest of humanity. 

Its 53 countries already represent a fifth of earth’s land area and nearly a third of the human race; their 
leaders, or most of them, were due to converge in Trinidad on November 27th—with many of their staff 
staying on two cruise ships, looming over Port of Spain’s waterfront. Just over half the Commonwealth’s 2 
billion people are Indian; but awkwardly, a poll of seven Commonwealth countries, including India, found 
that only a third of respondents could name something the body did.  

In several ways, this will be a bigger summit than ever. It will be joined by Ban Ki-moon, the UN 
secretary-general; and also, for a day, France’s president, Nicolas Sarkozy, as well as Denmark’s prime 
minister. All see the meeting as a useful precursor to the Copenhagen deliberation on climate change. The 
states present in Trinidad range from flat, vulnerable islands to powerful carbon-belching economies.  

And in yet another fading of an already faint contour, the Trinidad summit is expected to admit Rwanda, 
the first member with a colonial culture (inherited from Belgium) that is more Francophone than 
Anglophone. The old restriction to ex-British territories was broken in 1995, when ex-Portuguese 
Mozambique gained entry. 

Welcoming a French-speaking African state to the Commonwealth is a much bigger landmark. Anglo-
French rivalry has overshadowed the continent until very recent times. (For example, Rwanda’s genocide 
and civil strife might have met a firmer response if the French- and English-speaking worlds had put up a 
united front, instead of seeming to compete by proxy.) But once the Anglo-French divide is transcended, 
the question of what defines the Commonwealth becomes still harder.  

To concentrate minds, leaders arriving in the Caribbean will be presented 
with two reports, both of which are remarkably blunt, considering that one 
was funded in part by the Commonwealth’s small Secretariat, and the 
other came from the Royal Commonwealth Society, the largest of the 
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NGOs that promote the club.  

Both reports suggest that the group must acquire more bite, as a promoter 
of democracy and human rights, or else it might as well shut up. Not that 
the Commonwealth is entirely toothless. It has a patchy record of 
suspending or forcing the withdrawal of members that grossly violate its 
ideals of electoral democracy and racial equality. And there is a mild 
incentive for virtue: the joyous welcome afforded to countries that gain 
readmission after a period of isolation (as happened to South Africa after 
apartheid or Pakistan when democracy returned). 

At the moment, the club’s disciplinary organ is the Ministerial Action Group, 
known as CMAG, consisting of senior people from a rotating group of nine 
members. Just now, only one errant country is in its sights: Fiji, which was 
suspended in September after failing to return to democracy. But both 
reports say the Commonwealth’s machinery needs strengthening. Instead 
of reacting to coups d’état, the group should examine all its members to 
monitor the quality of democracy, as gauged by free expression, the 
absence of corruption and the separation of powers.  

One report, “Democracy in the Commonwealth”, reflects the passion of 
people who can tell good democratic systems from bad. One of its authors 
is Asma Jahangir, a Pakistani human-rights campaigner who has faced 
death threats, and in 2007, house arrest. The report is presented by 
Amartya Sen, a Nobel laureate who wants the Commonwealth to stand for 
something subtler than ballots and voting booths. It should urge reasoned 
debate and “governance by discussion” in domestic and global affairs, as preached by the philosopher 
John Stuart Mill. 

As Mr Sen sees it, many of the Commonwealth’s Asian members are poised somewhere between 
authoritarianism and ideal democracy. Despite its internal woes, Pakistan has fine independent 
newspapers. Bangladesh has emerged in a promising way from the challenges of militarism and Islamism. 
And Malaysia has bravely adversarial politics, not just at election time but in cyberspace. A properly 
functioning Commonwealth, with India playing an active role, could help to keep many countries on the 
right track. 

But the authors are blunt about the failings of some notional democracies. They quote a Ugandan judge as 
saying that “in most African countries, the legislature has, through intimidation, bribery and 
incompetence, been rendered impotent.” 

If that study is scathing about democracy in the Commonwealth, the other one, “Common What?”, is 
pretty frank about the club itself. Drawing on polls, focus groups and web chats involving tens of 
thousands of people, it found that the Commonwealth was more popular among poorer states than richer 
ones, but misunderstood everywhere. Only about a third of Australians or Canadians would be “sorry” or 
“appalled” if their country quit the club, though two-thirds of Indians and Malaysians would feel that way. 

The Commonwealth’s dwindling fan club, it notes provocatively, includes Anglophiles, monarchists and 
beneficiaries of its scholarships and professional networks; to have any hope of survival, it must expand 
this constituency by abandoning secretive culture and becoming more open to NGOs and the young. 

Some NGOs are not waiting. Well before the bigwigs arrived, they were setting up shop in a People’s 
Forum linked to the summit. One, called AIDS-Free World, called the anti-homosexuality law now before 
Uganda’s parliament a “moment of truth” for a body whose last summit (in Kampala) had spoken in lofty 
terms about the need to respect diversity.  
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Fighting poverty in emerging markets  
 
The gloves go on 
Nov 26th 2009  
From The Economist print edition 

 
 
Lessons from Brazil, China and India 

AT THE recent food summit in Rome, President Luiz Inácio Lula da Silva donned a pair of bright-red boxing 
gloves labelled “Hunger Free” and waved to the cameras. They were his prize—if that is the right term—
for Brazil’s success in topping a league table drawn up by ActionAid, a British charity, of countries that 
have done most to reduce hunger*. The occasion was a stunt, of course, but had a serious purpose: to 
show that even the poorest places can mitigate poverty and hunger. (Brazil is not in that category, but 
Ghana, Vietnam and Malawi—which came third, fourth and fifth—are.)  

ActionAid’s list was inevitably influenced by the sort of things that NGOs love: social-protection 
programmes, constitutional and legal guarantees against poverty, the rejection of free markets. But now 
comes a more rigorous assessment of poverty-reduction in Brazil, China and India by Martin Ravallion, the 
director of the World Bank’s Development Research Group†. It also suggests that hunger is not simply 
something that growth will take care of. Mr Ravallion shows that the performance of the giants varies a lot 
more than their growth. And he too regards Brazil’s performance as exceptional. 

Between them, Brazil, China and India account for half the world’s 
poorest people and an even bigger share of those who have 
escaped poverty. In 1981, 84% of China’s population was below 
the poverty line of $1.25 a day (in 2005 prices); in 2005 the share 
was just 16% (see chart). This amounted to a 6.6% proportionate 
annual rate of poverty reduction—the difference between the 
growth rates of the number of poor and the total population.  

Nobody did as well as China. Brazil’s share of those in poverty fell 
by half from 17% to 8%, an annual reduction of 3.2%. India did 
least well, cutting the share below the poverty line from 60% to 
42% between 1981 and 2005. This implies an annual reduction of 
1.5% a year, though there are problems with Indian statistics; 
using different consumption figures yields an annual reduction of 
3%, comparable to Brazil’s. 

As Mr Ravallion points out, these figures do not mirror growth 
rates. Brazil cut poverty by more than India despite much lower 
growth, just over 1% a year in 1993-2005, compared with India’s 
5%. If you calculate the rate of poverty reduction for each unit of GDP growth per person, Brazil did even 
better than China: the ratio is 4.3 for Brazil, 0.8 for China and 0.4 for India (0.8 if you use the adjusted 
consumption figures). Per unit of growth, Brazil reduced its proportional poverty rate five times more than 
China or India did. 

How did it do so well? The main explanation has to do with inequality. This (as measured by the Gini 
index, also marked on the chart) has fallen sharply in Brazil since 1993, while it has soared in China and 
risen in India. Greater inequality dampens the poverty-reducing effect of growth. 

Government policy played a big role in reducing inequality. Brazil’s main cash-transfer programme, called 
Bolsa Familia, provides help to 11m families, or 60% of all those in the poorest tenth. In contrast, social 
security in China is still provided largely through the enterprise system (ie, companies), so it tends to 
bypass those not in work. And government interventions in India are extraordinarily perverse. People in 
the poorest fifth are the least likely to have any kind of ration card (the key to public handouts), whereas 
the richest fifth are the most likely to. 

Mr Ravallion concludes with some useful lessons. In all three countries, economic stability made a big 
difference for the better. China cut poverty the most, but did best early on, when agriculture was growing 

  



fastest. As growth shifted towards the cities and manufacturing, inequality rose. It might have done even 
better with Brazilian-style “progressive” policies. India had both growth and social policies, yet did worst 
because its policies in fact did rather little to help the poor. With its caste system, and bad state schools, 
India may be a more unequal society than the numbers alone suggest. Both Asian countries could learn 
some lessons from Brazil. But Brazil, in turn, will not be able to match China’s record in reducing the 
number of poor people without higher growth. 

 
 

* “Who’s really fighting hunger?” www.actionaid.org 

†“A comparative perspective on poverty reduction in Brazil, China and India”. By Martin Ravallion. Policy Research Working Paper 5080. 
econ.worldbank.org. 
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Suspended animation 
Nov 26th 2009  
From The Economist print edition 

 
 
The art market has suffered from the recession, but globalisation should help it recover, say Fiammetta 
Rocco (interviewed here) and Sarah Thornton 
 

 
THE longest bull run in a century of art-market history ended on a dramatic note with a sale of 56 works by Damien 
Hirst, “Beautiful Inside My Head Forever”, at Sotheby’s in London on September 15th 2008 (see picture). All but two 
pieces sold, fetching more than £70m, a record for a sale by a single artist. It was a last hurrah. As the auctioneer 
called out bids, in New York one of the oldest banks on Wall Street, Lehman Brothers, filed for bankruptcy.  

The world art market had already been losing momentum for a while after rising vertiginously since 2003. At its peak in 
2007 it was worth some $65 billion, reckons Clare McAndrew, founder of Arts Economics, a research firm—double the 
figure five years earlier. Since then it may have come down to $50 billion. But the market generates interest far beyond 
its size because it brings together great wealth, enormous egos, greed, passion and controversy in a way matched by 
few other industries. 

In the weeks and months that followed Mr Hirst’s sale, spending of any sort became deeply unfashionable, especially in 
New York, where the bail-out of the banks coincided with the loss of thousands of jobs and the financial demise of many 
art-buying investors. In the art world that meant collectors stayed away from galleries and salerooms. Sales of 
contemporary art fell by two-thirds, and in the most overheated sector—for Chinese contemporary art—they were down 
by nearly 90% in the year to November 2008. Within weeks the world’s two biggest auction houses, Sotheby’s and 
Christie’s, had to pay out nearly $200m in guarantees to clients who had placed works for sale with them. 

The current downturn in the art market is the worst since the Japanese stopped buying Impressionists at the end of 
1989, a move that started the most serious contraction in the market since the second world war. This time experts 
reckon that prices are about 40% down on their peak on average, though some have been far more volatile. But 
Edward Dolman, Christie’s chief executive, says: “I’m pretty confident we’re at the bottom.” 

What makes this slump different from the last, he says, is that there are still buyers in the market, whereas in the early 
1990s, when interest rates were high, there was no demand even though many collectors wanted to sell. Christie’s 
revenues in the first half of 2009 were still higher than in the first half of 2006. Almost everyone who was interviewed 
for this special report said that the biggest problem at the moment is not a lack of demand but a lack of good work to 
sell. The three Ds—death, debt and divorce—still deliver works of art to the market. But anyone who does not have to 
sell is keeping away, waiting for confidence to return. 

The best that can be said about the market at the moment is that it is holding its breath. But this special report will 
argue that it will bounce back, and that the key to its recovery lies in globalisation. The supply of the best works of art 
will always be limited, but in the longer run demand is bound to rise as wealth is spreading ever more widely across the 
globe.  

The World Wealth Report, published by Capgemini and Merrill Lynch, charts the spending habits of the rich the world 
over. It includes art as one of a range of luxury items they like to buy. According to the report, in 2007 there were over 
10m people with investible assets of $1m or more. Last year that number dropped to 8.6m and many rich people scaled 
back their “investments of passion”—yachts, jets, cars, jewellery and so on. But the proportion of all luxury spending 
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that went on art increased as investors looked for assets that would hold their value in the longer term.  

The regional spread of buyers also changed significantly as some parts of the 
world became relatively richer. During the boom the number of wealthy people 
in Russia, India, China and the Middle East rose rapidly. In 2003 Sotheby’s 
biggest buyers—those who purchased lots costing at least $500,000—came from 
36 countries. By 2007 they were spread over 58 countries and their total 
number had tripled.  

That upward trend is still continuing, and many of the new buyers take a 
particular interest in the art of their own place and time. Last year China 
overtook France as the world’s third-biggest art market after America and 
Britain (see chart 1), and some 25% by value of the 100,000-plus works of art 
sold by Christie’s went to buyers from Russia, Asia and the Middle East.  

 
Auction records remain dominated by Impressionist and modern works (see table 2), but the biggest expansion in 
recent years has been in contemporary art. Prices of older works keep going up as more people have money to spend, 
but few such works become available because both collectors and museums tend to hold on to what they have. Old 
Master paintings, for example, have stuck at around 5% of both Sotheby’s and Christie’s sales for many years. By 
contrast, contemporary art, which in the early 1990s accounted for less than 10% of Sotheby’s revenues, grew to 
nearly 30% of greatly increased revenues by last year. Dealers and auction houses now sell more post-war and 
contemporary art than anything else. This report will concentrate on that part of the market, which accounts for about 
half the world’s art trade and most of the excitement. 

Part of the extra demand has come from a large increase in the number of museums. Over the past 25 years more than 
100 have been built, not only in America and Europe but also in the sheikhdoms of the Persian Gulf and the fast-
growing cities in Asia; sometimes in partnership with Western institutions, such as the Guggenheim or the Louvre, 
sometimes on their own. Many of these institutions have made their mark by buying contemporary art.  

Over the same period the number of wealthy private collectors has also increased many times over, and so has their 
diversity. The record price for one of Andy Warhol’s giant faces of Chairman Mao was $17.4m, paid by Joseph Lau, a 
Hong Kong property developer. It was the first major Warhol to go to the Far East. A month later the Qatar royal family 
bought a Hirst pill cabinet, entitled “Lullaby Spring”, for £9.7m, the first major Hirst bound for the Middle East. 
Everyone wants an iconic work, which helps explain the global demand for artists such as Warhol, Jeff Koons and Mr 
Hirst—and the eye-watering prices such work can command. 

 
Masters of the art universe 

Straddling all areas of the art market is a handful of individuals who have emerged as the key figures in the art world in 
recent years. Chief among them is François Pinault, a luxury-goods billionaire who is also a noted collector of 
contemporary art and the owner of Christie’s. Philippe Ségalot, his French-born adviser, was behind one of the biggest 
deals involving a single work of art, the private sale of Warhol’s 1963 painting, “Eight Elvises”, to an anonymous buyer 
for over $100m.  

Mr Ségalot is also believed to be advising the royal family of Qatar, which in the past two years has spent large sums 
buying modern art at auction, including record-breaking works by Mark Rothko and Mr Hirst. Steven Cohen, an 
American hedge-fund billionaire, also owns works by Warhol, Mr Hirst and Mr Koons. Mr Cohen used to be a sizeable 
shareholder of Sotheby’s and is still an important provider of liquidity to art buyers.  

The popularity of blockbuster art exhibitions and the emergence of buyers with a different cultural history have helped 
change tastes. Artists such as Edvard Munch and Vasily Kandinsky rose sharply after solo shows in London and New 
York. Alexei von Jawlensky and Emil Nolde were regarded as specialist interests until Russian collectors began seeking 
them out. Zhao Wuji used to be just another Chinese painter-in-exile; now he is recognised as an Abstract Expressionist 



master influenced by Paul Klee and praised by both Joan Miró and Pablo Picasso. 

 
How to sell it 

One of the biggest changes since the market last peaked in 1989 has been the expansion of the auction houses and the 
change in the nature of the dealer business. Twenty years ago auction houses sold to dealers, and dealers sold to 
private customers. Today many collectors are advised by auctioneers, both at sales and privately.  

Rising costs brought trouble to many old-fashioned fine-art dealer emporiums. In London Christopher Gibbs has sold his 
stock and Partridge is in administration. In Paris Galerie Segoura has closed, as has Salvatore Romano in Florence. 
Many dealers now prefer to take art works on consignment, matching sellers to buyers for a commission rather than 
investing in stocks of art. 

About half the market’s business, reckons Ms McAndrew of Arts Economics, is conducted at public auctions, with 
Christie’s and Sotheby’s taking the lion’s share. Smaller houses include Drouot in Paris, Bonhams, which is based in 
London but has several offices abroad, and Doyle in New York. The other half is generated by private dealers and 
galleries that are notoriously secretive. One of the biggest private deals in recent years came to light only because the 
details were disclosed in an American court following the Bernard Madoff scandal. Last July ten paintings by Rothko and 
two sculptures by Alberto Giacometti were sold by a New York financier to help repay Mr Madoff’s investors. A mystery 
buyer spent $310m on the works. Two dealers earned $37.5m in fees. 

By comparison with that private world, Sotheby’s and Christie’s auction business looks like a model of transparency. 
Although buyers and sellers are rarely named, the auction price is public. Yet even here there are dark corners. The 
leading auctioneers offer inducements such as guaranteed prices to persuade sellers to part with their treasures, and 
generous terms of payment for buyers. 

One thing that differentiates the two auction houses is their ownership structure. Sotheby’s is a quoted company 
whereas Christie’s, once listed, was taken private in 1999 by its current owner, Mr Pinault. Christie’s business has since 
expanded hugely, partly thanks to Mr Pinault’s pivotal position in the international art world. Even though the company 
can pick and choose what information it wants to reveal, it has in fact become more open over the past ten years.  

Sotheby’s, for its part, is still smarting from the public beating it received in America nearly a decade ago when its 
chairman, Alfred Taubman, and its chief executive, Diana Brooks, were found guilty of conspiring with Christie’s to fix 
commissions. Mr Taubman served ten months of a one-year prison sentence; Mrs Brooks was given six months’ house 
arrest, a $350,000 fine and 1,000 hours of community service. No one was charged at Christie’s, which had blown the 
whistle on the commission-fixing. Sotheby’s lives in fear of the regulators and discloses only as much financial 
information as it has to. 

In the decade since the scandal both auction houses have concentrated on expansion. Sotheby’s was the first 
auctioneer to become interested in Russia and remains bigger there than its rival. Christie’s, which has long been 
especially strong in the Far East, has put a lot of effort into China. Foreigners are not allowed to own auction houses 
there, but Christie’s has got around that by signing a licensing agreement with a leading Chinese auctioneer. Both 
houses have their eye on the Middle East. Christie’s holds regular auctions in Dubai, of which its art and jewellery sales 
are the most successful. Sotheby’s has opened an office in Qatar which is important for its relationship with the Qatar 
royal family, one of its biggest clients. 

The response of both auction houses to the current slump has been broadly similar: staff cuts, unpaid leave, a squeeze 
on salaries, slashed marketing and travel budgets, and an edict that the glossy auction catalogues, which in the boom 
cost each of them £25m a year to produce, were no longer to be handed out like chocolate drops. 

With a hugely expanded international client base, it was only a matter of time before both auctioneers started to muscle 
in on areas that had previously been the preserve of private dealers, matching buyers and sellers and selling new art 
rather than items that had already been in the market. Sotheby’s proved to be much the more ruthless of the two. All 
the lots in Mr Hirst’s September 2008 sale, for example, had been consigned to Sotheby’s directly from the artist’s 
workshop, which shocked dealers who had not previously thought of the auction houses as direct competitors. 

In 2006 Sotheby’s paid $56.5m for Noortman Master Paintings, a leading dealer in Old Masters. Less than a year later 
Christie’s bought Haunch of Venison, another high-profile dealer set up in 2002, whose founders included a former 
director of Christie’s contemporary-art department. Noortman gave Sotheby’s an entry into the Maastricht Art Fair, the 
pre-eminent dealers’ fest, and Haunch of Venison helped make Christie’s Mr Pinault the biggest art trader in the 
market. Both galleries operate independently of the auction houses, but the relationships are close.  

 
All things to all men 

Both auction houses have also put a lot of effort into advising buyers on how to improve their collections. As Jussi 
Pylkkanen, Christie’s European president, says, “We’re much more than an auction house now.” The recession has 
made many collectors nervous about offering their treasures at auction, so they are selling them privately. In 2007 
Christie’s chalked up private sales of $542m and Sotheby’s of $730m, which means the two auction houses are now 
among the world’s biggest private dealers. Both often get calls like the one Sotheby’s recently took from a Moscow 



collector with $2m to spend on an “optimistic” Chagall oil, “not too feminine” and no more than a metre in height. “We 
put out the word and immediately received several offers from our offices in London, Geneva and New York,” says 
Mikhail Kamensky, the firm’s head of CIS business. 

In 2007 private deals accounted for 8.7% of Christie’s business. Mr Pylkkanen expects that figure to go up to 20% of its 
revenue within three years. That should put the wind up private dealers.  
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Auctions are moving online 

FOR centuries raising your hand was the way you bid at auction, 
whether you were buying sheep or Meissen shepherdesses. In the 1960s 
auction houses across the world introduced bidding by telephone, but 
the take-up was slow. Most would-be buyers used the phone to leave a 
bid with the auctioneer rather than to issue live instructions, round by 
round. 

Now technology has opened up another possibility: online bidding. The 
auction houses are divided. Matthew Girling, Bonhams’s chief executive 
for Europe and the Middle East, is against it: “We’re not building an 
online business.” Sotheby’s has an elegant website that allows 
customers to browse its catalogues, look at sales figures going back all 
the way to 1998 and get real-time auction results for several sales at 
once. But it stops short of letting clients take part in auctions online, 
except for wine.  

Christie’s, by contrast, has gone the whole hog. At the start of every sale the auctioneer welcomes those in the 
room and then takes a moment to look up at the camera and greet those who are following it online. Other 
auction houses dismiss this as a theatrical gesture, aimed at making bidders in the saleroom feel they are 
connected to the whole planet. But the figures tell their own story. 

In 2008, Christie’s says, £57m was bid or underbid using its online LIVE system, and just over a fifth of its lots 
were sold that way. More than a quarter of the online bidders were new to the auction house. The majority of 
its online shoppers are in America and Britain, followed by France, Italy and the Netherlands. Online bidding 
tends to be strongest for items that buyers can preview elsewhere, such as watches, jewellery, wine and 
photographic prints. The price for lots bought online last year averaged $6,000, though some people spend 
much more: in April 2008 a Stradivari violin, “The Penny”, was sold for $1.3m in New York to a previously 
unknown online bidder in Russia.  

The psychology of buying at auction still tends to favour the bidder in the room. He or she is part of the 
audience and can judge more easily whether competing bidders are approaching their limit. That is one reason 
why Christie’s has been slow to introduce online bidding in its high-end evening sales of contemporary art. But 
in a recent sale of post-war Italian classics directly after its contemporary sale, a small Giorgio de Chirico oil of 
a white horse by the seashore, dating from the 1940s, was sold to an online bidder for £43,250, including 
commission and fees. 

Christie’s is confident that online bidding has huge potential that can be unlocked at modest cost. “All I can 
say”, comments Andrew Foster, the president of Christie’s Asia, “is that it has been an incredibly worthwhile 
investment. It was profitable within 12 months.” 

Others are going the same way. ATG Media, a British company that already services 450 auctioneers 
worldwide, putting their catalogues online and allowing buyers to leave bids, is about to launch a new Chinese 
arm to its existing online venture. This will be run in partnership with Qi Qi Jiang, a young Shanghai 
entrepreneur who combines developing her own business with studying for a doctorate in Oriental art at 
Oxford University. Auctioneers in China will be charged an £800 entry fee, in addition to the usual 3% of the 
hammer price—much the same as in Britain, where they pay £770, even though there are extra training and 
other development costs to be covered. The two biggest Chinese auctioneers, Beijing Poly and China Guardian, 
seem to think it worthwhile: they have applied to join.  

Telephone buying took 25 years to catch up with the saleroom. Online bidding is likely to get there a lot faster. 
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The ins and outs of primary and secondary markets 

CONTEMPORARY art is bought in two main ways that appeal to quite different kinds of temperament. The 
primary market offers the work that emerges from artists’ studios and is often displayed in carefully 
curated gallery shows. The secondary market involves the resale of art objects, either through private 
dealers or via auction houses. Except for charity auctions and the one-off Damien Hirst “Beautiful Inside 
My Head Forever” sale, which featured paintings and sculptures straight out of the artist’s studio, primary 
auctions are almost unheard of. Twenty years ago the recent work of living artists was rarely resold, but 
for the past decade contemporary art has accounted for a growing proportion of the auction houses’ sales 
volume. In 2007, at the height of the boom, total auction sales of post-war and contemporary art 
exceeded those of Impressionist and modern.  

Over the same period the number of primary dealers also rose 
rapidly. Many galleries greatly expanded their exhibition space and 
took to running several solo shows side by side. Some galleries 
opened up in foreign cities. For example, the Gagosian Gallery 
added new showrooms in Rome and Athens to its existing ones in 
New York, London and Los Angeles.  

Primary-market collectors often like to meet the artists as well as 
look at their work. For them, studio visits or post-vernissage 
“artist’s dinners” (a well-known art-world ritual) are not only part 
of the pleasure of collecting, they are an essential aspect of 
researching and developing their collections. 

In the primary market the collector who offers the most money is 
not necessarily the one who wins the work. Gallerists will have a 
circle of collectors to whom they extend special privileges. This 
was more important during the boom, when many collectors might 
be chasing a single painting by a coveted artist, but in general it still holds true.  

When primary collectors “buy in depth”, meaning that they acquire a lot of work by a single artist, they 
can become integral to an artist’s career. The gallerist will often give such supporters first pick of new 
pieces or even let them reserve works well in advance of a show. Collectors who “flip” work at auction 
may have their privileges withdrawn or find themselves excluded from the gallerist’s coterie. That may 
hurt: many of them greatly value the opportunity to acquire a potential masterpiece. 

 
Picking winners 

Primary prices are usually lower than secondary ones, but the collectors who shop in this market are not 
so much bargain-hunters as risk-takers. In a few years’ time their purchase may be worth ten times what 
they paid for it; conversely, they may not be able to sell it at all. It all depends on the stature of the artist 
in question. If he or she is “emergent”—which usually means young, but can also refer to older artists who 
have only recently signed up with a well-known gallery—the risk is greater, but so is the potential return.  

Apart from exhibitions in private galleries, the primary market 
revolves around art fairs. The upper floor at Art Basel in 
Switzerland, most of the stands at Art Basel Miami Beach in Florida 
and the entire Frieze Art Fair in London (not to mention many 
second-tier regional fairs in cities such as New York, Turin, Berlin, 
Shanghai and Buenos Aires) are important meeting places for the 
primary market. These fairs proliferated during the boom and still 
seem to be doing reasonably well in the recession. Collectors who 
may have stopped making regular gallery rounds still like to go to 

  



the fairs for an update on the latest work and, having taken the 
trouble to attend, do not want to return empty-handed. 

Collectors who buy most of their art on the secondary market are 
different beasts. They tend to see the primary market as murky, 
time-consuming and hierarchical. They prefer the “democracy” of 
the auction and the buzz of being in the saleroom—or perhaps the 
convenience of bidding on the phone from the comfort of home. 
They feel reassured by the auction houses’ sophisticated 
marketing, global networks and glossy catalogues, and by the 
presence of an underbidder who is willing to pay a similar price. 

Artists often resent the huge profits that collectors can make by 
reselling their work at auction. Outsiders watching art being 
auctioned off for a lot of money tend to assume that the artists 
benefit, but in many countries, including America, they get nothing 
at all when their work is resold, and in Europe they receive only a tiny “droit de suite”. Nor is the 
relationship between secondary and primary prices straightforward. For example, an artist such as David 
Hockney can find that his work from the 1960s commands higher prices than his more recent output.  

 
Primary dealers usually like to keep quiet about their asking prices. They try to nudge them up gently so 
as not to choke off demand. By contrast, secondary-market dealers, and particularly the auction houses, 
have no vested interest in the career of any particular artist and simply try to achieve the highest price 
possible. If a record price turns out to be a fluke or if the work fails to sell—both of which can damage the 
perception of an artist’s worth—they move on to promoting someone else.  

Increasingly dealers are working in both markets, either by developing a secondary-market practice in the 
backrooms of their galleries or by establishing a relationship with a living artist that gives them access to 
work fresh from the studio. These dealers are particularly active in the auction room, both “supporting” 
their artists by bidding on behalf of clients and buying work for their stock if it is going for less than 
expected. And although the interests of the two markets sometimes clash, they arguably need each other. 
These days the resale of contemporary art helps to inject cash into the primary market. Many more people 
buy art, and at higher prices, because they know they can sell it on.  
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Validation in the contemporary market 
 

 
“GREAT art stands the test of time,” goes the adage. But how exactly is the work tested? Put another way, 
in a world where anything can be art and where concept is king, how do works by living artists accrue 
value? The answer lies beyond the art market, in the broader terrain of the art world where artists and 
their oeuvres undergo a complex filtering process that insiders call “validation”. 

Validation is not straightforward. If you are pursuing a career in accountancy, you are confronted with a 
series of hurdles; clear them all, and you have arrived. For artists, life is much more complicated. In a 
social setting where the official rule is rule-breaking, the artist who crawls under the first hurdle, knocks 
over the second and does a strange scissor kick over the third may ultimately win the greatest 
recognition. Almost by definition, a competent artist is an insignificant one. 

Still, there are moments when artists gather endorsement from the disparate factions of the art world. 
Most of those under 50 now have a fine-arts degree. Attending the right art school—usually, but not 
always, in or near a city with a lively art scene—is not only a means of acquiring knowledge, but also of 
establishing a peer group and a network of contacts.  

After graduation, the biggest hurdle is finding a good dealer to represent you. “Validation is at the core of 
our business,” explains Iwan Wirth, a dealer with galleries in London, Zurich and New York. “It is our 
expertise. Credibility is what an artist needs in the long run.” When recruiting new artists, the quality of 
their work is most important, but with young artists a dealer may have only a few years of work to 
consider. “So you do a risk-assessment based on their character,” says Mr Wirth.  

 
Reputation management 

A gallery’s credibility rests on its stable of artists. The location, scale and aesthetics of a gallery’s 
exhibition space inspire confidence, and strong curatorial connections and monied clients make a 
difference. But what matters most is a cluster of artistic reputations. When recruiting, dealers often act on 
the recommendations of artists who are already on their roster. It helps lend coherence to the gallery’s 
programme and acknowledges that other artists are important arbitrators.  

Established artists lend gravitas to the younger artists in the gallery’s stable, whereas the young provide 
the frisson of the new. Hauser and Wirth, for example, represents Louise Bourgeois, a French sculptress 
aged 97, but has also just exhibited work by Subodh Gupta, 45, a rising Indian post-modernist. Matthew 
Marks Gallery in New York represents Jasper Johns, an American master aged 79, and has just signed Paul 
Sietsema, a 41-year-old Los Angeles-born artist and film-maker.
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Emerging art galleries often need the approval of prestigious art fairs to be taken seriously. The four 
leading fairs, in Basel, London, Miami and Paris, are oversubscribed and turn away many applicants. They 
rely on rigorous selection committees to impose quality control and do their best to avoid any hint of 
cronyism. According to Amanda Sharp, co-owner of the Frieze Art Fair, “Frieze’s number one unique 
selling point is integrity. We try to make decisions in as balanced and informed a way as possible.” 

The most powerful validators have a reputation for independence. Paul Schimmel, chief curator of the 
Museum of Contemporary Art in Los Angeles, says that “institutions validate by doing rigorously 
researched shows that put aside politics. We maintain our credibility by working with a real variety of 
artists and curators that reveals many points of view.” Mr Schimmel prefers the term “illuminate” to 
“validate”, explaining that “my job as a curator is to make the art matter.” 

Artworks are among the few commodities whose status is affected by their owners, so dealers take great 
care in “placing” the works. The ideal buyer is a public museum of modern art, but in recent years 
collectors with private foundations, such as Glenn Fuhrman in New York and Don and Mera Rubell in 
Miami, have made a big impact on the primary market. In countries where the state shows little interest 
in contemporary art, the financial support of collectors is vital. In Italy, for example, the intelligent 
curating that accompanies the philanthropic efforts of fashion houses such as Prada and Trussardi and 
private individuals such as Patrizia Sandretto re Rebaudengo, a collector in Turin, turns their foundations 
into important trial grounds for young artists. 

Collectors who sell off their works too quickly risk being seen as collector-dealers or investor-speculators, 
which detracts from their prestige (a fate that has befallen Britain’s Charles Saatchi). As it happens, those 
who buy for the sake of the art rather than for profit or to impress their peers are often the most 
influential. Dakis Joannou, an acclaimed connoisseur with his own museum in Athens, explains that “I am 
not interested in power but engagement. I like to put the work in dialogue with other art, to give it the 
opportunity to speak, to see whether it can stand on its own feet.” 

Repeated display in different contexts tests the work as well as building an audience for it. Within a given 
museum, project spaces, group shows and solo retrospectives offer different platforms. And not all 
museums are equal. The Museum of Modern Art in New York used to be the most important judge, but 
now institutions such as Tate Modern and the Centre Pompidou have the muscle to ratify artists. Even so, 
the authority of the institution is no guarantee of success; a poorly received exhibition in a renowned 
museum can be worse than no show at all. 

Since Andy Warhol, media exposure has been increasingly important and a handful of artists are 
celebrities of sorts. An artist’s work needs to accumulate a body of interpretation and, better still, a series 
of narratives about the creation of the work that brings it to life. Artists’ personalities are important to the 
marketability of their oeuvre. To that end, scathing reviews can be just as useful as good ones. They 
suggest the work has touched a nerve, violating good taste or established norms.  

 
You get what you pay for 

Auction-house specialists suggest that there is a strong correlation between quality and price. As Amy 
Cappellazzo, deputy chairman of Christie’s in America, puts it, “a high price can result from two people 
feeling emotional about an object in a way that defies the natural market. However, the best is worth 
more, by a large margin, than just a nice example. The auction process roots out quality and rewards it.” 

But a high price at auction can be followed by a backlash if enough people feel that the artist does not 
deserve it. During the boom Anselm Reyle, a German artist who makes large series of decorative 
abstractions, was doing well at auction for a while, but his museum exposure was limited and it was 
widely felt that his prices had become unduly inflated. They have since come down dramatically.  

Ideally, the market follows other mechanisms of validation. “When the prices go sky-high, artists’ careers 
can become unhinged and it can be psychologically difficult for them,” says Victoria Miro, a London dealer. 
“Auction houses have enormous short-term influence but it is a bad sign if careers are managed there.” 

Validation is closely linked to the perceived integrity of artists and the lasting truths evoked by their work. 
It is a complicated process in which the art world’s many different constituencies—artists, dealers, 
curators, critics and collectors—all play a part. Unless they all believe in it, the work will not stand the test 
of time.  
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Andy Warhol is the bellwether 
 

 
“EIGHT ELVISES” is a 12-foot painting that has all the virtues of a great Andy Warhol: fame, repetition 
and the threat of death. The canvas is also awash with the artist’s favourite colour, silver, and dates from 
a vintage Warhol year, 1963. It did not leave the home of Annibale Berlingieri, a Roman collector, for 40 
years, but in autumn 2008 it sold for over $100m in a deal brokered by Philippe Ségalot, the French art 
consultant. That sale was a world record for Warhol and a benchmark that only four other artists—Pablo 
Picasso, Jackson Pollock, Willem De Kooning and Gustav Klimt—have ever achieved. 

Warhol’s oeuvre is huge. It consists of about 10,000 artworks made between 1961, when the artist gave 
up graphic design, and 1987, when he died suddenly at the age of 58. Most of these are silk-screen 
paintings portraying anything from Campbell’s soup cans to Jackie Kennedy and Mao Zedong, drag queens 
and commissioning collectors. Warhol also created “disaster paintings” from newspaper clippings, as well 
as abstract works such as shadows and oxidations. The paintings come in series of various sizes. There 
are only 20 “Most Wanted Men” canvases, for example, but about 650 “Flower” paintings. Warhol also 
made sculpture and many experimental films, which contribute greatly to his legacy as an innovator. 

The Warhol market is considered the bellwether of post-war and contemporary art for many reasons, 
including its size and range, its emblematic transactions and the artist’s reputation as a trendsetter. Since 
2002 Warhol has consistently been one of the three most traded artists. In 2007, at the height of the 
boom, auction sales of his work added up to $428m, the highest turnover of any artist. In the past two 
years the figures have dropped steeply and the prolific Picasso has returned to the top spot (see chart 5), 
but nobody seems too worried. Alberto Mugrabi, whose family owns some 800 Warhol works, notes that 
“two years ago we were selling ten Warhols a month, now we’re selling two a month, but we’re selling 
them for the same price. Either we get our price or we don’t sell the painting.” The market appears to 
agree that prices for the best Warhols are recession-proof. Earlier this month a 1962 work, “200 One 
Dollar Bills”, sold for $43.8m, the second-highest price for a Warhol at auction.  

“Warhol really consists of two markets,” explains Brett Gorvy, co-
head of Christie’s contemporary-art department. “One market 
chases ultra-rare, art-historically relevant paintings from the 
1960s. The other is a perfect volume market where 24-inch 
Flowers and single Jackies trade like any other commodity.” 
Behind Warhol’s fine-art market lies an active trade in limited-
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edition prints and, beyond that, a range of consumer goods that 
are licensed to use Warhol images. The cover of Madonna’s new 
album of greatest hits features a close-up of the pop star as 
Warhol’s Marilyn Monroe. “One reason why the Warhol market is 
so vibrant—even if it has receded in this economy—is that there is 
something incredibly cool about Andy,” says Larry Gagosian, a 
dealer who is active in the Warhol market. “He feels like a living 
artist. He is incredibly present in our culture.” 

Warhol’s importance as a symbol is immense. He is not just 
famous; he has been a dominant influence on many of the most 
successful artists today, including Jeff Koons (see article), Damien 
Hirst, Takashi Murakami and Richard Prince. He redefined the role 
of the artist as a “creative director”—more of an architect than a 
craftsman—who is acutely aware of the media resonance of his 
art. “In future Warhol will be much more important than Picasso,” 
says Gerard Faggionato, a London dealer, “because he is more relevant to the younger generation.” 

 
Enigma variations 

During Warhol’s lifetime and for a good while after his death, the art world could not decide whether the 
artist was superficial or deep, subversive or conservative, boring or provocative. The lack of consensus 
contributed to his current market dominance by keeping his ideas in the air. 

Warhol’s tendency to make more work than his collectors could possibly buy flew in the face of art-world 
etiquette. But Bruno Bischofberger, a Swiss dealer, notes that “Picasso and Mozart were incredibly prolific. 
If the production is good, it doesn’t matter. It damages the market but not the art. It’s irrelevant to the 
work itself.” Vincent Fremont, an art adviser who worked for Warhol from 1969 until his death, says that 
“Andy liked quantity. Ten was usually better than one.” Indeed, Warhol was such a shopaholic that when 
Sotheby’s auctioned the contents of his home it took ten days to sell the 10,000 objects. 

Warhol’s death coincided with a boom in the art market, and his work did well at auctions in 1988 and 
1989. However, with the bust in 1990 sales dropped dramatically, and by May 1993 the Warhol market 
was pronounced all but dead when 16 paintings came up for auction and only two found buyers. Yet in 
1996 Warhol’s status was propelled upwards by a single sale that harked back to his first solo show. In 
1962 Irving Blum, a Los Angeles dealer, had exhibited 32 hand-painted canvases depicting tins of soup, 
then acquired the entire series for $1,000, paying Warhol in ten monthly instalments. Blum held on to the 
paintings until 1996 when he sold “32 Campbell’s Soup Cans” to the Museum of Modern Art in New York 
for $15m. In addition to setting a new benchmark price, the sale signalled Warhol’s canonisation. 

In an oeuvre so vast, what makes one Warhol more valuable than others? Rarity and aesthetic issues such 
as the quality of the screen, clarity of the figure, intensity of the colour and size of the picture are 
important, but the deciding factor is subject matter. And the subject most consistently in demand is 
Marilyn Monroe. 

Warhol made his first Marilyn paintings in August 1962, shortly after the actress committed suicide. He 
started with a series of small solo Marilyns known as the “flavours” and graduated to larger, multiple ones. 
When a selection of the paintings was exhibited that year, they were pronounced “beautiful, vulgar, heart-
breaking” evocations of the “myths of our time”. Two years later Warhol made five more solo Marilyns in a 
larger size, which are now among the most coveted in the Warhol oeuvre. They are exquisitely rendered 
and gained extra allure when an unstable member of Warhol’s entourage fired a gun at the forehead of 
“Blue Marilyn,” puncturing the “Red Marilyn” stacked behind it. The damage became the stuff of legend.  

Those two paintings are now owned by the two men with the best Warhol collections in private hands. 
Peter Brant, a Connecticut newsprint magnate, bought the blue version in 1967 for $5,000. “A Cadillac 
cost $3,500. It was a lot of money back then,” he says. Philippe Niarchos, a Paris-based shipping heir, 
bought “Red” at Christie’s in 1994 for $3.6m, a bargain compared with the $4.1m which it sold for during 
the 1980s boom. The three other Marilyns in this 1964 series are owned by Samuel I. Newhouse, Doris 
Ammann and Steven Cohen (who bought his for $80m in 2007). 

Many connoisseurs think that Warhol’s death-and-disaster paintings, which appropriated newspaper 
images of car crashes, race riots and electric chairs, are the most significant part of his oeuvre. Their 
harsh imagery counteracts the artist’s reputation as a star-struck commercial painter and distinguishes 



him from less ambitious Pop artists such as Roy Lichtenstein and Tom Wesselmann. In the late 1960s and 
early 1970s they did not sell easily, but now the auction record for a Warhol, $71.7m, is held by Mr 
Niarchos’s “Green Car Crash,” which depicts a burning car from which one of the passengers has been 
ejected and freakishly pinned to a lamp-post. 

In 1968 Warhol was shot in the chest and nearly died. For several years he produced very little art. When 
he returned to work, it was to paint one of the world’s most famous men, China’s Chairman Mao, with a 
“vigour and momentum previously unseen,” claims Neil Printz, co- author of the artist’s catalogue 
raisonné. The artist’s first series of Maos did not sell easily. In the early 1970s few collectors wanted an 
oversized communist in their living room. However, with the rise of Asian art-buying Maos have been 
commanding higher prices, such as the $17.4m paid at Christie’s for a big blue one by Joseph Lau, the 
Hong Kong collector. In early 2008 a Chinese collector offered $100m for a “Giant Mao”, but the owner 
turned it down. There are some 200 Maos in a range of sizes, but only four giants. According to James 
Mayor, the British dealer who represents the owner, that sum would now be “seriously considered”. 

Warhol’s international appeal is explained partly by the popular roots and easy intelligibility of his visual 
style, but it also owes something to the efforts of Mr Bischofberger, the Zurich-based dealer who was the 
driving force behind the distribution of the artist’s work for many years. Mr Bischofberger’s knack for 
placing the work in collections across Europe makes the markets of other American artists look parochial. 
He was also instrumental in launching three of the best Warhol collections in private hands. The late 
Thomas Ammann worked for Mr Bischofberger before building up a stellar collection of Warhols for the 
Schmidheiny family’s Daros Foundation. Mr Bischofberger also introduced Warhol’s work to Mr Niarchos 
and Mr Brant, whom he had met as teenagers in St Moritz.  

Mr Brant, one of the biggest Warhol collectors anywhere, started buying in 1967 and was a founding 
shareholder with Mr Bischofberger of Warhol’s magazine, Interview. In May 1970 Mr Brant consigned 
“Soup Can with Peeling Label” to Sotheby’s Parke-Bernet. The work sold for a record price of $60,000 to 
Mr Bischofberger. 

When asked how many Warhols he owns today, Mr Brant replies: “I swear to you, I have no idea. It’s not 
about numbers but quality.” He has been trading Warhols for over 40 years, but says that “you need new 
collectors for competitiveness and creative juices.” 

Nowadays the two dealers who drive the Warhol market are Mr Gagosian and Mr Mugrabi. Mr Gagosian 
started showing Warhol in the 1980s. “Andy was very straightforward in business. We’d have informal 
conversations over a tuna sandwich,” he says. Mr Gagosian gave Warhol his last New York exhibition 
before his death and continues to present the artist’s works systematically in carefully curated shows with 
scholarly catalogues. 

In spring 2008 Mr Gagosian spent more than $200m on an undisclosed number of Warhols (insiders 
suggest between 15 and 20) from the Sonnabend estate. He is said to have had the financial backing of 
Mr Cohen, the buyer of the $80m “Marilyn”, and a Russian oligarch rumoured to be Mikhail Fridman, 
owner of Alfa Bank. Mr Gagosian has since sold a few of the paintings—a 1965 Campbell’s soup can at Art 
Basel in June and a car-crash painting to Richard Prince, an artist. 

 
To buy, to sell and to keep 

The biggest number of Warhols are traded by the Mugrabi family. “I don’t know if Warhol is important. All 
I know is that I love him,” says Mr Mugrabi père, José. During the downturn of the early 1990s he began 
buying up Warhols that he felt were undervalued, such as portraits of Jackie Kennedy, an important image 
in Warhol’s repertoire. Since then the Mugrabis have been constantly buying and selling and have 
accumulated some 800 works, including several masterpieces such as “Marilyn Monroe (Twenty Times)”.  

Mr Mugrabi and his two sons bid on Warhol at auction with such regularity that they are sometimes 
accused of manipulation. Art-market insiders, however, prefer the term “support”. As Sandy Heller, a New 
York-based art consultant, explains, “people with inventory put their money where their mouth is. It’s like 
dollar-averaging in equities. If you see a work going for less than your average cost and you truly believe 
in an artist, then you buy more.” As Stefan Edlis, a Chicago collector, puts it, “I don’t think you can 
manipulate such large markets, but you can have price leadership.” 

Warhol-market insiders are still not sure where “Eight Elvises,” the $100m-plus picture, now hangs. But 
despite the secrecy at the very top, volume alone probably makes the Warhol market more transparent 



than that of any other artist, living or dead. The vertical reach of the Warhol brand is so vast that it makes 
the span of the most successfully diffused fashion house, from eau de cologne to haute couture, seem 
positively squat by comparison. That seems appropriate for an artist who merged high and low like no 
other.  
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The volatile art of Jeff Koons 

JEFF KOONS is one of the greatest sculptors of all time, say 
contemporary-art-market insiders, undeterred by the volatility of 
his prices. In November 2007 Mr Koons’s “Hanging Heart 
(Magenta/Gold)” sold at Sotheby’s for $23.6m, the highest price 
ever paid for a work by a living artist at the time. Eighteen months 
later, another “Hanging Heart”—this one violet—traded privately for 
only $11m.  

Away from the auction rooms prices had got even more inflated. In 
the spring of 2008 a collector offered over $80m for the artist’s 
iconic stainless-steel “Rabbit” just before the work sold as part of a 
package deal worth more than $400m from the estate of Ileana 
Sonnabend, a leading New York dealer who died in 2007. It is 
unlikely that a Koons will achieve that sort of price again soon. Of 
four works auctioned at Christie’s and Sotheby’s in New York earlier 
this month, only two sold well and one failed to sell. 

Mr Koons borrows imagery from popular culture but gives it a twist. Collectors love his perfectionism, 
scrupulous editing, durable materials and relatively small output. They also enjoy meeting the artist, an 
otherworldly character who is at ease talking about his work in a black Gucci suit. Even better, much of Mr 
Koons’s art is about joy and sex. “It’s not a critique but an acceptance of our own cultural history,” he 
explains. “I guess the people who are involved with my work feel physically and intellectually engaged.” 

Since his first solo show of “Inflatables” in 1980, Mr Koons has made at least 17 series, including 
“Equilibrium” (1985), best known for its sculptures of basketballs floating in tanks; “Luxury and 
Degradation” (1986), whose star work is the stainless-steel “Jim Beam J.B. Turner Train”; and 
“Banality” (1988), an ultra-kitsch grouping that includes a porcelain depiction of Michael Jackson and his 
monkey, Bubbles. After that, Mr Koons’s art took a more overtly sexual turn with “Made in Heaven”—a 
series of works inspired by pornography and depicting Mr Koons in action with his then wife, an Italian 
porn star nicknamed La Cicciolina. The series added weight to Mr Koons’s reputation as a risk-taker. “It 
was a way of participating in American media,” explains Mr Koons.  

The most celebrated series is aptly called “Celebration”. These large-scale sculptures and paintings of 
balloon dogs, Valentine hearts and Easter eggs were conceived in 1994, but some are still being 
fabricated. Each of the 19 different sculptures in the series comes in five differently coloured “unique 
versions”. The most coveted have luminous, reflective surfaces. “The ‘Celebration’ series made Koons the 
number one contemporary artist and pulled up the value of the rest of his work,” says Cheyenne 
Westphal, chairman of contemporary art at Sotheby’s Europe.  

Mr Koons’s paintings are less popular than his sculptures, not least because they tend to illustrate the 
three-dimensional works or underpin their themes. However, a new, as yet unnamed series of semi-
abstract paintings inspired by Gustave Courbet’s “L’Origine du Monde” may be the first two-dimensional 
Koons pieces to stand unquestionably on their own.  

Mr Koons has a complicated history with dealers such as Sonnabend Gallery, Max Hetzler in Berlin and 
Jérôme de Noirmont in Paris. The exclusive right to the primary sale of the “Celebration” series is held by 
Gagosian Gallery, his dominant dealer. The artist is widely collected in America and Europe, where some 
aficionados acquire his work in depth. For example, Eli Broad, a Los Angeles property developer, has 24 
pieces, and Dakis Joannou, a Greek-Cypriot construction tycoon, owns some 38 works from all stages of 
the artist’s career.  

Elsewhere in the world the devotion is more selective. “Most of the dozen or so collectors we have in 
Russia own an easy, sexy work from the ‘Celebration’ or ‘Popeye’ series,” says Maria Baibakova, a young 
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Moscow collector-curator. “The more rigorous Koons sculptures, such as the basketballs and vacuum 
cleaners, are not in demand here—yet.” 
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China is bringing home its works of art 

A SMALL country auction house is not where people would normally go 
to sell a rare piece of Chinese art such as the handsome 18th-century 
beast known as the Pelham Water Buffalo. The animal had been carved 
from a single lump of spinach-green jade on the orders of the grandest 
of the Qing-dynasty emperors, Qianlong (who reigned from 1736 to 
1795), and sits on a gilded stand bearing the four-character mark of 
Qianlong's reign. Lady Diana Miller had inherited the work from her 
father, Sackville Pelham, 5th Earl of Yarborough, an English aristocrat 
who bought it in 1938 from a well-known London dealer. The earl paid 
£300 for the piece, then a princely sum. To ensure its safety during the 
second world war, the buffalo was wrapped in newspaper, put into a 
wooden box marked “porcelain” and deposited in a bank vault. There it 
lay for the next 65 years. 

When Lady Diana at last opened up the box she sent the buffalo, still in 
its original newspaper wrapping, to Woolley & Wallis, a family 
auctioneer in Salisbury. The firm had previously sold some family silver 
for her and she trusted it. Most of all she liked the young specialist, 
John Axford, and his plan for marketing her Chinese heirloom. He told 
her he would exhibit it at Hazlitt Gooden & Fox, a London gallery close to Christie's, during the spring 
season of Asian auctions in London, and also market it online to potential buyers in the Far East. 

A look at the visitors’ book for the Hazlitt showing proves that Mr Axford had the right instincts. Among 
the 100-odd people who came to see the buffalo were some of the biggest names in Asian art: Nicolas 
Chow, Sotheby's principal Chinese specialist, who is based in Hong Kong; Richard Littleton and Giuseppe 
Eskenazi, both leading dealers in Asian art, with nearly a century's experience between them; and Bruno 
Eberli, a Swiss-born foreign-exchange dealer who lives in New York and is one of the keenest buyers of 
Chinese and Japanese treasures. 

There was standing room only at the sale in May this year. So many buyers had registered to bid by 
telephone that the auction house ran out of phone lines and Mr Axford had to field one bidder on his 
personal mobile. The catalogue, which featured the buffalo on the cover, offered no estimate of the price it 
was expected to fetch; only a coy “refer department”, which usually means the auctioneer has no idea 
what a piece might fetch but hopes that it will be a lot. Bidding would open at £150,000. Mr Axford 
thought it might reach £500,000.  

In the event, Daniel Eskenazi, who had travelled down on behalf of his father, the London dealer, saw off 
a Hong Kong telephone bidder with his offer of £3.4m. The Eskenazis' client was Mr Eberli, who still holds 
the record for the price paid at auction for an Asian work of art: just over £15.6m for a rare 14th-century 
blue-and-white porcelain jar bought at Christie's in London four years earlier.  

The big surprise that May day was not so much that a provincial British auction house had beaten the 
previous record for a sale outside London by a huge margin, but that the bidders from Hong Kong, Taiwan 
and mainland China-who are now the principal buyers of Chinese treasures-had been outdone by a 
Westerner. It may not happen again. 

 
Reversing the flow 

Collecting Chinese fine art and ceramics was all the rage in the West in the second half of the 19th and 
the early 20th century. Heavy buying by treasure-hunters, as well as looting of imperial works by the 
Germans, Dutch, French and British, brought huge quantities of Chinese fine art into Western collections. 
But in the past decade the number of European and American buyers has dwindled.  

  

Wolley and Wallis



Mr Eberli is one of a handful still active at the very top of the market, along with Edward Johnson III, 
whose father founded Fidelity Investments, and the two elderly Zuellig brothers (one of whom died 
recently), whose Meiyintang collection in Switzerland is probably the finest Chinese collection in private 
hands. “When the right piece comes along, they are still ready to fight the fight,” says Mr Chow. But most 
Westerners with an interest in Chinese art and ceramics today tend to be sellers rather than buyers.  

From 1949, when the Communist Party defeated the Nationalists, 
and especially during the Cultural Revolution, from 1966, owning, 
inheriting or exchanging pre-communist works of art was banned 
in China. Thanks to shifts in policy that started under Deng 
Xiaoping and continued after him, the Chinese are now catching up 
in a big way, following on from the Japanese buyers who 
dominated the market in the 1970s and the Taiwanese and Hong 
Kong collectors who started buying seriously in the 1990s.  

The mainland Chinese are beginning to dominate the salerooms. 
Prevented for so long from celebrating the achievements of their 
forebears, they have a thirst for their own history, and especially 
for anything that connects modern China with the glories of its 
imperial past. The newly wealthy-such as Xu Qiming, China's 
biggest exporter of eels from the port city of Ningbo; Lu Hanzhen, 
an industrialist from Zhejiang province who became rich by selling 
motorcycles and nylon fabric for car tyres; or indeed any 
businessman or civil servant who benefited from the recent flurry of privatisations-can afford to pay, and 
pay they will.  

Nor are these buyers to be found only in the old political and commercial strongholds of Beijing and 
Shanghai. There are probably seven Chinese cities with populations of more than 5m, and demand for fine 
art is as strong in Guangdong, adjacent to Hong Kong, as it is in Sichuan in the west or in more far-flung 
areas. “It's what I call 'natural repatriation',” says Patti Wong, who as chairman of Sotheby's Asia has 
been watching the Chinese buying wave grow for a decade, "and it is happening everywhere." 

Having made their money quickly, Chinese buyers are in a hurry to build their collections fast and are 
willing to pay a premium to achieve that. “Arriving at the buffet party a little too late,” says Mr Chow, 
"they are more aggressive than Europeans or Americans." Even though economic growth in China this 
year may be only 8%, after 9% last year, it is still far higher than in most of the rest of the world. China 
may be one of the few places where the number of dollar billionaires has actually increased in the past 
year, from 101 to 130, according to the recently published Hurun Rich List. 

 
Deep pockets 

Dealers and auctioneers familiar with the Chinese market estimate that there are around 150 collectors in 
Hong Kong and Taiwan who spend at least $1m a year each on Chinese works of art, and that their 
number is relatively stable. The mainland has another 150 or so buyers in that category, and the numbers 
there are growing rapidly. More Chinese treasures are now sold at auction in Hong Kong than in New York, 
London and Paris. Whereas back in 2004 Sotheby's did $10m-worth of business with 70 clients from the 
mainland in its spring and autumn sales in Hong Kong, the figure for the same sales this year is seven 
times higher and its list of mainland Chinese buyers has grown to 195. Many more bid through established 
dealers in Hong Kong. “Mainland China has clearly become our main land,” says Kevin Ching, chief 
executive of Sotheby's Asia.  

In 1886 Paul Durand-Ruel, a Paris dealer, packed his bags with 300 Impressionist paintings-including piles 
of Renoirs, Pissarros and Sisleys-to take to America. He was closely followed by a Briton, Joseph (later 
Lord) Duveen, who could see, like Durand-Ruel, that “Europe had the art and America had the money.” 

Christies



 
Just as European Old Master and Impressionist paintings then began to move inexorably westwards across 
the Atlantic, now Chinese fine art and ceramics from America, Britain, France and the Netherlands are 
moving eastwards back to China. Not since the heyday of Duveen's and Durand-Ruel's exports to America 
has there been such vigorous redirecting of cultural artefacts from one part of the world to another as 
European and American collections are broken up and sold off to the newly wealthy Chinese. The traffic is 
almost all one way. 

Mainland Chinese buyers made a dramatic first entrance in April 1999 when two previously unknown 
collectors, both entrepreneurs in their mid-30s from Chaozhou in Guangdong province, began to buy fine 
art and ceramics at auction, reviving the market after the Asian financial crisis two years earlier. They 
were guided by William Chak, a Hong Kong dealer who has since become a well-known television 
personality and is one of the leading figures in the Asian art market in Hong Kong. Others followed. 

The Chinese buy for themselves, but they also like to present gifts to valued customers or even to the 
government, which sees repatriating national treasures as an important issue. The authorities have been 
quietly tightening up on the re-export of repatriated artworks. Chinese buyers used to be able to re-export 
their treasures for up to two years after they had bought them. That period of grace has now been 
reduced to six months. 

 
The rat and the rabbit 

The sensitivity of the subject was shown up in February this year when the collection built up by the late 
Yves St Laurent, a French fashion designer, and his partner Pierre Berge was put up for sale. The auction 
included bronze heads of a rat and a rabbit, two pieces that had been looted from the imperial palace of 
Yuanmingyuan by French and British soldiers in the opium wars in 1860. The heads, part of a series of 12 
figures which dominated a zodiac fountain in the palace garden, had not even been designed by a Chinese 
artist but by a Jesuit priest from Venice who lived in the imperial capital. All the same, their provenance 
and history made their sale controversial.  

The government let it be known that it did not approve of a public sale of the precious bronze heads in the 
West and did not want its citizens to take part. Even so, both the winning bidder and several underbidders 
turned out to be Chinese. One, a London-based businessman, had been planning to present the bronzes to 
the Chinese government as a gift. The buyer, Cai Mingchao, who secured the two pieces for EURO 31m 
($46m), turned out to be an adviser to a Chinese foundation which seeks to retrieve plundered treasures. 
He announced very publicly soon afterwards that he would not pay up. The heads were quietly returned to 
Mr Berge. The government has since announced that it wants to catalogue all the pieces looted from 
Yuanmingyuan, which some believe is the first step in a campaign to reclaim them. 

Mainland Chinese taste is influenced more by history and tradition than by aesthetics. For cultural reasons 
buyers tend to shun anything associated with the dead, so they keep away from tomb pottery and from 
the Tang horses that used to be rare and expensive but have flooded Western markets over the past 20 
years. The Chinese are less interested in the early Song period that has been so alluring to Western 
collectors, instead favouring highly decorative blue-and-white Ming porcelain. Two lots of Ming ware in a 
recent sale at Doyle, a small New York auctioneer, were wildly bid up, one of them to over 180 times its 
high estimate.  

The new home market



Mainland Chinese also appreciate seals, lacquerware, antique rhinoceros horn, archaic bronzes, carved 
wooden furniture and jade, especially the white sort from Turkestan, carved by the craftsmen of Khotan 
for the Qing emperors. The imperial association is of crucial importance, especially any link with Qianlong 
and some of the other emperors of the Qing dynasty.  

In Sotheby's sales of Chinese ceramics and fine art in Hong Kong last month 19 of the top 20 lots were 
bought by Asian collectors, mostly private buyers. American collectors were nowhere to be seen. Only one 
lot, an intricately carved red lacquer bowl, was secured by a European collector, an Austrian, after furious 
bidding that took it up to HK$2.7m ($344,000), seven times the top estimate. A hoard of imperial ware, 
put together by a London dealer, Hugh Moss, and romantically named the Water, Pine and Stone Retreat 
Collection, proved a particular draw, with yellow jade and a blue-and-white moonflask all making record 
prices. 

But the biggest battle was over a Qianlong-period throne made of precious zitan wood and carved with 
dragons, which was estimated to fetch HK$20m-30m. After heart-stoppingly tense bidding it was bought 
by a Shanghai businessman, Liu Yiqian, who owns the Council Auction House in Beijing. He paid just under 
HK$86m, a world record for a piece of Chinese furniture. 

 
Dealers, dealers everywhere 

China's appetite for its own works of art, together with a national flair for commercial speculation, has 
helped expand the art market all over the country. On the mainland, auction houses were banned until 
1992. Ms McAndrew of Arts Economics, who made a particular study of the art business in China last year, 
estimates that the country now has 50,000 art dealers and more than 2,000 auction houses. The biggest 
of these are Poly International, a subsidiary of the Chinese army, and China Guardian Auctions, founded 
by Yannan Wang, the daughter of a former Chinese leader, Zhao Ziyang, who died under house arrest 
about five years ago. 

Foreigners are still forbidden to own auction houses in China, but the Chinese are eager to learn from 
them. Since 2005 Christie's, the region's leading auctioneer, has had a licensing agreement with Forever 
International Auction Company in Beijing, which uses the British name and benefits from increased 
transparency and consumer protection, as well as international standards in training and accounting. 
Neither of the Western auction giants is yet a household name in the country. Art-market observers 
speculate that the Chinese might one day acquire a leading Western auctioneer, but that could be some 
way off. 

Still, plenty of other things are happening. Last June, for example, 50 fine-art dealers, a quarter of them 
from the West, exhibited at the first serious antiques fair in China, in Taiyuan in Shanxi province. It 
adopted many of the rules of other international fairs, with a vetting committee made up of Western and 
Chinese experts with the power to order the removal of items believed to be misattributed or fake. A 
similar, earlier experiment in Hong Kong had descended into chaos when dealers refused to remove fakes 
from their stands, but in Taiyuan the vetters were given a free hand. And the curious crowds queued to 
get in, some for hours. 

China's new interest in bringing home its works of art has caused fears as well as satisfaction. Many are 
concerned by the increase in the number of fakes on the market, the best of which are made in Japan as 
well as China. Rising prices fuel the trade in fakes and also lead to more grave-robbing. In addition, China 
has become increasingly vocal about restricting the trade in its treasures. After nearly five years of 
negotiation the Bush administration in its final days at last agreed to prohibit the import of a wide range of 
antiquities into America. The agreement was not as strong as China would have liked, and in recent weeks 
its government has said that it will tighten up on the movement of cultural relics out of the country. Its 
plan is to ban the export of anything made before 1911, the end of the Qing dynasty. No matter that 
China is now a member of the World Trade Organisation, it still seems to be uncomfortable with free 
trade-except when it suits it.  
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Art is becoming increasingly globalised 

WHEN nations grow richer, their citizens become more educated 
and have fewer children. Once they reach a certain level of 
affluence, they also start to buy art. Their first instinct is to seek 
out the traditional sort made in their own country. As they become 
more confident they often grow more adventurous as well, buying 
unfamiliar work from other countries and less traditional 
contemporary art produced at home that expands the boundaries of 
taste.  

This has already happened from Brisbane to Buenos Aires, and is 
likely to happen in many more countries as they become wealthier. 
Not only will there be more art buyers, but more people will 
become artists too, so the supply is bound to grow. Australia, India 
and South America all have their own home-grown art worlds, and 
some of their output has gained an international following. The best 
work will find its way into international collections. Taste in 
contemporary art, which was so dominated by American artists in 
the second half of the 20th century, will slowly begin to change, 
and cities such as Dubai and Hong Kong will eventually come to 
rival London and New York as centres of the art-buying world. 

The Greek shipowners who fled political turmoil at home for the calm squares of London in the 1960s had 
the money to compete for Greek art. They had conservative tastes, seeking out paintings of the Acropolis 
and large seascapes. The London auction houses were happy to supply what they wanted, and the sales of 
Greek art from the 19th and 20th centuries at Sotheby’s and Bonhams have been hugely successful. 

The same is true of the sales of South African art which Bonhams launched in 2007 and which are now 
held twice a year over two days. Rich émigré white South Africans who like paintings that remind them of 
where they grew up compete to spend hundreds of thousands of pounds on works by Irma Stern, Maria 
Magdalena Laubser and Jacob Hendrik Pierneef. But these are niche markets that depend on nostalgia, 
and they are unlikely to last. 

 
Expect the unexpected 

Future growth must come from outside the traditional art centres. Two of the most exciting newcomers 
are Iran and Turkey. The Istanbul Biennial, founded in 1987, is now seen by dealers and collectors as an 
important stop-off, catching up with São Paulo and Venice. Two-thirds of the buyers in Sotheby’s first 
Turkish sale last March were new to the auction house, proof that there are opportunities to develop a 
collector base in parts of the world that have not had much of an art market up to now.  

Iranian artists were the stars of the Saatchi Gallery’s show 
“Unveiled: New Art from the Middle East and Iran” in London earlier 
this year. There was none of the sentimentalism that is often found 
in Middle Eastern paintings. Instead the works on show were in turn 
humorous and subversive, suggesting that life under the mullahs is 
far more complex than most people imagine. Shadi Ghadirian’s 
women may be shrouded, with a yellow rubber glove, an iron or a 
broom for a face, but there is something about the way the artist 
portrays them that tells the viewer they are not drudges. Ramin 
Haerizadeh daringly mocked the sexuality of Iran’s clerics by 
manipulating photographs to depict them as hairy, fat and 
effeminate, strutting about in a state of half-undress.  
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Even in black Africa, which so far has played almost no part in the 
international art market, things are stirring. Jean Pigozzi, the heir 
to a French motor fortune, and his curator, Jean Magnin, have been 
supplying funds and materials to a score of African artists, and in 
return have been able to buy some of their best work. A few of the 
artists, including El Anatsui, a Ghanaian who uses colourful 
aluminium bottletops, flattened and stitched together to make 
cloths of gold, are known outside their own continent. But most are 
not, and their work rarely comes up for auction.  

A showing of Mr Pigozzi’s contemporary Africana at the Museum of 
Fine Arts in Houston, Texas, four years ago proved a revelation. 
Instead of poverty, hunger and ethnic division, the exhibits 
reflected an exuberant Africa bursting with creativity. Americans 
will have another chance to see the new work being produced in 
Africa when the Museum for African Art opens in Manhattan at the 
end of next year. Its opening exhibition will include an El Anatsui 
retrospective. 

The most volatile contemporary-art market is probably that in 
China. In the five years to 2007 work by such artists as Cai 
Guoqiang, Zhang Xiaogang and Yue Minjun broke record after record. “Mask Series 1996, No 6” by Zeng 
Fanzhi sold for $9.7m, a new high, at Christie’s in Hong Kong in May 2008. Some collectors, including 
Western ones such as Baron Guy Ullens, a Belgian who founded the Ullens Centre for Contemporary Art in 
Beijing, have been buying Chinese contemporary art for decades and will continue to do so, but the 
speculative investment from the West has more or less come to a halt.  

 
Part of the problem, explains Colin Sheaf, Bonhams’s deputy chairman and head of its Asian art 
department, is that much of it has been “Chinese art produced by Chinese artists who think they’re 
producing things to Western taste. And it is bought by Westerners who think they’re buying Chinese 
taste.” Mainland Chinese collectors prefer more traditional 20th-century masters such as Chen Chengbo 
and Wu Guanzhong. Once those collectors begin turning their attention to buying contemporary art, they 
may look towards the global contemporary market rather than these “made for the West” pieces, which 
might then drop in price. 

As record after record fell to the frenzy of buying during the boom, many art-market dealers, not to 
mention buyers and collectors, felt that a correction was due—and probably necessary. A year ago the art 
world gasped as the market plummeted. Now it is beginning to let out its breath. The recent seasonal 
sales in New York confirmed what people have been saying all year: there is plenty of money for high-
quality work.  

 
A multicultural future 

In the short term the art market will follow the world economy. But what will it look like in the long term? 
Artists throughout history have created work in response to their environment. Many are known primarily 

Ofili’s African apparition

eyevine

Yue Minyun’s demons



for their travels: think of Paul Gauguin, the Scottish Colourists, the artists who went on the Grand Tour. 
Travel used to be exotic; now it is commonplace. In a globalised environment it is possible to be a world-
class artist anywhere on the planet, and many of the most exciting artists will be working from places that 
previously were not even on the art map. That will start a fresh wave of contemporary art. Collectors 
follow artists, and the supply of art shapes taste. But the artists have to be there, working, in the first 
place. A few decades hence America will still be richer than China, and far, far richer than Africa. But for 
every collector who continues to buy evolving European and American art, an increasing number will turn 
to art from other parts of the world. 

That shift will take time, but it is on its way. If there is a single sale over the past year that symbolises the 
new globalisation in the buying and selling of art, it was Sotheby’s contemporary-art auction in London on 
October 16th. The cover lot, “Afro Apparition” (see above), a painting of a stylised black couple kissing, 
was created by Chris Ofili, a Briton of Nigerian origin who now lives in Trinidad. It was exhibited at the 
Venice Biennale in 2003. Fatima Maleki, a London-based Iranian who has been a regular donor to Britain’s 
Tate, walked out smiling from the auction, having bid nearly 40% above the top estimate to get the 
painting. In such a multiple melding of cultures lies the future.  
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Bricks-and-mortar shops struggle to win customers back from virtual ones 
 

 
SHOPPERS on Black Friday, the traditional start of the holiday shopping season in America, which falls on 
November 27th this year, are notoriously aggressive. Some even start queuing outside stores before dawn 
to be the first to lay their hands on heavily discounted merchandise. Last year berserk bargain-hunters in 
the suburbs of New York City trampled a Wal-Mart employee to death. Despite the frenzy at many stores, 
however, the recession appears to have accelerated the pace at which shoppers are abandoning bricks 
and mortar in favour of online retailers—e-tailers, in the jargon. So this year Black Friday (so named 
because it is supposed to put shops into profit for the year) also marks the start of many conventional 
retailers’ attempts to regain the initiative. 

E-commerce holds particular appeal in straitened times as it enables people to compare prices across 
retailers quickly and easily. Buyers can sometimes avoid local sales taxes online, and shipping is often 
free. No wonder, then, that online shopping continues to grow even as the offline sort shrinks. In 2008 
retail sales grew by a feeble 1% in America and are expected to decline by more than 3% this year, 
according to the National Retail Federation, a trade body. In contrast, online sales grew by 13% in 2008 
to over $141 billion and are predicted to grow by 11% in 2009, according to Forrester, a consultancy. 

Online sales now account for 6% of all retail sales in America (up from 5% in 2008) and that figure is 
expected to reach 8% by 2013. E-commerce is also growing in Europe and Asia, where online sales in 
2008 totalled $60 billion and $40 billion, respectively. In Britain, internet shopping now accounts for 
nearly 4% of total retail sales, according to Planet Retail, a research firm. 

Online-only shopping sites such as Amazon and eBay, two e-commerce giants, have thrived in the 
downturn. Amazon’s sales rose to around $5.5 billion in the third quarter of the year, up by almost 30% 
from a year before. Listings, chiefly from commercial vendors, have surged so rapidly on eBay that its 
website briefly crashed on November 21st. 

The range of items available online is also growing. Amazon has started selling groceries. Consumer-goods 
companies such as Procter & Gamble (P&G) are encouraging the sale of things like nappies (diapers) and 
laundry detergent online. At the opposite extreme, the internet is also being used to sell luxury goods. 
Fabergé, a defunct jewellery-maker known for its gem-encrusted eggs, relaunched in September. It will 
not open any shops but will instead operate only online.

  

Reuters



The shift in spending to the internet is good news for companies like P&G that lack retail outlets of their 
own. But it is a big concern for brick-and-mortar retailers, whose prices are often higher than those of e-
tailers, since they must bear the extra expense of running stores. Happily, however, conventional retailers 
are in a better position to fight back than last year, when overstocking forced them to resort to ruinous 
discounting. Inventories are about 15% lower this year. Some big retailers, such as Saks and Target, have 
recently reported rising revenues and margins. 

The most obvious response to the growth of e-tailing is for conventional retailers to redouble their own 
efforts online. The online arms of big retailers are performing well, on the whole. Saks, for example, saw 
online sales rise 9% in the nine months to the end of October while sales in its stores fell by 19%. The 
company expects online growth to outpace sales in stores for the “foreseeable future”, says Stephen 
Sadove, its boss. 

The concept of “multichannel” shopping, where people can buy the same items from the same retailer in 
several different ways—online, via their mobile phones and in shops—is gaining ground, and retailers are 
trying to encourage users of one channel to try another. Growing online traffic may actually increase sales 
in stores too. According to a spokesman for Macy’s, a department-store chain, every dollar a consumer 
spends online with Macy’s leads to $5.70 in spending at a Macy’s store within ten days, because 
consumers learn about other products online and come into stores to look them over before buying them. 
Many online retailers offer tools that let people locate the nearest outlet that has a given item in stock. 

Retailers are also trying make shopping seem fun and exciting to counteract the economic gloom. One 
common tactic is to set up “pop-up” stores, which appear for a short time before vanishing again, to foster 
a sense of novelty and urgency. Following the lead of many bricks-and-mortar outfits, eBay recently 
launched a pop-up in New York where customers could inspect items before ordering them from kiosks. 

Shoppers are increasingly looking for an “experience” when they go to stores, says Jack Anderson of 
Hornall Anderson, a branding and marketing firm, and are no longer interested in purely “transaction-
based bricks and mortar stores”. Apple, which encourages customers to try out its devices in its stores, is 
considered a pioneer of this strategy, and has attracted many imitators. The Walt Disney Company, for 
example, is rumoured to be redesigning its stores to attract shoppers looking for entertainment, with new 
features such as “magic mirrors”, which will allow children to play with Disney characters. 

Stores are also trying to lure customers by offering services that are not available online. Best Buy, a 
consumer-electronics retailer, has started selling music lessons along with its musical instruments. 
Lululemon athletica, which sells sports clothes, offers free yoga classes. The idea is to bring people back 
to its shops regularly, increasing the likelihood that they will develop the habit of shopping there. 

Another great hope is that mobile phones will come to the rescue of conventional retailers. Some 
consumers already use internet-enabled handsets to shop online. But many analysts think a technology 
called near-field communication (NFC) might boost sales at stores, by allowing shoppers to scan products 
with their phones to learn more about them, and then to pay by swiping their phones at the till. 
Unfortunately, NFC will not be widely available for some time—too late to help harried retailers through 
Black Friday.  
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Microsoft opens a new front in its battle with Google 

EVEN technology pundits can sometimes be right. Jason Calacanis, a blogging mogul, recently argued that 
there is a simple solution to the woes of both Microsoft and big media companies. The world’s largest 
software firm should pay Time Warner, News Corporation and others to block Google, the search giant, 
from indexing their content—and make it searchable exclusively through Bing, Microsoft’s new search 
service. Media companies would thus get badly needed cash, and Bing might take market share from 
Google. 

On November 23rd it emerged that Microsoft and News Corp are talking about just that. Although the 
discussions may come to naught, or prove a mere ploy in the media giant’s separate negotiations with 
Google, the news caused a stir. It is a sign not only of how far Microsoft is willing to go in order to turn 
Bing into a serious rival to Google, but also of how the entire internet could well evolve. 

It should come as no surprise that News Corp would be the first to discuss such a deal. Rupert Murdoch, 
its boss, has long criticised Google for “stealing” his newspapers’ stories by displaying links to them on 
Google’s own news site. He has also announced loudly and often that he wants to charge for more of the 
content his firm puts online. What is more, he needs to renegotiate the deal that gave Google the 
exclusive right to place contextual advertisements on MySpace, a social network owned by News Corp, 
back in 2006. Back then Google agreed to pay $900m over three years for the privilege, although it may 
in the end pay less, as traffic on MySpace has not met the targets specified.  

Google is unlikely to want to pay such a high price again, given MySpace’s declining popularity and 
disappointing advertising revenues. Google also knows that Mr Murdoch will think twice before blocking 
the biggest source of traffic for his newspapers’ websites. More than a quarter of all visitors to the Wall 
Street Journal’s site, for instance, come from Google’s various sites, and much the same is true for most 
other papers, according to Hitwise, a market-research firm (see chart). 

Microsoft, for its part, cannot afford to let Google rule the search 
business and, by extension, grab the lion’s share of the online-
advertising revenue that is expected to pay for many services in 
the age of cloud computing. In recent years the firm has invested 
billions in its search capabilities. With Bing, it has finally come up 
with a plausible rival to Google, even outperforming it for some 
searches, such as comparing prices of consumer-electronics 
devices or looking for cheap flights. To boost Bing’s market share, 
Microsoft and Yahoo!, another online giant, agreed in July to 
merge both firms’ search activities. 

Yet all this may not be enough. Since its launch in June, Bing’s 
market share has grown by two percentage points to nearly 10% 
of all searches in America, but Yahoo!’s has dropped by the same 
amount to 18%. Exclusive content deals may just be what 
Microsoft needs to reach a combined 30%, which some experts 
see as the minimum to make a dent in Google’s business. 
Microsoft seems ready to spend whatever is needed: up to 10% of 
the company’s overall operating income over the next five years, according to Steve Ballmer, the firm’s 
boss. This would, all things being equal, add up to some $11 billion. 

Yet what looks like good news for media firms is rather worrisome for champions of an open internet. To 
them, exclusive content deals are another big step away from an online world with few borders, where 
everybody plays according to the same rules. Already, they say, Apple dictates which applications are 
allowed to run on the iPhone, Facebook tries to discourage members from surfing elsewhere, and Google’s 

  



back navigation software is only free for users of its own operating system for smart-phones. “We’re 
heading into a war for the control of the web—and against the web as an interoperable platform,” warns 
Tim O’Reilly, the internet guru who coined the term “web 2.0”. 

Mr O’Reilly is definitely on to something. The question, however, is whether this “war 2.0” is really so 
unwelcome. A handful of well-funded and powerful platforms, locked in heated competition, could be 
better for consumers and generate more innovation than Mr O’Reilly’s vision of an internet made of many 
“small pieces loosely joined”.  
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Italy’s energy giant grows when some want it to shrink 

ENI, a state-controlled oil-and-gas group established in 1953 to help Italy escape dependence on foreign 
firms, is growing. On November 23rd it announced the purchase of a share in several Ugandan oilfields 
from Heritage Oil, a small exploration firm. In October it announced the discovery of a big offshore 
gasfield in Venezuela and the award of a licence to develop a giant oilfield in Iraq. It is already developing 
one of the world’s biggest recent discoveries, Kashagan, beneath the Caspian Sea. By 2012 Eni expects to 
produce the equivalent of more than 2.1m barrels a day (b/d) of oil, up from 1.8m b/d last year.  

There are signs of strain. The development of Kashagan has suffered from cost overruns, delays and a 
change in terms forced upon it by the government of Kazakhstan. Eni’s debts amount to over 40% of its 
equity, a higher level than most of its peers. It cut its dividend earlier this year. Profits were down by 59% 
in the first nine months of the year compared with the same period last year, to €4 billion ($6 billion), on 
sales that were down only 27% to €61 billion. Lower energy prices and falling demand have naturally hit 
Eni’s profits from production, refining, marketing and petrochemicals. 

One bit of the firm that has not suffered is Eni’s huge gas and power division, which is highly regulated. 
Its main asset is half of Snam Rete Gas (SRG), which is Italy’s largest distributor of gas, in addition to 
owning the country’s biggest gas-storage facilities and the pipelines that transport gas into and around 
Italy. Last year, despite the buoyant oil price, the gas and power division brought in more revenue than 
exploration and production. 

Paolo Scaroni, Eni’s boss, sees the firm’s peculiar mix of swashbuckling exploration and plodding 
distribution as a virtue. “SRG has made significant returns for shareholders and keeping it within the 
group helps us upstream,” he says. 

But others, including regulators and Knight Vinke, an activist asset manager which holds about 1% of 
Eni’s stock, are not so sure. Glen Suarez, managing director of Knight Vinke, says that utilities and energy 
companies are very different businesses: “Investors seek steady dividends from utilities, which requires 
stable profits. They accept the volatility of energy companies in exchange for share-price growth.” He 
argues that melding the two at Eni has saddled the oil division with heavy debts more befitting a utility 
and befuddled investors. Splitting the firm into three separate entities—in oil, gas supply and pipelines—
would increase its overall value by €50 billion, he says. 

That proposal would sit well with Italy’s energy regulator, which noted in September that Eni controls 67% 
of the gas Italians consume and most of the infrastructure for supply. It recommended the separation of 
ownership of SRG’s storage and transport units. Regulators in Brussels, meanwhile, are investigating 
whether Eni has abused its dominant position. 

Mr Scaroni says piously, “We do not have a monopoly of ideas and our contacts with Knight Vinke have 
been useful.” But he is unlikely to have to do anything he does not want to. The government owns 30% of 
Eni, and seems happy with its strategy. Of Eni’s current board of nine, six are government appointees, 
described as independent; three of them are directors of companies in the business empire of Silvio 
Berlusconi, Italy’s prime minister, and a fourth is a politician of the Northern League, a partner in Italy’s 
governing coalition. Mr Scaroni, in turn, is a longstanding shareholder of Mr Berlusconi’s AC Milan football 
club.  

 
 

  

Copyright © 2009 The Economist Newspaper and The Economist Group. All rights reserved. 



 
The problem with dual-class shares  
 
More equal than others 
Nov 26th 2009 | NEW YORK  
From The Economist print edition 

 
 
Will Facebook pay a price for its new two-tiered share structure? 

FROM the start, Facebook has assiduously imitated Google. The social-
networking site has poached its chief operating officer and in-house chef 
from the search giant. Like the young Google, Facebook has turned down 
multi-million-dollar takeover offers in favour of going public. Then on 
November 24th came the news that it had prepared for a public offering 
by adopting a dual-class share structure, which gives some shares more 
votes than others—again, like Google. The assumption is that Facebook’s 
founder, Mark Zuckerberg, will keep control with the mightier shares after 
selling ordinary ones to the masses. 

In theory, Facebook ought to pay a price for this two-tiered structure, 
which makes it hard for a majority of shareholders to remove even dismal 
managers. Venture capitalists tend to hate dual-class structures, as they 
reduce the price at which they can sell their shares; no doubt Mr 
Zuckerberg has been given a tough time by his venture backers. 

Over the past 20 years firms with dual-class share structures have accounted for around 7% of IPOs, such 
as that of Visa, a credit-card company, last year. Studies by Chad Zutter and Scott Smart, economists at 
the University of Pittsburgh and Indiana University respectively, have found that dual-class IPOs tend to 
be priced at lower price-earnings and price-sales ratios than comparable single-class IPOs, suggesting that 
there is a penalty. But it is surprisingly small. 

One likely explanation for this is that most public companies in America used to have powerful poison pills 
that protected management from hostile takeovers no matter what their share structure, says Jay Ritter of 
the University of Florida. They also had supine shareholders. Both of these things have changed in the 
past couple of years, however, as doughtier shareholders have agitated against poison pills. So perhaps 
Facebook will pay a higher price than it expects for its dual structure. 

 
 

  

Illustration by David Simonds

Copyright © 2009 The Economist Newspaper and The Economist Group. All rights reserved. 



 
Reliance bids for LyondellBasell  
 
A reliable catalyst 
Nov 26th 2009 | DELHI  
From The Economist print edition 

 
 
A possible takeover heralds a shake-up of the petrochemical industry 

AT A conference earlier this year Gary Adams of CMAI, a petrochemical consultancy, likened the petrochemicals 
industry to a $100 bill that had been crumpled, dirtied and trampled underfoot. The economic slowdown has 
squeezed demand for basic chemicals and plastics such as polyvinyl chloride (PVC), which is heavily used in the 
construction industry. At the same time new plants in the Gulf and China are adding to the problem of overcapacity. 
But like a soiled banknote, the industry retains its underlying value, Mr Adams insists.  

Few petrochemical companies are as crumpled as LyondellBasell, the third-biggest firm in the business, with 
revenues of over $50 billion last year. Its American operations filed for bankruptcy in January. Despite the indignities 
it has suffered, the company remains valuable in the eyes of many, including Mukesh Ambani, chairman of Reliance 
Industries (RIL). India’s richest man, he is not one to leave banknotes lying on the pavement. On November 21st RIL 
said it had offered to buy LyondellBasell for an undisclosed sum, thought to be around $10 billion-12 billion.  

RIL is already India’s biggest private company, earning revenues of $29 billion in the most recent financial year from 
its oil refineries, petrochemical plants and polyester sales, together with a modest contribution from retailing. 
Indeed, the company is outgrowing India. Having added a plant in Jamnagar in the state of Gujarat, RIL can now 
make over 1m tonnes of polypropylene a year at keen prices, commanding 70% of the Indian market. 
LyondellBasell, which is the world’s biggest producer of the polymer, would give RIL an opening in markets around 
the world.  

The industry is ripe for consolidation. As Moody’s, a rating agency, points out, many plants that were mothballed in 
the worst months of the crisis are now running again, and despite several bankruptcies, few firms have been 
liquidated. Chemical firms have a tendency to overbuild when prices are high and underbuild when they are low, 
ensuring that prices plunge and soar. This cycle of over- and underinvestment might be less pronounced, one analyst 
argues, if decisions were in fewer hands. In 2008 the top ten producers accounted for only 42% of propylene 
capacity and 46% of ethylene capacity. 

Prior to the credit crunch, private-equity funds tried to shake up the industry. They attempted their own form of 
financial chemistry, producing fresh compounds composed of long strings of companies. Access Industries, a private-
equity group founded by Len Blavatnik, a Ukrainian-born American, bought Basell Polyolefins in 2005. Basell then 
bought Lyondell for $12.7 billion in 2007. Lyondell had itself acquired companies such as Millennium Chemicals in 
2004 and a controlling stake in Equistar Chemicals in 2002. LyondellBasell’s bankruptcy filing names over 90 
affiliates and holding companies.  

But these efforts came to a halt with the credit crunch. Access Industries had borrowed about 80% of the cost of 
buying Basell, and Basell had borrowed 100% of the cost of buying Lyondell. Such debts became insupportable as 
margins fell and credit dried up. Other compounds have also proved labile. Dow Chemical’s acquisition of Rohm and 
Haas in April has left it labouring under heavy debts.  

So it is now cash-rich producers in the Gulf and China that are making acquisitions. IPIC of Abu Dhabi has bought 
Nova Chemicals and SABIC of Saudi Arabia has bought GE Plastics. But these firms are adding to capacity, not 
cutting it. China, which sees basic chemicals as strategic, is undeterred by market signals. And the Gulf producers 
enjoy feedstocks of oil and especially gas at far below the market price. 

RIL may have to compete with rival bidders. But Mr Ambani brings a rare element to this mix. Unlike Chinese 
producers, he has to keep his shareholders happy. Unlike Gulf companies, he has to pay market prices for feedstock. 
In contrast to the financial engineers of the private-equity world, he has a genuine passion for the petrochemical 
industry. And unlike his Western rivals, he probably has the wherewithal to act on that passion. RIL has $4 billion of 
cash on its balance-sheet and holds $8 billion of its own stock. Even so, Standard & Poor’s said the bid would weaken 
RIL’s finances, adding to threats to its credit rating. The note is too crumpled, in short, for its true value to be 
discerned.  
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Out of Africa 
Nov 26th 2009 | PARIS  
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The family firm that owns Gucci is shedding assets to focus on fashion 
 

 
LEOPARD-SKIN print is in style this winter, but PPR, the French conglomerate that owns Gucci Group, a 
luxury-goods firm, has decided to sell its African division. Next week the group will conclude the sale of 
over half of the shares of CFAO, a trading house founded in France’s colonial era, on the Euronext 
stockmarket. PPR plans to use the resulting €900m ($1.3 billion) or so to add more big international 
fashion brands to its collection. 

PPR has long traded in and out of businesses: François Pinault, its founder, started with a sawmill in 
Brittany and built it into an integrated timber-trading and processing firm before buying CFAO in 1990. He 
then bought several household names in French retailing: Conforama, a furniture chain, Au Printemps, 
which owns department stores, and Fnac, a books-and-records chain. In 1999 Mr Pinault moved into 
luxury goods with the acquisition of 42% of Gucci Group, later taking full control. 

Under his son, François-Henri Pinault, who took over as chief executive in 2005, the group bought 69% of 
Puma, a German sportswear firm, and has made a few disposals. Now François-Henri wants to get out of 
everyday retailing to focus on luxury and upmarket global brands. As well as listing CFAO, he plans to sell 
Conforama, Fnac and La Redoute, a catalogue business.  

PPR’s French retail businesses have far lower profit margins and less promising growth prospects than 
Gucci Group and Puma. But CFAO is another story. Revenues at the firm, which sells Western cars, 
pharmaceuticals and other equipment to businesses and middle-class consumers across Africa, have 
grown strongly, from €1.2 billion in 2000 to €2.9 billion in 2008. For big manufacturers such as Toyota, 
IBM, Heineken and Peugeot, CFAO provides access to markets which are too small or risky to justify a 
local operation. 

CFAO has had to exit some markets abruptly. But it carefully spreads its risk across 34 countries and has 
little competition other than small local firms. Eventually CFAO may be disintermediated as markets 
develop and big firms begin selling directly, but that will probably take generations, says a banker 
involved in the listing.  

Being inside PPR has certainly benefited CFAO. It was Mr Pinault senior who decided to jettison its 
European operations and focus on Africa. “CFAO used to reinvest cash from Africa into European 
distribution, but as part of PPR we concentrate our investment on Africa,” says Alain Viry, chairman of the 
supervisory board. 

Focusing PPR on luxury and global fashion brands will appeal to investors, who dislike conglomerates. But 
the fashion business is fickle and crowded. Any big acquisition in the field “had better be a good one to 
justify giving up most of the value of CFAO,” says Luca Solca of Bernstein Research. CFAO’s recent return 
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on assets, of over 20% a year, he points out, far exceeds that of the Gucci Group, at around 7%, mainly 
because PPR paid so much for the latter. The same problem will surely afflict any future purchases in 
fashion.  
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MAN overboard 
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An abrupt departure may pave the way for the fusion of three truckmakers 

HAKAN SAMUELSSON had been an exemplary boss of MAN, Europe’s third-biggest truckmaker. After 
taking charge in 2005, he transformed it from a clunky conglomerate with interests from printing presses 
to spaceflight into a business focused on building trucks, turbines and the house-sized diesel engines that 
power more than three-quarters of the world’s big ships. He also put in place a vigorous international 
expansion plan that included the purchase last year of Volkswagen’s Brazilian heavy-truck business and 
this year of a 25% stake in Sinotruk, China’s biggest maker of heavy trucks. Within five years, analysts 
expected MAN to be earning almost half its revenues in emerging markets. So when Mr Samuelsson 
abruptly stepped down on November 23rd it came as a shock to nearly everyone. Even his spokesman 
was on holiday.  

The firm mumbled that his departure would allow it to focus on its main business. Some saw this as a 
reference to allegations that a few of MAN’s employees had paid bribes to win contracts, and that by 
leaving Mr Samuelsson would allow a clean break with the past. But prosecutors, who did not consider him 
a suspect, were equally surprised by his exit. His response to the allegations had been admirable, 
appointing independent lawyers and auditors to conduct a thorough investigation, while offering an 
amnesty to employees who agreed to help them. 

A likelier explanation is that he clashed, not for the first time, with the chairman of the Volkswagen Group, 
the wily Ferdinand Piëch. In 2006 the two sparred when Mr Samuelsson launched a hostile bid for Scania, 
a Swedish truck firm. VW, which at the time controlled 34% of Scania’s stock, did not support the 
takeover. Instead Mr Piëch turned the tables on Mr Samuelsson when VW bought 20% of MAN (a stake 
subsequently increased to almost 30%). Mr Piëch is now chairman of MAN’s supervisory board too, and so 
in a position to realise a long-held ambition to forge a three-way merger that would include VW’s truck 
business—a combination that would leapfrog Volvo and Daimler AG to become Europe’s biggest 
truckmaker. Analysts at HSBC reckon that a merger of just Scania and MAN would lead to annual savings 
of about €600m ($900m) a year. Mr Piëch has said in the past that a full-blown combination of all three 
could cut costs by as much as €1 billion a year.  

Mr Samuelsson’s departure clears the way for his former adversary, Leif Oest ling, the head of Scania, to 
run the new entity. It also hints at how a deal may be structured. The simplest way would have been for 
MAN to buy Scania, as MAN and VW between them already control 88% of Scania’s voting stock. That 
would, however, have forced VW to book a loss on its Scania stake (acquired at a higher share price than 
today’s), putting strain on a balance-sheet already stretched by VW’s takeover of Porsche. A better option 
for VW might be for Scania to buy MAN and sell its non-truck operations—a ploy Mr Samuelsson would 
have resisted. 
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How durable is Macau’s recovery? 

GAMBLING is reputed to be recession-proof. How then to explain the 
gyrating fortunes of Macau in general, and of Las Vegas Sands (LVS), a 
firm that runs two of Macau’s biggest casinos, in particular? After 
prospering on the back of the booming global economy in 2007, it all 
crumbled last year. Revenue at Macau’s casinos declined and the market 
valuation of LVS, which also runs casinos in America and Singapore, 
collapsed from $51 billion to $930m. Bankruptcy loomed. 

Then, in the third quarter, revenues at casinos in Macau grew by 22% 
compared with the same period last year. The shift seems to have been 
particularly dramatic for the Sands. Reports in the local press put October’s 
increase at over 40% from a year ago, and almost 20% from September. 

On November 20th LVS spun off its operations in Macau into a new 
company called Sands China through an initial public offering on the Hong 
Kong stock exchange that raised $2.5 billion in badly needed cash. Sands 
China’s market capitalisation exceeds $10 billion, giving its former parent, 
LVS, a market capitalisation of over $10 billion as well, thanks largely to its 
retained stake in the spin-off.  

The change in Macau is palpable. Early in the year, there was no wait for 
seats on ferries to the territory from Hong Kong. Now eager punters start 
lining up as early as 7am. For Sands, which had undermined whatever 
stability there is in gambling with its massive, debt-financed expansion in 
Asia, better times are a godsend. It opened the world’s biggest casino, the Venetian, in Macau in 2007 
and is building several more in a development that will ultimately be bigger than the Las Vegas strip. This 
year cashflow from its casinos in Macau will exceed $800m, more than double its take from its casinos in 
Nevada and Pennsylvania, says Billy Ng of JPMorgan. 

But even this is insufficient to cover the costs of the construction under way. In the next three years 
alone, $3.2 billion of debts will fall due. Sands China has already pledged to lenders (according to the 
offering prospectus) buildings, ferries, land, furniture, fixtures and even “construction in 
progress” (presumably every nail and tile). 

Competition is also growing. Galaxy, a local firm, is trying to raise loans of more than $1 billion to restart 
work on a vast, mothballed casino not far from the Venetian. In September Wynn Resorts, Macau’s other 
big American operator, also created a local spin-off, Wynn Macau, raising $1.6 billion. It is expanding its 
local casino and finalising the acquisition of land near the Venetian for another whopper. 

Worse, there are concerns about the durability of the current boom. The exuberance in Macau may be a 
function of soaring property and share prices in Shanghai and Hong Kong, which in turn are products of 
the Chinese government’s massive, and temporary, infusion of liquidity into the economy. It is also 
possible that China will allow fewer of its citizens, who make up half of Macau’s customers, to visit—much 
as it did at the start of the slump last year. Hints of another crackdown weighed on the Sands offering, 
depressing its price. Optimists respond that the local listings have brought Chinese owners and thus 
Beijing’s blessing. It is, at the very least, an interesting wager.  
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Oprah Winfrey's brand has many years of life left in it yet 
 

 
IT WAS one of the most tear-stained moments in the 24-year history of a show that specialises in tear-
stained moments. On November 20th Oprah Winfrey announced that she will end her eponymous show in 
September 2011, 26 years after it first aired nationwide. She loves her show enough to know when it is 
time to say goodbye, she told her traumatised audience.  

The sound of ululation could be heard from sea to shining sea. For once the pundits sang the same song 
as “real Americans”—as one of Ms Winfrey’s recent guests, Sarah Palin, likes to call them. They talked 
breathlessly about Ms Winfrey’s up-from-the-bootstraps achievements—how she came from nothing to 
amass a fortune of $2.3 billion and how she has viewers in more than 100 countries—and pronounced her 
retirement the end of an era. The New York Times’s Gail Collins added that she wished politicians, from 
the 92-year-old Robert Byrd on down, would follow her example and quit while they are ahead. 

The only problem with all this commentary is that Ms Winfrey is not quitting. She is ending her 
relationship with a big network, CBS, in order to devote herself to an ambitious new venture, a cable-
television channel to be called the Oprah Winfrey Network, or OWN, which she plans to launch in January 
2011 as a joint-venture with Discovery Communications. The world is about to be blessed with more 
Oprah, rather than less.  

This is a tricky transition that raises all sorts of questions about the power of personal brands. Can the 
star’s brand be separated from the show that has nurtured it for almost a quarter of a century? And can it 
be used to launch an entire network? Personal brands are easy to damage. Martha Stewart, who was once 
the nearest equivalent to Ms Winfrey, had started to devalue her brand even before she got into trouble 
with the law, spreading herself too thin and striking too many deals with retailers. The celebrities who lent 
their name to Planet Hollywood probably no longer relish being associated with a tacky fast-food chain 
that has gone bankrupt twice. “The Oprah Winfrey Show” is not just a “delivery channel” that she can 
close down at will: it has defined its creator for 24 years. By killing off her brand-creating show and 
diluting her personal contribution across an entire network, she runs the risk of enraging her fans.  

But there are good commercial reasons for Ms Winfrey’s decision. The audience for network television has 
been declining relentlessly as viewers have migrated to cable and the internet. The audience for “The 
Oprah Winfrey Show” has shrunk from about 14m viewers in 1998 to about 7m today, though it still 
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remains the highest-rated talk show. Ms Winfrey is simply following her audience into a more fragmented 
media world. Besides, there is nothing to stop Ms Winfrey reviving “The Oprah Winfrey Show”, or 
something very like it, on her new platform.  

Ms Winfrey also has lots of experience at relaunching herself. She reinvented the daytime talk show not 
once but twice—first by exposing some of her innermost secrets in public (about how she was raped at the 
age of nine and experimented with drugs in her 20s, for example) and second by taking her show 
upmarket. While Jerry Springer and his ilk filled their studios with stump-toothed degenerates, Ms Winfrey 
introduced her book club and encouraged her viewers to improve themselves.  

Ms Winfrey is also an experienced brand-stretcher. She has starred in a number of successful films, most 
notably “The Colour Purple”, for which she was nominated for an Oscar; more importantly, she has 
launched a succession of Oprah-related products such as her website, Oprah.com and her magazine, O. 
Each time she succeeded in extending her audience without alienating her most loyal fans: a year after 
O’s launch in 2000 half its readers were not regular watchers of “The Oprah Winfrey Show”, including 
many professional women who would never dream of watching television in the afternoon. 

 
Life without Oprah 

The biggest challenge with the cable channel will be to see whether Oprah’s brand can survive 
independently from the star herself. But again she has experience here. She has produced several films 
that deal with the classic Oprah-themes of suffering and redemption in which she did not actually appear. 
But the best evidence that she can make successful programmes without starring in them is her success in 
launching Phil McGraw. She first encountered him after she said on air that fears of mad-cow disease had 
put her off hamburgers; he helped her handle a lawsuit from a group of enraged Texas cattlemen. She 
invited him onto her show several times, and then helped him get his own program. “Dr Phil” is now the 
second most popular talk-show host after Ms Winfrey herself.  

Ms Winfrey has always been a vigilant steward of her brand. Almost from the first she wrested as much 
control as possible from the suits at CBS—and struck famously savvy deals into the bargain. This entailed 
not only creating her own company, Harpo, but also her own production studio. She is also notorious for 
her overbearing perfectionism. Ms Winfrey has steadfastly refused to take her company public, as Ms 
Stewart did. She has also refused to strike deals with retailers or stick her name on merchandise, as 
numerous celebrity chefs and athletes have done.  

Such vigilance about her brand is hardly a guarantee of success in the volatile and cacophonous media 
market. Her film version of Toni Morrison’s “Beloved” earned only $23m, less than half what it cost to 
make. Her earlier tentative venture into the cable market, with Oxygen Media, enjoyed limited success. 
But Ms Winfrey’s handful of failures are as nothing compared with her successes. Perhaps more than any 
of her rivals Ms Winfrey understands that it is hard to fail in the media business if you put your faith in 
people’s appetite for stories of those who pick themselves up from the floor and make something of their 
lives.  
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A world of hits 
Nov 26th 2009  
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Ever-increasing choice was supposed to mean the end of the blockbuster. It has had the 
opposite effect 
 

 
NOVEMBER 20th saw the return of an old phenomenon: the sold-out cinema. “New Moon”, a tale of 
vampires, werewolves and the women who love them, earned more in a single day at the American box 
office than any film in history. The record may not stand for long: next month “Avatar”, a three-
dimensional action movie thick with special effects, will be released (see picture). This film’s production 
budget is reportedly $230m, which would make it one of the most expensive movies ever made. “Avatar” 
will be a great disappointment if its worldwide ticket sales fail to exceed $500m. Yet it is a reflection of 
how things are changing in the media business that such an outcome is unlikely. 

There has never been so much choice in entertainment. Last year 610 films were released in America, up 
from 471 in 1999. Cable and satellite television are growing quickly, supplying more channels to more 
people across the world. More than half of all pay-television subscribers now live in the Asia-Pacific region. 
Online video is exploding: every minute about 20 hours’ worth of content is added to YouTube. The 
internet has greatly expanded choice in music and books. Yet the ever-increasing supply of content 
tailored to every taste seems not to have dented the appeal of the blockbuster. Quite the opposite. 

This is not what was predicted by one of the most influential business books of the past few years. In “The 
Long Tail”, Chris Anderson, editor-in-chief of Wired, a technology magazine (and before that a journalist 
at The Economist), argued that demand for media was moving inexorably from the head of the 
distribution curve to the tail. That is, the few products that sell a lot were losing market share to the great 
many that sell modestly. By cutting storage and distribution costs, the internet was overturning the 
tyranny of the shop shelf, which had limited consumers’ choices. And, by developing software that 
analysed and predicted consumers’ tastes, companies like Amazon were encouraging people to wallow in 
esoterica. Such companies did not just supply niche markets—they helped create them.  

“The Long Tail” set off a lively debate. Professors at Harvard Business School questioned whether many 
companies can profit from selling a little of a great many things. The supply of obscure films and music 
seems to be growing faster than people are discovering them. Harvard’s Anita Elberse argued in an article 
last year that only a foolish firm would shift its focus away from the mass market. People in the media 
business, who have to back their judgments with money, have a different view. In a sense, they say, both 
Mr Anderson and his detractors are right. At the same time, both are missing the real story.  

“Both the hits and the tail are doing well,” says Jeff Bewkes, the head of Time Warner, an American media 
giant. Audiences are at once fragmenting into niches and consolidating around blockbusters. Of course, 
media consumption has not risen much over the years, so something must be losing out. That something 

  

Reuters



is the almost but not quite popular content that occupies the middle ground between blockbusters and 
niches. The stuff that people used to watch or listen to largely because there was little else on is 
increasingly being ignored.  

 
The strongest survive 

Take American broadcast television. This is an industry in decline, albeit from an immensely profitable 
peak. The “big four” networks (ABC, CBS, NBC and Fox) have steadily lost viewers over the years as 
eyeballs have wandered to cable networks and, to a lesser extent, online video. Yet the top programmes 
are holding up well. In the 2000-01 season the most popular show on broadcast television, “Survivor”, 
was watched by 17.8m households on average. The leader in 2008-09, the Wednesday edition of 
“American Idol”, drew 16.5m. Less popular shows—fairly funny sitcoms and cheap reality programmes 
such as “COPS”—suffered far worse. Indeed, the further you look down the prime-time rankings, the more 
audiences have eroded (see chart 1).  

The fact that the biggest shows continue to draw audiences nearly 
as big as their predecessors did may not sound impressive. But it 
has great commercial consequences. As broadcast television has 
lost audience share, its salesmen have convinced advertisers to 
pay more and more to reach a given number of viewers. They get 
away with this because broadcast television is still unchallenged as 
a mass medium. No other venue, including the internet, can 
guarantee an audience of many millions on a single evening. So a 
show that reaches 10m Americans today is worth a lot more than 
a show that reached 10m at the beginning of this decade. Simon 
Cowell, the star judge on “American Idol”, reportedly renewed his 
contract earlier this year for more than $100m over three seasons. 
He is probably worth it.  

Or take music. Like broadcast television, recorded music is a 
troubled business. Sales of CD albums are declining thanks to 
illegal file-sharing and the rise of digital download services such as 
iTunes, which allow listeners to pluck out the best tracks. Yet hit albums can still sell well. In Britain, 
where album sales in all formats have declined by 18% since the 2004 peak, those of albums occupying 
the number-one spot have increased slightly (see chart 2). A recent analysis by Billboard, a trade 
magazine, found a similar trend in America. There, sales had declined across the board, but the hits were 
holding up best. Albums ranked between 300 and 400 suffered the greatest proportionate losses. 

One possible reason is that the profile of music buyers has 
changed. Young fans, who are more likely to follow up-and-coming 
guitar bands and dance music, are highly likely to download music 
illegally. In 2008 Britons in their 40s spent more on pop and rock 
music than teenagers or people in their 20s, according to TNS, a 
market-research firm. As young people with more unusual tastes 
abandon music shops altogether, the market becomes skewed 
towards safe, established pop acts. One of last year’s biggest 
sellers was the cast recording of “Mamma Mia!”, which features 
songs by ABBA, a fizzy 1970s pop group. But this is not the whole 
story. 

Offer music fans a virtually infinite choice of songs free of charge, 
and they will still gravitate to hits. That has been the experience of 
We7, a music-streaming service based in London which has 2.5m 
users. Only 22% of We7’s 4m songs are streamed in any given 
week, says Steve Purdham, who founded the company. The top 
100 artists account for more than half of all streams. Users of Spotify, another ad-supported music 
service, are similarly unadventurous. Will Page of PRS for Music, which collects royalties for British 
songwriters, calculates that the most popular 5% of tracks on Spotify account for 80% of all streams. He 
is counting only the 3m tracks that were streamed at least once between February and July. Another 1.5m 
were not touched at all.  

“People want to share the same culture,” explains Roger Faxon, head of EMI Music Publishing. Music is an 
intensely social medium, most enjoyable when it is discussed and shared with friends. Because choice in 



music—and, to an extent, other media—is collective as well as individual, it is hardly surprising that 
people cluster around popular products. And Mr Faxon cites another reason, having to do with the advent 
of online piracy. File-sharing has made virtually all music available for nothing. Yet it has not altogether 
stopped people from buying. Even enthusiastic pirates will still buy CDs of music that they love, in order to 
get the cover art or simply to express their devotion. And what people love, it turns out, are hits.  

 
The tyranny of the hit 

Although you might expect people who seek out obscure products to derive more pleasure from their 
discoveries than those who simply trudge off to see the occasional blockbuster, the opposite is true. Tom 
Tan and Serguei Netessine of Wharton Business School have analysed reviews on Netflix, a popular 
American outfit that dispatches DVDs by post and asks subscribers to rate the films they have rented. 
They find that blockbusters get better ratings from the people who have watched them than more obscure 
ones do. Even the critically loathed “Transformers: Revenge of the Fallen” is awarded four stars out of 
five. Ms Elberse of Harvard Business School has found the same of ratings on Quickflix, the Australian 
equivalent of Netflix. 

Perhaps the best explanation of why this might be so was offered in 1963. In “Formal Theories of Mass 
Behaviour”, William McPhee noted that a disproportionate share of the audience for a hit was made up of 
people who consumed few products of that type. (Many other studies have since reached the same 
conclusion.) A lot of the people who read a bestselling novel, for example, do not read much other fiction. 
By contrast, the audience for an obscure novel is largely composed of people who read a lot. That means 
the least popular books are judged by people who have the highest standards, while the most popular are 
judged by people who literally do not know any better. An American who read just one book this year was 
disproportionately likely to have read “The Lost Symbol”, by Dan Brown. He almost certainly liked it.  

This explains why bestselling books, or blockbuster films, occasionally seem to grow not just more quickly 
than products which are merely very popular, but also in a wholly different way. As a media product 
moves from the pool of frequent consumers into the ocean of occasional consumers, the prevailing 
attitude to it—what Hollywood folk call word of mouth—can become less critical. The hit is carried along by 
a wave of ill-informed goodwill.  

These days it may travel far. Blockbuster films, long among the most international of media products, are 
now more so. The leading studios have beefed up their foreign-sales arms and learned how to market 
films that open at roughly the same time all over the world. Sony has done particularly well this year, 
pulling in more than $1.6 billion in ticket sales from outside America, a record for the studio. Big films 
such as “2012” and “Angels and Demons” have earned roughly twice as much in foreign cinemas as in 
American ones.  

Hollywood seems to have exported the blockbuster model, too. Anil Arjun, chief executive of Reliance 
MediaWorks, reckons ticket sales for the top five films in India grew by 250% between 2004 and 2008. 
Growing professionalism and a multiplex building boom have lifted the market as a whole, but the biggest 
films are rising most quickly. In addition, the best Hindi films increasingly serve expatriates in London and 
California’s Bay Area. 

 
Blockbusters are also reaching people in more ways. Peter Chernin, who recently stepped down from 
overseeing News Corporation’s film and television business, notes that technology does not just expand 

“New Moon”, newly enthroned



the range of products available. It also gives people much greater choice in how they consume the most 
popular ones. No longer must people go to a cinema or a video shop if they want to see a popular film. 
They can get hold of it as a video-on-demand, download it or stream it. “Hits are going to be the single 
biggest beneficiary of technology,” Mr Chernin reckons.  

In short, just because people have more choice does not mean they will opt for more obscure 
entertainments. That is especially clear in the book trade. A study of the Australian market by Nielsen, a 
research firm, found that the number of titles bought each year (measured by ISBNs) has risen 
dramatically, from about 275,000 in 2004 to almost 450,000 in 2007. Niche titles selling fewer than 1,000 
copies each accounted for nearly all the growth in variety. Yet their market share fell. In Britain, sales of 
the ten bestselling books increased from 3.4m to 6m between 1998 and 2008.  

The bestsellers are gaining in part because of a change in the retail marketplace that affects other media 
too. High-street bookshops, which carry a reasonable selection of what publishers call “mid-list” and 
“back-list” titles—that is, modestly popular and somewhat out-of-date books—are struggling. Borders UK, 
owner of a British chain, is reportedly seeking a buyer for its stores. Such shops are being displaced by 
online retailers, which offer vast selections of obscure titles, and also by supermarkets, which sell a tiny 
selection of hugely popular books.  

In newspapers, too, the leading outfits are faring best. The three biggest-selling American publications—
the New York Times, USA Today and the Wall Street Journal—have all held on to subscribers better than 
the large metropolitan papers that comprise the second tier. That market also has a thriving long tail in 
the shape of small-town papers. This has less to do with consumers’ tastes than with advertising. The 
metropolitan papers are suffering because the classified advertisements on which they rely have collapsed 
under pressure from free listings websites such as Craigslist. Small-town papers also depend on classified 
ads, but they face less online competition. The nationals rely more on display advertising.  

What is a media company to do? As sales become ever more concentrated, it is becoming both more 
urgent and harder to establish a foothold near the top of the market. A book or film that fails to attract a 
mass audience tumbles quickly into the depressed middle. To avoid this fate, should a company spread its 
development and marketing budget over lots of products, hoping that one or two catch on, or should it bet 
on just a few? The problem is especially acute in businesses like music, where money is tighter than ever 
and even the hits are not quite as solid as they used to be.  

The joke answer, proffered by several executives asked these questions, is that media companies should 
simply churn out hits. This is less of a joke if a firm knows in advance what will prove popular. Of all 
creative media enterprises, Hollywood is the most confident of its ability to predict demand. Film studios 
carry out rigorous audience research and adjust production and marketing budgets according to the size 
of the group they are targeting. The studios have learned that stars are much less reliable generators of 
profits than films based on known characters and stories. That is why, in August, Disney agreed to pay $4 
billion for Marvel Entertainment, a veteran comic-book and media firm that had filed for bankruptcy 
protection in the mid-1990s.  

Above all, Hollywood has learned that bigger is better. Although small films can do astonishingly well (the 
latest is “Paranormal Activity”, a cheap thriller that has sold more than $100m-worth of cinema tickets in 
America alone), they do not do so at all dependably. SNL Kagan, a research firm, calculates that between 
2004 and 2008 films costing more than $100m to produce consistently returned greater profits to the big 
studios than cheaper films did. With DVD sales slumping in the recession and outside financing hard to 
obtain, the leading studios are cutting back their output of films. But the cuts are concentrated at the 
bottom end. Studios have shut down or neglected their divisions that specialise in distributing low- and 
middle-budget films. None has sounded a retreat from big-budget blockbusters.  

Hollywood is one of America’s most stable industries, with the same number of big studios now (six) as in 
the early 20th century. As both production budgets and risks soar it seems less likely than ever that an 
outsider will break into the club. On the contrary: the club may eventually shrink. The trend towards 
blockbusters is likely to suit the most successful studios, with the deepest pockets, the best marketing 
departments and the greatest ability to wring revenues from a hit by selling DVDs, television rights and 
toys.  

Of course, not everything can be big. Complex political films; violent cartoons; English folk music—none of 
these things is likely to produce queues around the block. And a great many hoped-for hits fail: every 
media company puts out many more misses than hits. What to do with them? One answer, says Mr 
Bewkes, is to take advantage of the protective power of brands. Television programmes, in particular, do 
not compete for audiences on a completely featureless playing field. They are shown on channels that 



attract distinct audiences with different expectations. In the right context, a middling show can survive. 
“You let the strong brand carry the medium product,” Mr Bewkes explains.  

Another way of rescuing less popular stuff is to charge more for it. In many media businesses it is an 
accepted principle that such products cost more. Specialist magazines are often expensive. Less popular 
books cost more than bestsellers, because the latter are discounted. Even television has a successful 
model for charging more for shows that a smallish group of people feel passionately about, in the form of 
premium subscription channels like HBO. Yet, with the exception of live screenings of opera and sport, film 
tickets all cost the same. This is one thing that could change.  

But nobody knows quite what to do. The old-media world of limited choice, in which any product that was 
not too objectionable was guaranteed a decent audience, was a comfortable place. Pleasing a customer 
who can choose from several hundred films and television programmes even without getting up from the 
sofa, by contrast, is an unnerving prospect. 
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Dubai's debt  
 
Standing still but still standing 
Nov 26th 2009  
From The Economist print edition 

 
 
Dubai seeks a reprieve on its debts 
 

 
ONE of the biggest events in the Muslim calendar, Eid al-Adha, which begins this weekend, is supposed to 
be a festival of sacrifice. On November 25th investors in Dubai were given an early chance to get into the 
spirit of things. The emirate’s government asked creditors of Dubai World, one of three big government-
backed conglomerates, to agree to a standstill on repayments until May 30th 2010 at the earliest. The 
standstill does not apply to Dubai Ports World, which operates one of the biggest container terminals in 
the world. But it does include the $4.05 billion due on December 14th to holders of an Islamic bond, or 
sukuk, issued by Nakheel, a developer responsible for the Palm Islands and other spectacular land-
reclamation projects. 

The announcement left investors feeling wronged and wrong-footed. Only weeks ago, Sheikh Mohammed 
bin Rashid al-Maktoum, Dubai’s ruler, assured investors that the emirate would soon raise the funds to 
meet “current and future obligations”. Either he was not ready to reveal what was afoot, or he did not 
know. In an autocratic regime like Dubai, bad news acquires an extra coating of sugar with each step it 
takes up the hierarchy. 

Dubai’s debts are heavy, amounting to about $80 billion including 
the government and the conglomerates it controls. Investors had 
half-expected Dubai World to seek forbearance from its bankers, 
asking them to extend their loans. But they felt sure the emirate 
would make good on publicly traded instruments, and in particular 
Nakheel’s sukuk, rather than suffer further damage to its financial 
reputation.  

The dismay of investors was quickly apparent in the market for 
credit-default swaps (see chart) and in the equally active market 
for gossip. “Normally we know what’s going on,” says one sheikh 
in Sharjah, another member of the United Arab Emirates. “Now we 
haven’t a clue. This smacks of a complete lack of control.” 

Credit-rating agencies quickly downgraded all government-related 
debt. Whether the standstill counts as a default depends on 
whether Dubai is asking investors to defer their claims or telling 

  

AFP



them to. The answer probably depends on how many of Nakheel’s bondholders insist on timely repayment 
on December 14th. If push comes to shove, the emirate surely has the means to satisfy many of them. It 
raised $10 billion from Abu Dhabi, its wealthier neighbour, in February. And hours before it requested a 
standstill, it said it had raised another $5 billion from two Abu Dhabi banks, although only a portion of that 
was available immediately. 

These bail-out funds flow to the Dubai Financial Support Fund, a committee which is overseeing the 
restructuring of Dubai’s indebted companies. It is described by one banker as a “command-and-control 
cockpit”, imposing some financial discipline on Dubai’s government-backed champions. 

Dubai sorely lacked such oversight in the run-up to the crash. Indeed, a month ago, bankers worried that 
the reorganisation of “Dubai Inc” still might not go far enough. Some in the emirate seemed tempted to 
declare victory over their woes, pretend that every balance-sheet was sound, and go back to business as 
usual. 

But the request for extra time suggests the Support Fund is digging in for a longer campaign. In this 
stiffening of resolve, some see the influence of Abu Dhabi. Rich in oil and conservative in outlook, its 
rulers have viewed Dubai’s penchant for frolic and folly with distaste and occasional envy. It is possible 
they are now putting their foot down, fearful that if Dubai does not take its share of pain, it will be back 
for more money in the next downturn. 

Unlike Abu Dhabi, Dubai has to borrow to finance its future. As the recovery takes hold, it will make 
money again from its property, tourism, trade and financial industries. One banker describes the emirate 
as an “integrated service industry, no different from a very large Euro Disney”. Such an industry can and 
should carry a certain amount of debt. But it has to learn how to pay for that debt from serving 
customers, not speculators.  
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A load to bear 
Nov 26th 2009 | TOKYO  
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Japan is not yet doomed to debt-induced penury 
 

 
IT IS one of the hottest shows in town. People queue up, replace their shoes with slippers, and enter a 
gymnasium where TV cameras are filming. What they have come to see looks like “Dragons’ Den”, a 
popular TV show. But bureaucrats, not entrepreneurs, are the ones begging for cash to fund their pet 
projects. And politicians give the thumbs up or down. 

This is budget-balancing, Japanese-style. The new administration of Yukio Hatoyama has come to office 
with big spending plans, which it intends to pay for by scrapping wasteful expenditures of the sort that, it 
says, helped keep its opponents in power for half a century. Judging by the TV audiences, the public is 
impressed. The trouble is that Japan has a fiscal hole likely to approach 10% of GDP next year, or about 
¥50 trillion ($500 billion). Such gestures are like using a toothpick to fill it in. 

That means the government may need to issue more bonds next year to bridge the gap, unless there is a 
strong pickup in growth or the government abandons some of its spending pledges. The prospect of more 
borrowing has spooked the government-debt market recently. The jitters reflect the sheer size of Japan’s 
public-sector debt, which next year is expected to be twice as big, on a gross basis, as the country’s GDP. 
On a net basis (offsetting the government’s financial assets), it is smaller but still among the highest in 
the OECD.  

As bond yields edged higher recently, several Wall Street banks issued warnings about potentially 
crippling debt-service costs. Their case was strengthened by evidence of mounting deflationary pressures 
and expectations that Japan, with its shrinking population, will be unable to grow fast enough to pay down 
its debt.  

JPMorgan, for instance, has calculated that even if ten-year yields on Japanese government bonds rose by 
just one percentage point over the next decade (and the fiscal deficit increased each year as a result of 
social-security and other payments), the government’s debt-service costs would triple because of a 
steadily rising stock of debt. It also said that an ageing-related decline in household savings might lead to 
a current-account deficit by 2014. That could make Japan more dependent on foreigners for its borrowing 
needs. 
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Weighed down 



Even the bears acknowledge that there is scant likelihood of Japan blowing up in the short term. There are 
several reasons to remain calm, notably the remarkable loyalty of Japanese debtholders over the past 15 
years. By some estimates more than 93% of Japanese debt is held domestically, which means that the 
government need never default because it could simply print money to pay the debt off. 

This home bias also helps explain why, though the stock of debt is 
huge, debt-servicing costs as a percentage of GDP have been 
relatively low compared with Japan’s OECD peers (see chart). Even 
at the peak of their recent run-up, ten-year Japanese-government 
bonds only yielded a miserly 1.43%, but in a deflationary 
environment they were still attractive to Japanese investors in real 
terms. What’s more, the government is the world’s largest 
creditor, with plenty of foreign assets to sell. And Japanese citizens 
are sitting on another {Yen}1,410 trillion of financial assets. These 
comfortably exceed the government’s debt. As a last resort they 
could be heavily taxed if the government ran into trouble. 

Japan would, indeed, become more exposed to foreign creditors if 
the current account were to slide into deficit, but that is unlikely 
unless the world economy takes a turn for the worse and oil prices 
soar—two things which are unlikely to happen simultaneously. 
More likely, a worsening current-account balance would weaken 
the yen, which hit a 14-year high against the dollar on November 
26th. 

The problem is that even those who remain relaxed about Japan’s debt are deeply pessimistic about other 
aspects of the economy. Deutsche Bank talks of an “iron hexagon” comprising a fiscal deficit, current-
account surplus, yen appreciation, falling prices, low nominal interest rates and economic stagnation. “The 
most realistic path for the Japanese economy is not a crash but a sustained decay or hibernation,” writes 
Mikihiro Matsuoka, its chief economist in Japan. 

Hibernation is nothing new. Nominal GDP has increased at an annual rate of 0.1% since 1991. In the third 
quarter GDP grew at a quarterly rate of 1.2% in real terms, the fastest growth in the G7, but in nominal 
terms, as a result of the pernicious effects of deflation, it fell by 0.1%. Deflation creates other headwinds. 
It means real interest rates are abnormally high for a country just emerging from a crunching recession. 
As long as it persists, the debt-to-GDP ratio will get steadily worse. 

That suggests the authorities should take drastic steps to reflate the economy, jolting it out of its stupor 
and weakening the currency. Yet bizarrely, the Bank of Japan seems to think its credibility is more at risk 
from reignited inflation than from the stigma of mild deflation. Provided there is no downward spiral in 
prices, it believes the economy will eventually heal itself. 

The Hatoyama administration has barely begun to consider how to prolong the recovery, let alone pay 
down debt in the long run. It only inserted an “economic growth strategy” into its election manifesto as an 
afterthought. Analysts believe it is too worried about winning upper-house elections next summer to do 
anything but pussyfoot on economic policy. Japan needs stimulus in the short term and credible plans for 
fiscal retrenchment in the long term. At the moment it has neither.  

 
 

Copyright © 2009 The Economist Newspaper and The Economist Group. All rights reserved. 



 
Parallels between Japan and the West  
 
Same chords, different tune 
Nov 26th 2009 | WASHINGTON, DC  
From The Economist print edition 

 
 
There are enough similarities to worry 

FOR policymakers in the rich world, Japan’s plight is the stuff of nightmares. The damage from the early 
1990s property and banking bust lingered for years, devastating the government’s finances and, 
eventually, enveloping the economy in deflation. The effects are still visible.  

Small wonder, then, that a desire to avoid Japan’s experience has 
shaped other governments’ responses to the financial crash. Their 
reactions, from the speed and scale with which central banks 
reached for unconventional monetary tools to the focus (at least 
rhetorically) on fixing the banking mess, all contrast with the 
tentative initial response to Japan’s bust. But will that be enough? 
Close inspection suggests that, from America to Britain, worrying 
similarities with Japan remain. And on some counts today’s post-
bubble policy challenges are more complex than anything 
Japanese policymakers ever faced. 

Macroeconomically, the main parallel is the massive shift in private 
and government saving. Japan’s asset bust left a gaping hole in 
corporate balance-sheets. As firms spent years paying down debt, 
the economy had to be supported by a large and persistent 
increase in government borrowing (see chart). On average, 
Japan’s government has run a structural fiscal deficit of more than 
5% of potential GDP every year since 1993.  

The precise contours of the balance-sheet mess are different 
today: in America, Britain and other post-bubble economies, 
households have the biggest holes to fill. But the private sector’s 
adjustment has been even more wrenching, with a dramatic shift 
to surplus mirrored—as in Japan—by a huge increase in public 
borrowing. And it is far from finished. Even if household balance-
sheets are repaired at warp speed, today’s post-bubble economies 
will probably need support from big budget deficits for several 
years yet. 

Faster balance-sheet adjustment also risks a steeper downturn. 
Despite massive stimulus, today’s recessions have been deeper 
than the aftermath of Japan’s bubble. Jobless rates and the 
amount of slack in the economy are higher, which raises 
deflationary pressure even as central banks have turned on the 
monetary spigots. The OECD’s latest Economic Outlook estimates 
America’s output gap, the difference between actual and potential 
GDP, at almost 5% and Britain’s at over 6%, both larger than 
Japan’s. And America’s 10.2% jobless rate is arguably an 
underestimate of labour slack. A broader measure, including 
underemployed workers, has reached almost 18%.  

With so much spare capacity, deflation remains a risk even as 
economies stop shrinking. Although consumers’ inflation 
expectations are stable, professional forecasters now expect 
slower price growth. According to a survey by the Philadelphia 
Federal Reserve, forecasters’ estimates of ten-year inflation rates 
have declined, to 2.26% today from 2.5% three months ago. 

  



Optimists point out that Japan made many mistakes, not least the time it took to clean up its banking 
system. But some of those errors are being repeated today. For all the hoopla about stress tests and 
financial restructuring, the real strategy in most post-bubble economies is to allow banks to grow their 
way out trouble gradually, by making fat profits on the back of free central-bank cash. Many impaired 
assets remain on their books. The result is a dysfunctional banking system, with credit shrinking thanks to 
lack of supply as well as lack of demand. Latest figures from America’s Federal Deposit Insurance 
Corporation (FDIC) suggest that banks’ loan balances fell by 2.8% between July and September, the 
biggest drop on record. A haul of 552 banks, or 7% of the total, are now on the FDIC’s problem list. 
Britain’s bank lending to non-financial firms continued to fall in October.  

In America the consequences of this credit crunch are being mitigated, at least for large firms, by the 
ability to tap the bond market. Gross bond issuance by non-financial firms is running at 55% above its 
ten-year average. In Britain, too, companies have turned to bond markets in greater numbers but there is 
less capacity. The capitalisation of Britain’s private-sector bond market is the equivalent of 16% of GDP, 
compared with 120% in America and a G7 average of 50%. As Adam Posen, an external member of the 
Bank of England’s Monetary Policy Committee, recently observed, Britain’s dependence on a few big 
troubled banks marks an “uncomfortable parallel” with Japan in the 1990s.  

There are plenty of differences, too. Japan’s bust was bigger (its banks’ stock of non-performing loans 
reached 35% of GDP, well above the gloomiest forecasts today). Its macroeconomic adjustment was 
complicated by a shrinking population. But for years Japan had the advantage of being the only big 
country in trouble. Today more balance-sheets need repair, the prospects for export-led growth are 
dimmer, and the increases in public debt will be broader. More broken nights beckon.  
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The retiree's autopilot 
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A new approach to an old-age problem 

IT IS a brave new world of personal responsibility. Private-sector companies have been abandoning their 
commitment to defined-benefit (DB) pension schemes, in which employees receive an income based on 
their final salary. The cost of the promise has been too great. But the replacement of DB schemes with 
defined-contribution (DC) plans hurts employees. Under a DB scheme, it was up to the employer to fill any 
hole in the fund caused by a market shortfall; in a DC plan, the employee bears all the market risk. If 
returns are disappointing then pensions will be, too. And employers often use the switch from DB to DC to 
cut their contributions. If less goes into the pot, less will come out.  

Employees in DC schemes can be at a loss when deciding how much to invest, where to put their money 
and what kind of pension to expect. To avoid this problem, many turn to “target date” funds, which invest 
in equities in the early years for growth and switch to safer government bonds as retirement approaches. 
Almost one-third of Americans with personal pensions have assets in such funds, according to the 
Investment Company Institute. 

But this may still put too much emphasis on asset allocation. Robert Merton, a Nobel prize-winning 
economist, has an alternative approach. He says the main concern for employees is to ensure that 
switching from work to retirement does not involve a sharp drop in their standard of living. For them the 
key decisions are: when do they want to retire, how much do they want to save, and what minimum 
proportion of their final salary, or “replacement rate”, do they wish to target? 

Under Mr Merton’s system—marketed via a company called SmartNest, which is being acquired by 
Dimensional Fund Advisors, a big fund manager—the employee answers those questions explicitly. The 
asset allocation of the pension pot is then driven by those decisions—a very high minimum requires a 
more conservative investment approach. As the market moves, the system keeps employees informed 
about the probability of meeting their target. If necessary the savings rate or the retirement date may 
have to change. This approach acts like the satellite-navigation system of a car, automatically replotting 
the route when the plan goes off course. If it works, the system will help employees avoid a penny-
pinching retirement. At the very least it should ensure that they ask the right questions.  
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A developing bull market 
Nov 26th 2009  
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Low yields on cash are sending investors far afield 

THE hunt for the next bubble is well advanced. Gold, which has 
repeatedly hit record nominal peaks, is a plausible candidate. Like a 
dotcom stock, it seems to lack any valuation constraints. 

Another option is emerging markets. Equities in developing markets 
have already enjoyed a phenomenal rally this year, with the MSCI 
emerging-markets index up by 73% as of November 25th. But what 
about emerging-market debt? 

The credit crunch has shown that emerging markets have not only 
become the main drivers of global growth but have also replaced 
developed countries as exemplars of fiscal probity. (Dubai is not 
technically an emerging market.) The bail-out of the banks, an 
unexpectedly sharp recession and a collapse in tax revenues have 
pushed some developed countries into deficits of more than 10% of 
GDP, figures not seen outside world wars.  

The contrast is now striking. Matt King, a strategist at Citigroup, cites IMF figures showing that the debt-
to-GDP ratio of the leading 20 developed nations is already twice that of the top 20 emerging markets. By 
2014 it will be three times as high.  

Every bubble needs a plausible narrative, whether it is the transformative power of the internet or the 
growth potential of emerging markets. It usually needs easy money as well—and near-zero short-term 
interest rates in America, Europe and Japan fit the bill, as they encourage investors to search for yield. 
Bubbles also normally need a trigger event to give them impetus. In this case the credit crunch gave 
investors cause to doubt the growth prospects of rich-world markets and to favour developing countries. 

The bullish argument for emerging-market bonds is based not just on the state of government finances 
but on the outlook for foreign-exchange markets. The American government may talk about the 
desirability of a strong dollar but it seems to have no intention of doing anything about it. Governments in 
Japan and the euro zone are hardly applauding the resulting strength of the euro and yen. By contrast, 
argues Mr King, some emerging countries may find their currencies appreciating, no matter what policy 
they follow.  

What if they give in to Western political pressure and allow a modest currency rise? Then investors will 
speculate that further appreciation is likely. Alternatively countries may choose to intervene in the foreign-
exchange markets to prevent their currencies from rising. But the effect of such a policy will be to increase 
their foreign-exchange reserves (as they sell their own currencies and buy dollars or euros). That will 
make the country’s fundamentals look even more attractive and encourage even greater investment.  

In addition, importing loose monetary policy from America (as countries try to peg their currencies to the 
dollar) may create asset bubbles within emerging markets. Those will attract speculative inflows. And if 
developing countries try to restrict those bubbles by raising interest rates, that will only make their 
currencies even more attractive as yield-hungry investors pile in. 

The trend is already well under way. EPFR Global, an information group, says that emerging-market-bond 
funds attracted the largest monthly inflow in October since it began collecting the data in 1995. 

Spreads (the excess yield over Treasury bonds), as measured by JPMorgan’s index of emerging-market 
bonds, have fallen from more than five percentage points in October 2008 to less than four percentage 
points now. To the bulls that leaves room for plenty of further gains: at its narrowest, in June 2007, the 
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spread on this index was 138 basis points (less than one-and-a-half percentage points). 

That suggests bubble status is still some way off. To the sector’s enthusiasts, like Jerome Booth of 
Ashmore, a fund manager, talk of a bubble is absurd. The world is witnessing a secular shift in favour of 
the developing world, which generates roughly 50% of global GDP but is under-represented in investors’ 
portfolios, he says. 

Buying emerging-market debt is not quite as straightforward as buying equities. The countries to which 
investors may most desire exposure (China and India, for example) are underweighted in emerging-
market-bond indices relative to the likes of Venezuela and Lebanon. There is also the question of whether 
to buy debt denominated in local currencies, which is less liquid but carries a higher yield. Regardless of 
the country’s chequered financial history, Brazil’s local-currency debt, yielding 11.8%, must look awfully 
tempting to income-seeking investors at the moment. 
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Bail-out poker 
Nov 26th 2009 | BERLIN  
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WestLB is rescued for the fourth time in four years 

BANKS used to inspire trust with marble halls and granite façades. The modern equivalent is a website 
that touts state guarantees bailing out depositors and other creditors. WestLB, the shakiest of Germany’s 
state-owned wholesale banks, or Landesbanken, prominently displays an “overview” of the bank’s many 
“protection mechanisms” on its site. Readers who click through are taken to a document that is 
comfortingly entitled “Belt and Braces”.  

Even so, the bank teetered on November 24th. While its shareholders, a mix of local savings-bank 
associations and the state of North Rhine-Westphalia, were squabbling with Germany’s federal 
government over who should take the hit for its losses on €85 billion ($129 billion) of toxic assets, the 
cost of insuring its debt spiked amid reports that the bank faced insolvency by the end of the month. At 
issue was uncertainty over whether WestLB would have enough capital when temporary guarantees from 
its owners expired. 

In truth an insolvency was never really on the cards. WestLB may not be the global investment bank it 
once dreamed of becoming, but it is still too big to fail. The threat by its shareholders not to extend their 
guarantees seems to have been little more than a negotiating ploy (CreditSights, a rating agency, called it 
“bail-out poker”) aimed at getting the federal government to stump up more cash. As a tactic, it was not a 
great success. The bank’s owners had bailed it out three times already in the past four years. After late-
night talks they in effect decided to do so again.  

WestLB will inject €3 billion in capital into a bad bank that will take over the toxic assets, the equivalent of 
about a third of its balance-sheet. Its shareholders have also agreed to guarantee €1 billion of losses on 
assets in the bad bank and they remain on the hook if losses go higher still. The government’s bail-out 
fund, Soffin, agreed to pump €3 billion in capital into what remains of WestLB. This may convert into as 
much as a 49% stake in the bank next year, diluting shareholders. Under an earlier deal with the 
European Commission, WestLB had already agreed to cut its balance-sheet by half and sell itself off by 
2011. It may now have to take even more bitter medicine in return for the additional aid.  

The high price of salvaging what is left of WestLB should be a warning to politicians in other states, who 
have long viewed their local Landesbanken as playthings full of cushy jobs that could be doled out to 
friends. Unfortunately it is a warning that is not being heeded. When the savings banks that owned a large 
stake in WestLB tried to merge it with another Landesbank, they were blocked by the state government 
which wanted to protect Düsseldorf’s status as a financial centre. 

The pain is not over. A financial-stability report, released by the 
German central bank on November 25th, shows a sharp rise in 
loan losses in Germany, with write-offs likely to peak this year 
(see chart). The central bank reckons that German banks will end 
up writing down as much as €90 billion in bad loans and securities 
this year and next. Much of the burden is likely to fall on the 
Landesbanken. Non-performing loans at big commercial banks 
barely rose last year. At savings banks, which lend mainly to 
individuals and small businesses, they fell. The hike in bad debts 
was driven by the Landesbanken.  

Shaky as many of them are, few are turning to the federal 
government’s bail-out fund for fear that it would lead to their 
being broken up or merged. BayernLB, which lost more than €5 
billion last year, was bailed out by the state of Bavaria. And HSH 
Nordbank got help from Hamburg and the state of Schleswig-
Holstein. That dismays many in Berlin, who had hoped that the 

  



crisis might spur consolidation. Just forcing the Landesbanken to be less brazen about their dependence 
on state support would be a start.  
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The price also stinks 
Nov 26th 2009 | HONG KONG  
From The Economist print edition 

 
 
A new twist on garden-variety speculation 

WORRIES about overheating in China usually focus on obvious candidates: 
property in big cities, mainland stockmarkets and so forth. On November 
25th China tightened the rules on foreign-currency transfers by individuals 
in a bid to control flows of hot money into the country. But signs of 
frothiness are also cropping up in odd places: garlic has become an 
unlikely target for Chinese speculators. 

According to reports in China Business News, prices in Jinxiang, China’s 
garlic-growing capital, have seen a fortyfold increase since March. Further 
down the supply chain, garlic prices have jumped tenfold on wholesale 
markets in big cities and fourfold nationwide. That compares with a meagre 
doubling in the price of copper this year and a 77% increase in the 
Shanghai stockmarket. 

“This sort of thing happens in China whenever you have too much bank 
lending,” says Jerry Lou of Morgan Stanley. “The liquidity spills 
everywhere. Garlic is just the area of the moment. We are at an asset-
bubble-foaming stage.” 

There is some justification for the increases. The amount of land set aside for garlic-planting is said to 
have fallen by half in 2008 in response to low prices. Rumours abound that garlic may prevent swine flu. 
Cheap herbal remedies are popular in China, and ways to ward off disease are compelling in the absence 
of comprehensive health care. 

That said, there appears to be much more demand for garlic from speculators than consumers. Trading 
activity has created such intense need in Jinxiang for cash that banks and cash machines are having 
problems keeping up. Whatever health benefits garlic may have, this particular market looks unwell. 
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Two new papers explore how to regulate the financial system as a whole 
 

 
BANKS mimic other banks. They expose themselves to similar risks by making the same sorts of loans. 
Each bank’s appetite for lending rises and falls in sync. What is safe for one institution becomes dangerous 
if they all do the same, which is often how financial trouble starts. The scope for nasty spillovers is 
increased by direct linkages. Banks lend to each other as well as to customers, so one firm’s failure can 
quickly cause others to fall over, too. 

Because of these connections, rules to ensure the soundness of each bank are not enough to keep the 
banking system safe. Hence the calls for “macroprudential” regulation to prevent failures of the financial 
system as a whole. Although there is wide agreement that macroprudential policy is needed to limit 
systemic risk, there has been very little detail about how it might work. Two new reports help fill this gap. 
One is a discussion paper from the Bank of England, which sketches out the elements of a 
macroprudential regime and identifies what needs to be decided before it is put into practice*. The other 
paper, by the Warwick Commission, a group of academics and experts on finance from around the world, 
advocates specific reforms**. 

The first step is to decide an objective for macroprudential policy. A broad aim is to keep the financial 
system working well at all times. The bank’s report suggests a more precise goal: to limit the chance of 
bank failure to its “social optimum”. Tempering the boom-bust credit cycle and taking some air out of 
asset-price bubbles may be necessary to meet these aims, but both reports agree that should not be the 
main purpose of regulation. Making finance safer is ambitious enough.  

Policymakers then have to decide on how they might achieve their goal. The financial system is too willing 
to provide credit in good times and too shy to do so in bad times. In upswings banks are keen to extend 
loans because write-offs seem unlikely. The willingness of other banks to do the same only reinforces the 
trend. Borrowers seem less likely to default because with lots of credit around, the value of their assets is 
rising. As the boom gathers pace, even banks that are wary of making fresh loans carry on for fear of 
ceding ground to rivals. When recession hits, each bank becomes fearful of making loans partly because 
other banks are also reluctant. Scarce credit hurts asset prices and leaves borrowers prey to the cash-flow 
troubles of customers and suppliers. 

Since the cycle is such an influence on banks, macroprudential regulation should make it harder for all 
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banks to lend so freely in booms and easier for them to lend in recessions. It can do this by tailoring 
capital requirements to the credit cycle. Whenever overall credit growth looks too frothy, the 
macroprudential body could increase the minimum capital buffer that supervisors make each bank hold. 
Equity capital is relatively dear for banks, which benefit from an implicit state guarantee on their debt 
finance as well as the tax breaks on interest payments enjoyed by all firms. Forcing banks to hold more 
capital when exuberance reigns would make it costlier for them to supply credit. It would also provide 
society with an extra cushion against bank failures.  

Each report adds its own twist to this prescription. The Bank of England thinks extra capital may be 
needed for certain sorts of credit. If capital penalties are not targeted, it argues, banks may simply cut 
back on routine loans to free up capital for more exotic lending. The Warwick report says each bank’s 
capital should also vary with how long-lived its assets are relative to its funding. Firms with big maturity 
mismatches are more likely to cause systemic problems and should be penalised. The ease of raising cash 
against assets and of rolling over debt varies over the cycle, and capital rules need to reflect this. 
Regulators should also find ways to match different risks with the firms which can best bear them. Banks 
are the natural bearers of credit risk since they know about evaluating borrowers. Pension funds are less 
prone to sudden withdrawals of cash and are the best homes for illiquid assets. 

The Warwick group is keen that macroprudential policy should be guided by rules. If credit, asset prices 
and GDP were all growing above their long-run average rates, say, the regulator would be forced to step 
in or explain why it is not doing so. Finance is a powerful lobby. Without such a trigger for intervention, 
regulators may be swayed by arguments that the next credit boom is somehow different and poses few 
dangers. The bank frets about regulatory capture, too, but doubts that any rule would be right for all 
circumstances. It favours other approaches, such as frequent public scrutiny, to keep regulators honest. 

 
When banks attack 

No regulatory system is likely to be fail-safe. That is why Bank of England officials stress that efforts to 
make bank failures less costly for society must be part of regulatory reform. That includes making banks’ 
capital structures more flexible, so that some kinds of debt turn into loss-bearing equity in a crisis. Both 
reports favour making systemically important banks hold extra capital, as they pose bigger risks when 
they fail. 

The Warwick group also thinks cross-border banks should abide by the rules of their host countries, so 
that macroprudential regulation fits local credit conditions. That would require that foreign subsidiaries be 
independently capitalised, which may also be necessary for a cross-border bank to have a credible “living 
will”, a guide to its orderly resolution. This advice will chafe most in the European Union, where standard 
rules are the basis of the single market. But varying rules on capital could also be used as a 
macroeconomic tool in the euro area, where monetary policy cannot be tailored to each country’s needs. 
Regulation to address negative spillovers that hurt financial stability might then have a positive spillover 
for economic stability.  

 
 

* “The role of macroprudential policy”, Bank of England, November 2009 

 
** The Warwick Commission on International Financial Reform, November 2009 
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Leaked e-mails do not show climate scientists at their best 
 

 
IS GLOBAL warming a trick? That is what some saw in a huge batch of e-mails and documents taken from 
the servers of the Climate Research Unit (CRU) at the University of East Anglia, in England, and put up 
anonymously on the web. The result has been a field day for those sceptical of the idea of man-made 
climate change, who have combed through them, pouncing and pronouncing on snippets that seem to 
show scientific malfeasance.  

The CRU specialises in studies of climates past. For parts of the past where there were no thermometers 
to consult, such studies use proxy data, such as tree rings. Reconstructions based on these tend to show 
that the planet’s temperature has risen over the 20th century to heights unprecedented for centuries and 
perhaps millennia. They are far from the only evidence for believing in climate change as a man-made 
problem, but they are important, and the sharp uptick they show has taken on iconic value. A tree-ring 
reconstruction known as the “hockey stick”, which shows unprecedented 20th-century warming, has been 
a particular target of criticism by sceptics. It was published in 1998 by Michael Mann (then at Yale, now at 
Pennsylvania State University) and his colleagues, and featured prominently in the 2001 report of the 
Intergovernmental Panel on Climate Change (IPCC).  

Hence the eagerness with which bloggers fell on one of the stolen e-mails, sent in 1999 by Phil Jones, the 
CRU’s director: “I’ve just completed Mike’s Nature trick of adding in the real temps to each series for the 
last 20 years (ie from 1981 onwards) and from 1961 for Keith’s to hide the decline.” Trickery associated 
with Dr Mann was catnip to the sceptics. But Dr Jones has clarified that “The word trick was used here 
colloquially as in a clever thing to do. It is ludicrous to suggest that it refers to anything untoward.” The 
“hiding” concerned the decision to leave out a set of tree-ring-growth data that had stopped reflecting 
local temperature changes. That alteration in growth pattern is strange, and unexplained, but eliminating 
it is not sinister. 

Another e-mail seen as shocking was from Kevin Trenberth of America’s National Centre for Atmospheric 
Research, in Colorado: “Where the heck is global warming? We are asking that here in Boulder where we 
have broken records the past two days for the coldest days on record.” But to take this as evidence that 
Dr Trenberth questions global warming seems foolish. He does not mean that a comparative lack of 
warming over the past decade shows greenhouse warming has stopped. He knows that the climate has 
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natural ups and downs imposed on such trends, and that cold snaps happen. He is expressing frustration 
that the monitoring needed to understand how these variations work is not as good as it could be.  

There is nothing in the e-mails so far to suggest that the authors do not believe in man-made global 
warming and are making the whole thing up, as some have been claiming. A more serious concern is that 
they believe in global warming too much, and that their commitment to the cause leads them to tolerate 
poor scientific practice, to close themselves off from criticism, and to deny reasonable requests for data.  

 
More heat than light 

Some e-mails suggest the criticisms made by sceptics outside academic climate science may have had 
more support within it than might be expected. Comments on the tree-ring section of the IPCC’s latest 
report by John Mitchell, director of climate science at Britain’s Met Office, raise issues very like those 
highlighted by perhaps the most prominent critic of the hockey stick, Steve McIntyre, who runs a blog 
called Climate Audit. An e-mail apparently from Dr Mann refers to an aspect of some statistical testing he 
did not want discussed widely as “dirty laundry”. Those worried that undue weight is being put on data 
from the tree rings of a dozen larches on the Yamal peninsula in Siberia, a topic that exercises Mr 
McIntyre, will be interested to see that some climate scientists shared some of their worries.  

None of this is evidence of fraud. Looked at broadly, the e-mails seem to show a pretty workaday picture 
of scientists, with frustrations and sloppinesses, disagreements, opponents badmouthed, and cultural 
differences bridged (for example, explaining to an American colleague not just why a particular person is a 
prat, but what a prat is in the first place). Some of the e-mails may, looked at in a context not currently 
available (those posted were a selection), add weight to previous criticisms by Mr McIntyre and others. 
But that, in itself, is not dramatic. Many of these issues were aired in the most recent IPCC report, though 
not particularly thoroughly. And the idea of anthropogenic climate change rests on a great deal more than 
just tree-ring records, useful as they are for providing context to the current warming.  

A spate of recent claims of global cooling, for example, rely on comparing 1998, the second-hottest year 
in the modern record (going to 1880), with 2008, which was relatively cooler. Yet, according to the 
Goddard Institute for Space Studies, a part of NASA, America’s space agency, 2008 was the ninth-hottest 
year on record. 2009 is shaping up to be the sixth-hottest. All of the ten hottest years recorded have 
come since 1997. And retreating Arctic sea ice provides even more visible data to support conclusions of 
warming.  

More worrying than anything revealed about the scientific and other views of the people involved is the 
sense that legitimate attempts at ensuring transparency are being thwarted. Perhaps the most damaging 
exchange follows a request made by Dave Holland, a British sceptic, to see CRU e-mails under Britain’s 
Freedom of Information Act. (The CRU is publicly funded, and therefore subject to the act.) Caspar 
Amman, one of Dr Trenberth’s colleagues at the National Centre for Atmospheric Research, wrote of the 
request: “Oh MAN! When will this crap ever end??” Then Dr Jones wrote to Dr Mann: “Mike, can you 
delete any e-mails you may have with Keith [Briffa] re AR4? Keith will do likewise.”“AR4” refers to one of 
the IPCC’s reports. Dr Mann says he never deleted any e-mails. Gavin Schmidt, a scientist at NASA and 
the keeper of realclimate.org, an anti-sceptic blog, wrote that that e-mail was very ill-advised. Dr Jones 
did not answer a request for comment.  

Dr Mann rebuts allegations of data-hoarding. Ten-year-old data protocols did not require keeping every 
scrap of data and calculation. Referring to his hockey-stick paper, he says: “If we knew then the type of 
scrutiny that would be applied to this work, we’d have made every scrap of data available.” Now, he says, 
climate scientists release not only all their data but also the proprietary algorithms they write to crunch 
the data. Not that he thinks it will help: “They’re not looking to reproduce your analysis, in many cases. 
They’re looking to badger, and to make unpleasant for us what we love doing as scientists. It’s obvious to 
other graduate students and post-docs rising up: if you choose to do this, this is what you will be subject 
to.” 

He should not expect matters to improve any time soon. In the wake of “climategate”, the Competitive 
Enterprise Institute, a right-wing think-tank in Washington, DC, announced that it intended to sue NASA 
for not providing climate data and other materials requested under America’s Freedom of Information Act. 

Many who accept that mankind is changing the climate disagree on how much and how quickly things will 
change—projections into the future rely on models whose feedback loops are constantly being refined, and 
which are the source of much debate. Other observers have written that the focus on carbon dioxide 
above all else has been misplaced, since quick wins are available in other areas like cutting methane 



emissions or black carbon soot.  

Sadly, discussing these things rationally in public is hard. As Judith Curry, a climatologist at the Georgia 
Institute of Technology, observes, attacks on climate scientists, sometimes paid for by carbon-emitting 
industries when global warming first became a public issue, have made many researchers in the field 
nervous and defensive. This does not excuse attempts to resist transparency, but does help explain them. 
Though such attacks have become rarer, there is now little presumption of good faith between global 
warming believers and sceptics, even independent ones, as an episode like this illustrates. Little wonder 
that the scientists are looking tribal and jumpy, and that sceptics have leapt so eagerly on such tiny 
scraps as proof of a conspiracy. 
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America’s food-waste problem is getting worse 

IN MANY countries one of the side effects of the second world war was to breed a generation that could 
not abide waste. Newspapers, jars and string were diligently saved and reused. Glass bottles were 
returned to their makers. Most importantly, though, food was never, ever thrown away. Leftovers were 
recycled into new meals, day after day. Fast forward to today and things have changed. There are reports 
of rich countries throwing out 25-30% of what is bought. Add in what never even makes it to the 
cupboard or the refrigerator, and the scale of the problem is considerably larger.  

Reliable data, though, are scarce. Existing reports usually collate small-
scale studies of households’ leftovers and rubbish bins and then 
extrapolate the results across a country. So Kevin Hall and his colleagues 
at the National Institute of Diabetes and Digestive and Kidney Diseases, in 
Bethesda, Maryland, decided to look at the problem in a new way.  

As they report in the Public Library of Science, they calculated the calorific 
consumption of America’s population based on data in the National Health 
and Nutrition Examination Survey carried out by the country’s Centres for 
Disease Control and Prevention. They then compared that figure with 
recorded levels of food production, modified for imports and exports. 

They found that the average American wastes 1,400 kilocalories a day. 
That amounts to 150 trillion kilocalories a year for the country as a whole—
about 40% of its food supply, up from 28% in 1974. Producing these 
wasted calories accounts for more than one-quarter of America’s 
consumption of freshwater, and also uses about 300m barrels of oil a year. 
On top of that, a lot of methane (a far more potent greenhouse gas than 
carbon dioxide) emerges when all this food rots.  

Food that is not eaten cannot, of course, make someone fat. Nevertheless, Dr Hall and his colleagues 
suspect the wastage they have discovered and America’s rising levels of obesity are connected. They 
suggest what they call the “push effect” of increased food availability and marketing is responsible. The 
upshot is more food in the waste-bin, as well as more in the stomach. 

That is probably not the whole story, however. The cheaper food is, the more likely it is to be thrown away 
even before it is sold to someone who might actually eat it. Such supply-chain waste can be built into the 
price, and usually makes economic sense. Throwing away leftovers is often better business than risking 
running out of stock. Yet any waste of a valuable resource is offensive at a visceral level. Just ask those 
who lived through the war. 

 
 

  

Retna

No seconds for me

Copyright © 2009 The Economist Newspaper and The Economist Group. All rights reserved. 



 
The Large Hadron Collider  
 
Big is back 
Nov 26th 2009  
From The Economist print edition 

 
 
The world’s largest and most expensive experiment is up and running. Again 

SOMETIMES the only way to crack a nut is with a sledgehammer. Such is the case with the Large Hadron 
Collider (LHC), an experiment so grand that it spans two countries in its quest for subatomic particles so 
tiny that they are literally almost nothing. It was ingloriously shut down after springing a helium leak in 
September 2008, before it had even got properly going. If all is well over the next few days, though, it will 
become the most powerful particle collider in the world. 

The machine lies 100 metres below the countryside, straddling the Franco-Swiss border outside Geneva. 
This is where CERN, the European particle-physics laboratory, has its headquarters. The LHC is housed in 
a circular tunnel some 27 kilometres (17 miles) around. At four points on this circle sit vast experimental 
halls where beams of protons, circulating at more than 99.99% of the speed of light in a vacuum 
comparable to that of outer space, will collide at temperatures just above absolute zero. Tens of 
thousands of physicists from more than 100 countries are watching to see what happens when they do so.

Protons are the nuclei of hydrogen atoms. They are thought to be composed of three smaller particles 
called quarks, none of which has ever been spotted in isolation. By smashing protons into one another in 
head-on collisions, physicists intend to recreate conditions that occurred a fraction of a second after the 
universe was created in the Big Bang. By studying what happens, they hope to discover why the universe 
contains the matter that has formed galaxies, stars, planets and, in at least one place, life itself. 

The two main particle detectors within the LHC, called ATLAS and CMS, are run by rival teams. They are 
competing to be the first to spot something new, but each relies on the other to confirm any sighting. On 
November 23rd, the ATLAS team and then the CMS team reported seeing collisions in their experiments. 
This is a first. When the LHC originally opened for business, before the leak, the beams never collided. 

The next stage is to increase the energy of the beams to the point where the LHC supersedes its nearest 
rival, the Tevatron at the Fermi National Accelerator Laboratory near Chicago. That is expected to happen 
in the next few days.  

The machine’s predecessor at CERN, which was dismantled in 2000 to make way for the LHC, used to be 
switched off every winter to save electricity. (Running the thing took roughly the same power as running 
Geneva.) Although the LHC is expected to close down briefly over Christmas, it is scheduled to reopen 
early in the new year. When it does so, it will run at even higher energies, although there are no plans to 
operate it at maximum energy until the second half of 2010.  

Once it is running properly, though, it is expected to bring about a fundamental rethinking of physics. 
Researchers have known for years that their models of reality are incomplete. They do not know why 
matter has mass. And the universe appears to be permeated by dark matter that can be sensed only by 
seeing its effect on visible matter, and dark energy, which is even more mysterious. The LHC should help 
scientists work out what is going on. 

And so it should, because it is not just the science and the scale of the machine that is jaw-dropping. So is 
the price tag. The LHC cost SFr10 billion ($10 billion) to build, once the full cost of the detectors 
themselves is included. Some 14 years after its construction was approved, the time has come to start 
using it.  
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A genetically engineered bacterium makes a greener plastic 

ONE of the most promising alternatives to plastics made from oil is 
polylactic acid (PLA). It is biodegradable, safe enough to be used as food 
packaging, can be processed like existing thermoplastics into coloured or 
transparent material and can be manufactured from renewable resources 
such as maize and sugarcane. Although PLA has been around for decades, 
it is only in recent years that advances in production techniques, 
particularly by Cargill, a big American agricultural group, have made it 
feasible to produce the material commercially. Now a group of researchers 
led by Lee Sang-yup of the Korea Advanced Institute of Science and 
Technology say they have come up with an even better way to make PLA, 
using the emerging science of synthetic biology. 

At the moment PLA is usually made in two stages. First, a source of starch 
or sugar, which could be an agricultural by-product, is fermented to 
produce lactic acid—the same substance made by the body during 
exercise, only in this case it comes from the bacteria exercising themselves 
in the fermentation process. In the second stage, lactic-acid molecules are 
linked into long chains, or polymers, in chemical-reaction vessels, to 
produce PLA. What Dr Lee and his colleagues have succeeded in doing, as they report in Biotechnology 
and Bioengineering, is to produce PLA directly, in a one-stage process, in bacteria. No chemical “post 
processing” is required. 

Their bacterial platform is E. coli, the workhorse species of microbial genetics. But their version has had 
genes from several other bacteria spliced into it. One comes from a bug called Clostridium propionicum, 
another from a species of Pseudomonas, and two more from Cupriavidus necator. Some of these genes, 
moreover, have been souped up, because the “wild” versions did not work well enough. The result is a set 
of synthetic metabolic pathways—ones that do not exist in nature—which turn the polymer out in 
satisfyingly large quantities. 

If the process can be commercialised, the researchers believe it could greatly reduce the cost of making 
products from PLA. Besides food and drink packaging, PLA is already used to make some other products, 
such as medical devices. It also has the potential to be used to make biodegradable clothing, furnishings 
and hygiene products such as nappies— objects which now end up mouldering for decades in rubbish 
dumps. Moreover, Dr Lee thinks that with further research, genetically engineered bacteria might be 
capable of making other sorts of plastics and polyesters from renewable resources. Another reason, then, 
to wonder how much longer the Age of Oil will last. 
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Javier Marías has seized the spy thriller and turned it into a novel of ideas 
 

 
Your Face Tomorrow: Poison, Shadow and Farewell (Volume 3). By Javier Marías. Translated by 
Margaret Jull Costa. New Directions; 480 pages; $24.95. Chatto & Windus; £18.99. Buy from 
Amazon.com, Amazon.co.uk 

“POISON, Shadow and Farewell” is the third and final volume of “Your Face Tomorrow”, a 1,273-page 
metaphysical thriller that has taken nearly a decade to write and whose author has been described by 
Roberto Bolaño, himself the literary hero of many modern novelists, as “by far Spain’s best writer today”.  

When the book opens, Jacques Deza, the hero, is adrift in London at the end of the cold war, separated 
from his wife in Madrid and working for a mysterious British intelligence agency run by one Bertram 
Tupra. Deza was recruited in the first volume by a retired Oxford don and semi- retired master spy named 
Sir Peter Wheeler. Service for Wheeler’s generation meant simply serving one’s country. But in the post-
communist world new uses need to be found for old spies. Deza, Wheeler realises, possesses a rare gift 
for decoding people, seeing them as they really are behind the masks they don to bluster and lie. Wheeler 
tests him by asking Deza what he sees in Tupra’s marriage. Then he hands him over to Tupra himself, 
who puts Deza to work studying shady businessmen and would-be coup leaders. 

In the third volume, finely translated into English by Margaret Jull Costa, Tupra forces Deza to watch a 
collection of incriminating videotapes of important public figures, recordings of unconventional private 
lives and horrific acts of violence. His mind polluted, if not actually poisoned, Deza returns to Madrid to 
find his old father, a veteran of the Spanish civil war, gently slipping towards death. Deza’s estranged 
wife, Luisa, sports a black eye, given her by a new lover. Spain is a country where men traditionally 
walked on a woman’s left side—the better to unsheathe their swords. Deza knows he must act. In a 
mesmerising passage of violence that mirrors the central scene of the trilogy’s second volume, Deza 
strikes and at the same time relearns a terrible lesson. 

Such are the bones of the story. But, as in all Javier Marías’s 12 novels, it is not the plot that is important 
so much as what the rambling narrator makes of it. Mr Marías has hijacked the cold-war spy novel made 
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famous by John le Carré and reworked it with meditative diversions on philosophy, history and moral 
issues. He scrutinises the etymology and translation of individual words and phrases and makes his heroes 
parse their own and others’ thoughts, feelings, motives and memories. His long Proustian sentences are 
what give Mr Marías’s fiction an unmistakable and wholly addictive quality, helping to map out a landscape 
of language that is every bit as recognisable as Vladimir Nabokov’s Antiterra or William Faulkner’s 
dreamed-up South. Reading his work takes effort, but the rewards are considerable. 

For so radical a contemporary author, Mr Marías inhabits an old-fashioned literary world. He reads only 
poetry (especially T.S. Eliot and Rainer Maria Rilke), plays, philosophy and art history. For years he was a 
literary translator, working on a vast range of British and American writing, from Sir Thomas Browne’s 
“Religio Medici” and Laurence Sterne’s “Tristram Shandy” to the poetry of W.H. Auden, Wallace Stevens 
and Seamus Heaney and the novels of Raymond Carver, Robert Louis Stevenson and J.D. Salinger.  

Success means Mr Marías no longer needs translating work (his novels are published in 37 languages in 
47 countries), but the interpreter in him is still very much alive. He was born in 1951, when Francisco 
Franco ruled Spain. The title, “Your Face Tomorrow”, comes from a Spanish phrase, tu rostro mañana, 
which was used during the civil war to mean you can never tell which friend today will be a traitor 
tomorrow. Mr Marías’s father, the leading disciple of Spain’s best known liberal philosopher, José Ortega y 
Gasset, was denounced after the war by two people, including his closest friend from school, who accused 
him, falsely, of writing for Pravda and consorting with Communist leaders. He was jailed and on being 
released was banned from teaching. A month after his son, Javier, the future writer, was born Marías 
senior was forced into exile.  

For Mr Marías, who published his first novel when he was 19, writing was a way of making sense of the 
world. His books are filled with a tension between the desire to know and fear of what knowing will cost. 
He regards storytelling as an instrument of power, a potential weapon for both the teller and the told. 
“One should never tell anyone anything,” begins the first sentence of the trilogy. It ends three books later 
with a variation on the same thought: “But please not one word of this shall you mention…” 

Mr Marías divides writers into those who use a map, who know in advance every difficulty they will 
encounter, and those, like him, who use only a compass. “I know I am going north, but I don’t know what 
I’ll find on the way… One of mankind’s greatest longings is to know. So I write to find out, to discover,” he 
says. “Your Face Tomorrow” is a literary tour de force, a novel of ideas, rich in allusions and allegory, 
which dwells on revenge as well as resolution, and which is as much about the past from which we are 
made as it is about the present we have become. 
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Money (Art of Living). By Eric Lonergan. Acumen; 149 pages; £9.99. To 
be published in America by McGill-Queen’s University Press in February. 
Buy from Amazon.co.uk 

TOWARDS the end of Eric Lonergan’s considered treatise on money, he 
recounts how Pokémon cards, a baffling craze from Japan, spontaneously 
turned into currency in his daughter’s school playground. Children would 
swap sought-after cards for food or toys. Bubble-like behaviour soon 
emerged. Older pupils would fleece younger, less sophisticated ones to get 
hold of prized cards. Children bought more cards with credit advanced by 
their parents. Eventually the headmaster was forced to step in and ban 
trading. Whatever form it takes, the use of money as a means of exchange 
seems to be hardwired; so too does its capacity continually to distort 
human behaviour.  

How can money simultaneously make the world go round and be the root 
of all evil? Mr Lonergan, a thoughtful hedge-fund manager in London, 
points out that money is greatly misunderstood. It is widely believed to 
loosen social bonds, yet it fosters interdependence. It enables people who may never meet to trade with 
each other. It is useless in a world without laws, property rights or trust in institutions. Money depends on 
society, and strengthens it.  

It is equally nonsensical to see saving as an intrinsically virtuous activity and borrowing as an essentially 
dubious one. One person’s saving represents another person’s borrowing (which is also why it is 
impossible for all countries to run trade surpluses). The money that people deposit in their current 
accounts is itself a loan to the bank, which uses it to provide credit to other households and companies.  

Both saving and borrowing are transactions that people undertake with their own future selves. Saving 
enables older people to have an income when they are no longer working. Mr Lonergan argues that 
stockmarkets and bond markets primarily exist not to enable an efficient allocation of capital but to give 
people a way of diversifying their savings across lots of different companies. Borrowing allows younger 
people to consume something now and commit themselves to repayment over some future period. Many 
of those who preach against the ills of capitalism have mortgages.  

Mr Lonergan takes time to discuss the various ways in which money can warp behaviour, by affecting 
people’s sense of status and self-esteem and by fuelling bubbles in assets such as property. Rising wealth 
is clearly not the same as moral progress, he says. But his most interesting ideas are those that run 
against the grain of post-crisis soul-searching.  

Credit cards are not just a call to excess, but also a form of insurance against shortfalls in cash. Teaching 
a few offenders a lesson in order to prevent moral hazard—by letting banks fail, say—is idiotic if the costs 
are imposed on everyone. Printing money and transferring it directly to people’s bank accounts is a 
perfectly sensible way of tackling the risk of deflation. Mr Lonergan concludes, somewhat sheepishly, that 
money would cause less damage if people did not think about it so much. With this slender but stimulating 
book, he provokes the opposite reaction.  
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The Bankers: How the Banks Brought Ireland to Its Knees. By Shane Ross. Penguin Ireland; 312 
pages; £14.99. Buy from Amazon.co.uk 

Follow the Money. By David McWilliams. Gill & Macmillan; 298 pages; £14.99. Buy from Amazon.co.uk 

Ship of Fools: How Stupidity and Corruption Sank the Celtic Tiger. By Fintan O’Toole. Faber & 
Faber; 240 pages; £12.99. To be published in America by PublicAffairs in March. Buy from Amazon.co.uk 

FOR over a decade from the mid-1990s until 2007, Ireland’s economy grew more rapidly than any other in 
western Europe. Foreign investment poured in. Success at selling abroad made Ireland one of the world’s 
largest exporters per head. Opportunity attracted the enterprising. In less than a dozen years, a country 
long known for exporting its people welcomed immigrants in droves. From having few foreign residents a 
decade ago, by 2008 one in eight of the population was foreign-born—a far higher proportion than Britain 
and France where large-scale immigration has been taking place for decades.  

As the boom continued, a certain sense of invulnerability seemed to take hold. The Irish took to buying 
property with such abandon that there was soon a credit-inflated bubble in property prices. Since that 
bubble burst in 2007, everything has changed. The economy has shrunk by a tenth—economists’ 
definition of a depression. The rate of joblessness has tripled. Banks are hobbling and Ireland’s public 
finances are in tatters. 

The clearest account of this fall from grace comes from Shane Ross, a stockbroker-turned-business 
journalist and senator with a record of exposing corruption both in private business and public life. In “The 
Bankers” he documents a series of past banking scandals and regulatory failures and traces the 
connections between the financiers and property developers who were at the heart of Ireland’s mania. 
Few are spared. He is scathing about the country’s financial regulator, who was far too friendly with those 
he regulated and, reflecting the hubris of the times, was paid more than his counterpart at the US 
Securities and Exchange Commission. He castigates politicians, who have long relied on builders and 
developers to pay for election campaigns. 

In “Follow the Money” David McWilliams covers the same ground, and more besides. A former investment-
bank economist in the City of London, he returned to Ireland at the height of the boom to write and 
broadcast. Mr McWilliams quickly spotted an inflating bubble and warned repeatedly that it would end in 
tears. 

Having called the crash, he now advocates radical solutions. Any bank that is unable to stand on its own 
feet should be allowed to fail, he says. And the Irish government should suspend its participation in the 
euro, devalue its new currency and rejoin the euro at a later date. The former is risky and the latter plain 
potty, akin to suggesting that California decouple from the dollar, launch its own currency and rejoin the 
American currency union once it has stolen a competitive march on other states.  

The clever but excitable Mr McWilliams shifts easily from policy advocacy to popular economics and social 
commentary. He is at his best in the last of these. He captures the fear, shame and hopelessness of small-
time property speculators who got out of their depth and are now bust. He describes the dazed 
incomprehension of those who came of age during the boom and who now do not know how to cope with 
a slump.  

If Messrs McWilliams and Ross are angry at their establishment, Fintan O’Toole is apoplectic with rage. 
The doyen of Ireland’s bourgeois left catalogues how those in power during the Celtic Tiger era came to 
believe their own propaganda. From reforming the country’s education system to rolling out a broadband 
network, he makes the case, often wittily, more often sarcastically, that self-congratulation replaced 
effectiveness. The result, the author believes, is that sustainable prosperity and success in high-tech 
industries will be elusive. 

  



It is a pity that Mr O’Toole devotes most of his book to venting rather than expanding on what is 
analytically most interesting in his narrative. He identifies deeper factors that he believes account for his 
country’s chronic slump, including a pre-modern addiction to buying and owning property; an unusual 
political system; a middle-class obsessed with success in the professions rather than science and 
business; and an “anarchic attitude to law and morality”. Each deserves exploration and comparison with 
other countries, but receives only perfunctory treatment. 

Mr O’Toole and his fellow journalists agree that greed and ineptitude on the part of the wealthy and the 
powerful are to blame for Ireland’s economic crash-landing being more violent than its peers. There is a 
great deal to this view. But it may be too narrow. A sometimes inward-looking island nation of fewer than 
4.5m people, Ireland certainly has its fair share of corruption, cliques and stitch-ups. But property manias 
can take hold in even the best governed countries. Besides, if Ireland were as corrupt as these writers 
claim, surely all those foreign companies who operate successfully would have left long ago, or never 
come in the first place? 
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The Master and His Emissary: The Divided Brain and the Making of 
the Western World. By Iain McGilchrist. Yale University Press; 608 
pages; $38 and £25. Buy from Amazon.com, Amazon.co.uk 

“I THUS drew steadily nearer to the truth, by whose partial discovery I 
have been doomed to such a dreadful shipwreck: that man is not truly one, 
but truly two.” So said Robert Louis Stevenson’s Dr Jekyll. Iain McGilchrist, 
a former Oxford literary scholar, now a doctor and psychiatrist, has 
reached a similar conclusion about the duality of man, and he too feels 
somewhat shipwrecked about it.  

According to Mr McGilchrist, the left and right hemispheres of the human 
brain have opposing personalities which have been at war ever since the 
time of Plato, and especially since the Enlightenment. The brain’s left 
hemisphere (the “Emissary” of his title) is the villain of the piece, since it 
has wrested control from the right (the “Master”, who ought to be in 
charge). The upstart left hemisphere has created a dehumanised society in the West, contributed to 
epidemics of schizophrenia and autism, caused environmental despoliation, and given rise to some wilfully 
ugly modernist art and music into the bargain.  

The relationship between the two sides of the brain became a hot topic in the 1960s after a spate of 
operations on epilepsy patients to sever the main connections between their hemispheres. These “split-
brain” subjects generally found that their fits became less debilitating, and they functioned normally in 
everyday life. But when experimenters found ways to feed information to just one of their disconnected 
hemispheres, such bizarre things started to happen that some researchers reckoned they were dealing 
with two independent spheres of consciousness in a single person. In recent decades a great deal more 
about the sides of the brain has been learned, mainly by studying stroke patients, and from imaging 
techniques that reveal which parts of the brain are most active when performing various tasks. 

Mr McGilchrist dismisses the pop-science idea that the left brain is rational, dull and male, while the right 
is creative, impressionistic and female. Almost everything once thought to happen in just one hemisphere 
turns out to involve both, and the differences between them concern not what the brain does, but the way 
it does things. In particular, he says, the left specialises in narrowly focused attention, while the right 
attends to broader contexts.  

That, at any rate, is his cautious, official position, and he gives intriguing evidence to back it up. But the 
reader is also treated to some very loose talk and to generalisations of breathtaking sweep. The left’s 
world is “ultimately narcissistic”; its “prime motivation is power”, and the Industrial Revolution was, in 
some mysterious sense, the left’s “most audacious assault yet on the world of the right hemisphere”. The 
sainted right, by contrast, has “ideals” that are in harmony with an “essentially local, agrarian, 
communitarian, organic” conception of democracy. 

In a tour of Western intellectual history that takes up half of this large book, Mr McGilchrist describes 
broad movements and famous figures as if they were battles and soldiers in a 2,500-year war between 
the brain’s hemispheres. Romanticism was mostly a victory for the right brain; the Enlightenment, in the 
end, a victory for the left. Shakespeare was a general of the right-hemisphere party, because of his 
celebration of the uncategorisable variety of human character; Descartes was a champion of the sinister 
camp, because of his mechanistic reductionism. A scintillating intelligence is at work in this part of the 
book, particularly in the discussions of poetry, but it has plainly become untethered from its moorings in 
brain science. Mr McGilchrist claims that the allegedly sharp dichotomy between left- and right-
hemisphere thinking does not exist in Asian cultures, or not in the same way. But he offers no evidence 
that such differences can be explained in physiological terms. 

  

SPL



The book ends with a deflating admission that will not surprise those readers who feel the author’s main 
claims about the cerebral hemispheres have the ring of loose analogies rather than hard explanations. Mr 
McGilchrist would not be unhappy to learn that what he has to say about the roles of the hemispheres in 
Western culture is simply a metaphor and is not literally true. In other words, he seems to be in two 
minds about his own thesis, which is fitting but not encouraging. 
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Conquest: The English Kingdom of France 1417-1450. By Juliet Barker. Little, Brown; 512 pages; 
£20. Buy from Amazon.co.uk 

THE relationship between England and France has been marked by fear and rivalry since the Norman 
conquest in 1066. Ties were closest in the later decades of the Hundred Years War (1337-1453). Then, in 
1431, a ten-year old king of England, Henry VI, travelled from London to Paris to be crowned king of 
France in Notre Dame cathedral. His French lands stretched from Bordeaux to Calais and from Cherbourg 
to Dijon. A humiliated French pretender governed a rump kingdom from Bourges in the south. 

This English kingdom of France was the work of Henry’s father, Henry V. His unexpectedly decisive victory 
over the French at Agincourt in 1415 whetted his appetite for the crown of France as well. By 1420 he had 
easily conquered Normandy. But by 1453 the rejuvenated French had wrested back control, and only 
Calais remained. 

Historians have paid relatively little attention to this burst of English power. Jonathan Sumption’s majestic 
three-volume history of the Hundred Years War, published over ten years from 1999, ends in 1399. Juliet 
Barker’s excellent new book, “Conquest”—which complements her previous works on medieval history—
chronicles how family squabbles turned northern and western France into a chessboard of sieges and 
battles for 30 years. Peasants were the pawns in this war of attrition. The population of Normandy, which 
saw most of the fighting, halved.  

The English incursion was doomed from the outset. It hinged on an alliance with the powerful dukes of 
Burgundy, who detested their French rivals far more than their English ones. Henry V’s sudden death in 
1422 robbed England of its heroic leader. Worse, on his deathbed he gave power—and responsibility for 
his infant heir—to a triumvirate of ambitious relatives, including the “rash and quarrelsome” Duke of 
Gloucester and the meddling Beaufort family. Their rivalry undermined the English in France, and led 
eventually to the Wars of the Roses. England could barely afford the French occupation. Cardinal Beaufort 
lent the monarchy almost £40m in today’s money, which in 1443 financed 300 ships to carry six knights, 
592 men-at-arms and 3,949 archers across the channel to try and keep the French at bay. Anglo-French 
relations remained tetchy. Henry VI went to war with his uncle, Charles VII. But Henry was no match for 
the French king, who introduced France’s first standing army in 1445, and ultimately crushed the 
overstretched English within a little over two years. 

Famine, plague and arbitrary taxes made life hard enough for common people in the English kingdom of 
France. Wolves scavenged in cities; in 1439 they ate 14 people near Montmartre. Meanwhile every man in 
England between 16 and 60 had to practise archery every Sunday. Life was especially harsh for those on 
the slippery border between the English kingdom and Charles’s territories. Marauding French and English 
soldiers routinely pillaged and raped, and sparked riots. Accusations of treachery were common on the 
border, and perpetrators faced a grisly end: hanging, being skewered and burnt, or buried alive. Readers 
are left to decide whether the English Kingdom of France was really an “even greater” achievement than 
Agincourt, as Ms Barker contends. 
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The new Medieval and Renaissance galleries are a treat 

FUTURE and past have arrived at once at London’s Victoria & Albert Museum. Ten 
galleries on three levels have been created to house the new Medieval and 
Renaissance galleries, which are due to open on December 2nd. Continuing the 
curatorial approach used ten years ago in the first of its new displays, in the 
British galleries, these 1,800 objects, from 300AD to 1600, are arranged in a 
broadly chronological sequence and cover a range of themes including devotion, 
trade and city life. The dividing lines between historic periods and geographic 
places are permeable: the Middle Ages flows into the Renaissance; there is 
interplay between north and south Europe and trade between west and east. The 
flow seems entirely natural, even if hundreds of the items on view (among them 
tapestries, jewels, armour, bubbling fountains, embroidered copes, decorated 
caskets and ivories such as the Symmachi panel, pictured) are more notable for 
their aesthetic appeal than for their contribution to an historical narrative.  

What a gift it is to have one of Leonardo da Vinci’s notebooks, small enough to 
have sat in his palm, on permanent view for the first time. Only a few feet away is 
Michelangelo’s small wax model for one of his slaves. The list goes on—from a 
slew of golden reliquaries to the panels of stained glass from that Paris jewel, 
Sainte Chapelle. A 17.7-square-metre window that dates back to the 12th century 
and comes from a house at Trie-Château, near Beauvais, is one of a number of 
items that has not been on public view for at least a generation.  

The new galleries and the presentation of their objects has been the work of a 
London firm, McInnes Usher McKnight Architects. In the area dedicated to 
“Devotion and Display 300-1500” large sheets of pale, sensuous, mottled onyx 
hang in front of the windows. The filtered natural light has a caressing glow. This 
enhances the feeling of lightness and transparency, and also gives the works a 
new liveliness. This is particularly true of Andrea Riccio’s 16th-century, “The 
Shouting Horseman”, which has a force and beauty that was largely 
unappreciated before.  

A formerly unused external area between the two buildings comprising this wing has been glassed over. The 
original brick and stone walls form a striking background for a soaring, tightly curling French Renaissance wooden
staircase and the façade of Paul Pindar’s house, which dates from about 1600 and is a rare survivor of the fire of 
London. 

These objects belonged to the grand, secular and sacred. A charming glimpse of intimate life among the grand is 
found in a small, deep-purple room lined with implements used for beautification and personal adornment. There 
is, for example, a curved silver toothpick cum nail cleaner that could be hung from a chain around the neck. 
There are caps (chiefly men’s) and one pair of lacy, embroidered mules of the kind favoured by Venetian 
courtesans. And there are sumptuous jewels, among them a glorious salamander pendant, its body made of a fat 
baroque pearl.  

Before the rearrangement, it was easy to pass under the superb painted trompe-l’oeil ceiling from Casa Maffi 
without noticing it. Now what was once the private, even select, pleasure of a few is there for all to see and enjoy 
in the room devoted to “Donatello and the Making of Art”. Its old admirers may feel sad that its charms are no 
longer theirs alone. Any moans will be drowned out by applause, though. The new Medieval and Renaissance 
galleries are a joy. 
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Earl Cooley, smokejumper, died on November 9th, aged 98 
 

 
SEEN from the height of a passenger jet, the mountains of Idaho and western Montana look like the grey, 
wrinkled hide of a dinosaur. Closer up, from a twin-engine aircraft, those wrinkles become thousands of 
conifers marching over the steep and broken ground. Closer still—“My God! My chute’s not opening! 
Something’s wrong!”—that’s a spruce you’re plunging into, your tardy parachute lines tangling round your 
neck and your flailing legs kicking off branches a hundred feet above the ground. Luckily, you’re alive. 
Luckier still, you have a rope in your trouser pocket that lets you rappel down from the tree. And you 
haven’t even got to the fire yet.  

Such was Earl Cooley’s introduction, on July 12th 1940 when he was 28, to the completely new science of 
smokejumping. After years spent trying to douse the forest fires of America’s West from aircraft—
labouring skywards with water stowed in five-gallon cans and beer barrels—this was the first attempt to 
parachute firefighters to blazes too remote to reach by road. In the 22 years Mr Cooley was to spend 
doing it, it was also his closest call. He reflected later that if the spruce had not saved him, the 
smokejumping programme itself would not have survived—let alone become the success it is today, with 
1,432 jumps made for the Forest Service last year. Back then, too many people thought it crazy. One 
Montana regional forester, a big-shot called Evan Kelly, had already complained to Washington that it was 
a waste of “honest suppression money”—dollars spent putting out fires in the old, plodding, non-
flamboyant way.  

Mr Cooley’s training for that first jump was minimal. He was fit enough: an outdoorsman raised in “awful” 
poverty in the Bitterroot mountains of Montana, after his family had lost their homestead in a bank 
collapse in the 1920s. From his hardscrabble boyhood he could hunt, set a trap-line, build with timber and 
make trails, skills he put to use for the Forest Service to see himself through forestry school. When he 
came to train jumpers himself, he liked to pick people who had done stints in brush camp or dealt with 
blister rust on pines. Once dropped to a fire, he could make his way through the mountains like a deer—a 
necessary skill, since smokejumpers, once the fire was mopped up, had to walk home. Digging trenches 
and felling trees to make breaks were second nature to him. 

Aeroplanes and parachutes, on the other hand, were foreign. His teacher did no more than hang a chute 
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on a tree and point out the parts, concluding: “We jump tomorrow.” The old Eagle parachutes, after 
opening with a bang that knocked your breath away, were almost unmanoeuvrable in a wind. Small 
wonder that Mr Cooley was sick before each training jump. But he could “rightfully say that he was greatly 
thrilled” to find himself, at last, floating.  

 
Hunting the fire 

The jumpers were firefighters first and foremost: young men impatient to get to a fire. Like hunters, they 
aimed to “catch” it before it went “over the hill”, or before it blew up from a spot fire to a raging “project 
fire” over 50 acres or more. Mr Cooley had a less impetuous side. For much of his career he was a district 
ranger as well as a fireman. Many saw him as the epitome of the old-fashioned ranger, with no graduate 
degree but full of knowledge from riding round his patch. He was a man of few, drawling words. Bob 
Mutch, another smokejumper, met him once on a mountain where his group had just landed in unseasonal 
August snow. Mr Cooley, from horseback, told them not to sit around too long, but to get on with mopping 
up the fire.  

His expertise often gave him the job of spotter in a plane. He had to read wind speed, direction and drift; 
assess, from the speed of the lumbering Ford Trimotor aircraft and his watch, the size of the fire; find, 
and mark with streamers, a suitable place to drop that was free of “snags” (dead trees), felled logs, 
stumps or boulders; check every inch of kit and harness, every buckle and strap and pin, and then tap 
each man on the left leg to make him jump. Mr Cooley was not just a trainer of men (including quivering 
Mennonites and Quakers, conscientious objectors, who were sent to become smokejumpers during the 
second world war). He also felt responsible for seeing that they returned.  

On one occasion, they did not. The summer of 1949 brought extreme fires to the West, and that August 
some of “his boys” went to jump a fire at Mann Gulch in Montana. As the spotter, he landed them safely. 
But the fire overran them, and 13 died. Mr Cooley, though innocent of any malfeasance, was overcome 
with survivor’s remorse. A quarter of his history of smokejumping, “Trimotor and Trail”, was devoted to 
the Mann Gulch episode. He had 13 crosses made of concrete and put them on the hillside where each 
body was found. Every year he would check on them. And he would look at the map again. 

His pivotal place both in smokejumping’s worst disaster, and its tough beginnings, made him a living 
symbol of the programme. Every year, he proudly presented the jump pins and certificates to the 
freshman smokejumpers at his old base in Missoula. He was a legend to them, even if the stories of his 
jumps—“silk stories”, as jumpers call them—tended to begin with a cuss, and a crash, and himself 
dangling from a tree. 
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America’s GDP growth in the three months to the end of September was revised down by 0.7 percentage 
points to an annual rate of 2.8%, mainly because of an upward adjustment to import growth.  

Revised third-quarter GDP figures for Britain put the decline in the size of the country’s economy at 
0.3%, a tenth of a percentage point less than an earlier estimate. 

The sales of new houses in America rose by 6.2% in October to an annual rate of 430,000, 5.1% higher 
than a year earlier. The S&P/CaseShiller national homeprice index also rose by 3.1% in the third quarter.  

German business confidence, as measured by the Ifo index, rose to 93.9 in November, its highest reading 
since August last year. Business confidence also rose in France, the eighth successive monthly increase.  

Vietnam’s central bank devalued the dong by 5.4% against the dollar, and raised its benchmark interest 
rate by one percentage point to 8%. 

Thailand’s economy contracted by 2.8% in the year to the third quarter, an improvement over the 4.9% 
decline in the previous three-month period. 

The annual rate of inflation in South Africa fell by 0.2 percentage points to 5.9% in the year to October. 

Pakistan’s central bank cut its benchmark rate by half a percentage point to 12.5%. 
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The ups and downs in the prices of industrial metals since the 
beginning of 2008 have reflected the fluctuating fortunes of the 
world economy. The copper price, which peaked in April 2008, had 
fallen by over two-thirds from that high by December 30th last 
year, when it hit bottom. The price of nickel fell by a whopping 
72.3% from peak to trough. Prices have recovered as growth has 
returned to most rich countries. Copper is now selling for more 
than it did at the beginning of last year. The price of zinc has 
doubled from its low point last December, though it is still 2.9% 
cheaper than it was at the start of 2008. The nickel price has risen 
by nearly two-thirds in the year to November 24th. 
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Investors have taken out more insurance against default by Italy’s 
government than against any other country’s, according to DTCC, 
a firm that clears derivative trades. It reckons that credit-default 
swaps (CDSs), a form of insurance, cover a notional $23.7 billion 
of Italian bonds once offsetting contracts are netted out. Nine of 
the top dozen countries ranked by DTCC are in the euro zone. Italy 
ranks first partly because it has one of world’s biggest debt 
burdens. Thrifty Germany is surprisingly ranked third. Greece and 
Ireland make the list, even though their public bond markets are 
far smaller. The size of these CDS positions are explained by 
fragile public finances: CDSs are a way of betting on default as 
well as insuring against it.  
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